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MAIN FINDINGS 

1. The Privatization and Development (PAD) Project of the U. S. Agency for International 
Development (USALD) has been successfil in achieving irs mqjor objective: making available 
to USAID and to client governments a vehicle for the provision of high-quality technical 
assistance in privatization. 

The project's level of activity dwarfs that of the predecessor (Center for Privatization) project 
and far exceeds that foreseen at its outset. Commitments under the PAD project between May of 
1991 and the end of 1993 were more than $34 million, and disbursements were about $26 million. 
This is two to three times the expected spending level, and the project is only at midpoint. 

2. The USAID management of the PAD project and the project's chief contractor (the 
International Privatization Group of Price Waterhouse or PW/IPG) huve made efective 
contributions to the restructuring eflorts of the many countries in which they have worked. 

This indeed is one of the central findings of the project: that the U.S. government, through 
USAID and its contractors, has demonstrated its capacity to provide high-quality technical assistance 
in privatization. 

3. USAID, the prime contractor, and its subcontractors have shown great flexibility in adapting 
the spec@ed objectives of the project to rapidly changing nee&. 

Scopes of work often require adaptation, but this was rendered especially urgent in this 
project because of the unforeseen and radical transformation of the international environment after 
1990, which made reworking of the objectives of the PAD project essential. 

The original objectives, as set out in the contract, were concentrated on means or instruments 
rather than activities or actions, and were passive in nature.' They gave heavy emphasis to research 
and information dissemination objectives and said little about implementation or the specifics of 
helping privatization processes move forward. They said extremely little about transactions, or about 
institutional development (building local capability). 

The post-1989 openings for privatization activity arising in Eastern and Central Eu.rope, the 
ex-Soviet Union, and elsewhere led to a shift in priorities away from research and information 
dissemination, from the development of instruments and methods, and from pre-privatization 
activities and toward transactions. This shift in the balance of priorities is evidence of flexibility and 

' For example, the contractor is asked to develop a mechanism for monitoring privatization efforts, a 
framework for identifying target countries, a method for expanding knowledge of privatization activity, a 
means for gathering information, and the capability to deliver quality technical assistance. 
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responsiveness (as defined in the scope of work). The pattern of demand changed, and the project 
managers responded accordingly. 

4. Relations beween PWIIPG and USAIDNVashington (USAID/W) and the Missions have bren 
generally - though not unrormly - cordial and cooperative. 

Almost all Missions found the contractor responsive and competent. The best evidence of this 
is that USAID Missions repeatedly retunled to PWJIPG for assistance; buy-ins, once tried, usually 
multiplied. However, dissatisfaction was reported from several Missions - Zambia and Bolivia, for 
example. And several specific grievances were reported. Some Mission staff said that PWIIPG 
occasionally did a poor job of informing local Missions of the results of their buy-in work. 
Sometimes, reports of these buy-ins or reports of consultants were not sent to the Missions (Poland 
and Morocco). Staff in some Missions have also felt left out of the loop when buy-in teams are in- 
country; they are too often ignored by the consultants. 

5.  The PW/IPG consortium has been very eflective in the delivery of services. 

PWIIPG's management has been competent and responsive to changing demands in many 
parts of the world. It has recruited highly qualified people for its home office staff and as 
consultants and advisors for Mission buy-ins. Most technical outputs have been solidly professional. 
Operational performance has met high standards of quality. 

Furthermore, PWIIPG has innovated in some important directions. In Poland, for example, 
it was one of the leaders in testing sectoral approaches to privatization; in Russia it was among the 
leaders in implementing voucher auctions. In the Philippines, Bolivia, and Morocco, PWIIPG 
sponsored new thinking and activity on private provision of public services. 

6. Impact - the e$ect of PAD$nanced services on the pace and quality of privatization 
programs and on the building of local capacity - is harder to discern. 

A priori, the provision of so much high-quality technical assistance, training, and studies has 
to be assumed to have had some positive impact in aided countries. Impacts are difficult to measure, 
however, especially in the short run. By one criterion that is often used - the number of completed 
transactions brought about with PAD akistance - impact has been slightn2 Between 25 and 30 
state-owned enterprise (SOE) privatizations have come about in countries with PWIIPG assistance. 

This was the principal criterion used by USAID until relatively recently. It is a major criterion in the 
recent USAID assessment of privatization programs in East and Central Europe: Louis Berger International 
and Checchi and Co., Privatization Phase II Program Evaluation (Contract No. 180-9914), Final Report, July 
1993, especially pp. 76 ff. See for a similar emphasis on successful transactions as a benchmark of choice, 
USAID, Evaluation of Privatization in Central and Eastern Europe, July 1, 1993 (Contract No. DPE-0016-Q- 
00- 1002-00). 



But use of this criterion is misleading, in two respects. First, sparsity or abundance of sales 
will in all cases be the result of many other factors, which have greater weight in explaining 
privatization outcomes than the USAID-provided technical assistance. Secondly, this criterion 
downplays the positive proximate impacts of the project. 

Thus, in the Philippines, the PW/IPG presence strengthened the operating capacity of the 
state privatization agency and speeded adoption of private approaches to infrastructure financing. 
In Nicaragua, PWIIPG was the principal source of technical assistance for that country's successful 
privatization program. In Morocco, PW/IPG provided sustained analytic services that kept the 
privatization program alive in periods of flagging government interest. Many other examples can 
be cited. 

It should be mentioned also that USAID'S Policy Directive on Privatization of 1992 reduced 
the emphasis on divestiture and trade sales. It broadened allowable privatization actions to include 
nontransaction approaches such as management contracts and Build-Operate-Transfer schemes. 

7. The research fiu2ction has not bten accorded much priority. 

The research objective was met by the production of seven applied research papers, written 
by the Research Director, Andrew Cao. However, the budget was small, staffing thin, and output 
accordingly modest; few of the papers are known or cited in the privatization literature. 

It is symbolic that the Research Director position, and the function it represents, which was 
given high priority in the original Request for Proposals, has been eliminated - or at least is no 
longer regarded as very important. Its "key personnel" status has been removed; that distinction has 
been bestowed on the project manager's job, presently occupied by Peggy Norgren. There's nothing 
invidious in this. It simply flows from the reality of the activities and priorities of PW/IPG, which 
in turn reflect those of USAID. Priorities changed as the demand for PW/IPG services changed. 

8. The requirement of the PAD project to gather and distill experience on key aspects of 
privatization is being met, though more intensively in recent months than earlier. 

These, analyses are to integrate the lessons learned into useful guidance, for wide 
dissemination to privatization practitioners, government officials, and the donor community - 
including USAID. In pursuit of this objective, PW/IPG expanded its privatization database and 
distributed such publications as a periodic collection of press clippings; notes on PW/IPG projects; 
and, most important, two issues of its flagship publication, Trendr in Privatization and Development. 

More recently, PW/IPG undertook, through its subcontractors, a series of studies looking at 
experience in such key areas as mass privatization projects, pension fund privatization, housing, 
industrial sector analysis, and hotel privatization in the Caribbean Basin. These studies should be 
completed by the fall of 1994. They should make available useful lessons, drawing on PWtIPG's . 
operational experience. They will help fill the research gap that persists in privatization matters. 



9. Capacity building has tended to be ignored. 

Capacity building is mentioned as one of the objectives of the PAD project. The formal 
efforts in this area are represented by some training workshops. The transfer of know-how is 
reported to have been notably successful m Russia, and there are undoubtedly many instances where 
on-the-job training took place naturally. But it was not an explicit objective in implementation; 
scopes of work in Delivery Orders rarely mention it. For this reason and others, PW/IPG 
consultants have tended to work by themselves, apart from local counterparts. 

10. Relations. with subcontractors have been uneven. 

Some subcontractors complain that the prime contractor (PWIIPG) has funnelled them too 
little work. Others point out that information flow to subcontractors was practically nil, and that no 
team-building efforts were undertaken. It is hard to assess these grievances. Work given to 
subcontractors is in fact relatively small: $2 million out of $26 million total spending. Commitment 
shares are larger - $5.5 million out of $34 million total as of December 31, 1993. But only two 
subcontractors have been called on to any extent - Abt and Intrados. One reason is that the 
investment banker subcontractor (Morgan Stanley) and the lawyers (Baker and McKenzie) are 
expensive and also uninterested in taking on small projects. PWIIPG is in any case aware of this 
problem and is giving it attention, as is evidenced by the allocation of new research studies to 
subcontractors. 

LESSONS LEARNED AND RECOMMENDATIONS 

The evaluation team had the opportunity not only to review documents and talk to 
Washington-based practitioners, but also to benefit from on-the-ground visits to nine countries. The 
following recommendations are based on that exposure. Because of the diversity of conditions, the 
brevity of our field studies, and other limits to our knowledge of the state of the art, these 
recommendations are put forward tentatively. Many of them are based on conclusions about 
problems and shortcomings in present approaches to privatization that are themselves tentative 
because of their uncertain generality. 

The recommendations put forward below inevitably address only problem areas. This is the 
nature of the genre: unsqueaky wheels go unoiled. It is therefore worth reiterating at the outset the 
earlier finding that the PAD project has been very successful in delivering high-quality technical 
assistance for the restructuring efforts of the many countries in which project staff and consultants 
have worked. This indeed is one of the central lessons of the project: that the U.S. government has 
this capacity, through USAID and its contractors. 

Thus, the many parts of the PAD project that are going well receive no comment. And it 
should be understood that the recommendations for changes in future emphasis in privatization 
assistance put forward here are based on unfolding experience and changed environments in 
developing and transitional economies. They do not reflect difficulties in the PAD project, which 
has been well implemented. 



1. Higher priority should be given to pre- and post-privatization acrlvidts. 

Four critically important lessons evident from past privatization efforts follow: 

Privatization, in the sense of trade sales (sales of going concerns), is extremely difficult. 

Except in a handful of countries, trade sales are relatively few in number and economic 
weight. 

Divestiture in general invariably takes much longer than anticipated, and one basic 
reason for this is the inadequacy of pre-transaction preparation ("readying"). 

Postdivestiture problems can dilute positive, efficiency-enhancing impacts, or even 
negate the sales themselves (for example, through state reacquisition of sold assets). 

It follows that more attention should be given to pre- and postdivestiture aspects of the 
privatization process. Sale of SOE assets is the central event in the privatization process, and 
assistance in implementation of transactions should therefore remain a component of ~ ~ ~ ~ ~ - f i n a n c d  
privatization programs. Huwever, the divestiture transaction - actual transfer of ownership to 
private hands - is only one element in the continuum of actions that makes up the privatization 
process. One of the chief lessons of experience during the past five years is that the pre- and post- 
privatization activities are frequently crucial to successfuJ divestiture and yet are often neglected. 
Their neglect is a basic reason for slow privatization progress in many countries. An increase in the 
relative attention given to these nontransaction implementarion elements of the privatization process 
should be considered for the next phase of the PAD project. 

Before transactions take place, for example, there should be more attention to reforming 
company and commercial codes, creating joint stock companies, undertaking extensive financial and 
management audits of SOEs, doing better company plans, and introducing performance contracts or 
related schemes for defining company objectives and government-SOE relations. Core studies should 
be undertaken routinely: inventories of company debt structures and cross debt, the prevalence and 
magnitude of direct and indirect subsidies, and the costs and benefits of alternative methods for 
cushioning disemployment effects (social safety net strategies). Fragmentation (spinoffs or internal 
divestiture) should become a systematic element at an early stage in all programs, whether formal 
privatization programs exist or not. There should be more assistance to public information efforts, 
based on serious (credible) policy analysis; these information and education campaigns are essential 
early measures needed for building a welcoming environment for privatization. 

After or absent transactions, many of these same activities are pertinent. Improving 
regulatory and legal environments and studies and strengthening capacity to carry out studies will 
continue to be critical - impact assessments, for example, and analysis of institutional and policy 
blockages to competition and better economic performance. Analysis of opportunities and options 
for private infrastructure and social sector financing should be ongoing. Social safety net issues will 
continue to require attention. Help with problems of corporate governance will be important in many 
instances. 
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2. Intellectual conuniment to privatization is still hesitant in some plac~s,  so rmw policy 
research is essential. 

Except perhaps in transitional economies, policy-focused research on privatization is sparse, 
and not much seems to be in the pipeline - even at the World Bank, which has been the main source 
of such research in the past. 

Such research is not a luxury, superfluous to the main tasks at hand. Events of the past five 
years have made clear that pro-privatization forces have not yet won the analytic battle to shift 
opinion among developing country intellectuals and policy makers in favosr of privatization. Unless 
it is more decisively won,. privatization progress will continue to lag in most of the world. 

Resuscitating the research function doesn't necessarily mean costly reinforcement of the 
PWIIPG Research and Training Unit. As noted above, PWIIPG has already launched, through its 
subcontractors, new and relevant research on experience in specific areas -- mass privatization, hotel 
privatizations, and many others, This should be expanded. 

It might also be possible to create a kind of small grants facility that would finance small 
research awards for local researchers or civil servants to undertake policy studies on privatization- 
related issues. The facility could be administered by PW/IPG or by USAID Missions with 
implementation assistance from IPG. In any event, PWJIPG management and USAIDN staff 
concerned with private sector development should review the research question and reconsider its 
place in the next phase. 

3. Alternative supplies of iMontt~n'on about privatization events have expanded, so some 
PW/IPG irlformation dissemination activities should be dropped. 

The information dissemination activities within the Training and Research Unit - and 
especially the centerpiece, which is the publication and distribution of Trendr in Privatization - do 
not appear to be cost-effective. Nor is it clear why the provision of this information should be 
subsidized when competitive private publishers make available more comprt:hensive information for 
which they charge market rates. For these reasons PWIIPG should phase out these activities, 
including the data collection operations on which they rest. , 

4. Because capacity building is neglected unless it is given explicit pribrity, it should receive 
such priority in funrre. 

1 

The issue of whether greater emphasis should be given to capacity building raises two main 
questions. Fist, is it necessary, given the inherently ephemeral nature of pirivatization agencies? 
Why not just get on with it, divest, and let privatization agencies fade away? 

The answer is that these agencies will be around a long time, and h t  in any case there is 
a great deal of valuable on-the-job learning that is presently being absorbed mainly by foreign 
consultants and advisors. In diagnosing and valuing corporations and negotiating sales, general 
analytic and managerial muscle is developed that should accrue to locals, for use when privatization 
programs are finished. 
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Second, once agreed that capacity building should receive higher priority, how do you do it? 
Scopes of work should emphasize that building of local capability is an important objective of 
privatizntion-related technical assistance, Teaming between advisors or consultants and local 
counterparts, which is already done in many cases, should be better and more systematic. 
Internships in home offices might be tried. In-service training courses could be made a more 
frequent part of consultants' and advisors' mandates. Uge of local consultants could be more 
extensive, even in countries with embryonic consulting capacities. Just talking about capability 
enhancement would increase sensitivity to it and encourage its more energetic pursuit. 

It is important for all parties to recognize that there is a trade-off between the contractor's 
expeditious execution of short-term assignments and more collaborative operating styles. The latter 
usually require more time and more money to "bring along" the local counterparts. Because USAID- 
funded delivery orders are often underfunded, contractor teams are pressured to get the job done 
quickly. So the encouragement of capacity-building efforts requires USAID attention in the drawing 
up of scopes of work and in budgeting for field missions. 

5. When the prime contractor has depth and diversity in its st@, subcontractors tend to be 
underwed and clients feel they are not being given access to the fill range of competence 
represented in the consortiwn To avoid rcdncing the impact of the project and affecting its 
image, greater attention should be given to subcontractor retatiom. 

The prime contractor for the PAD project has allocated some of the work of the contract to 
the other members of the consortium it heads. But sharing more work would enhance project image 
and efYectiveness. Failure to draw more extensively on contractor competence limits PWIIPG access 
to a wide array of needed skills and experience. (High subcontractor cost and lack of interest also 
contribute.) PWIIPG management should re-energize the consortium by doing some midstream team 
building, by widening the flow of information on project activities that is made avaiiable to 
subcontractors, and by allocating more of the work to them. 

6. Uppont costs of preparing SOEs for sale ofren seem excessive. More cost-effective 
approaches should be explored. 

A standard approach to privatizing SOEs has evolved recently. It is observable in PWlIPG's 
experience. It entails extensive upfront diagnosis and analysis, and valuation exercises that estimate 
adjusted book value, physical asset value, and present market value by discounted cash flow 
methods, using two or three rates of discount. 

This approach ensures transparency. It protects the privatization agency and politicians both 
because of its openness and because it reflects beat international practice implemented by 
internationally respected consulting firms. It equips government negotiators with a set of well-defined 
price guidelines and floor prices. It is essential when adequate auction arrangements do not exist. 
But it is expensive and not cost-effective for very small company privatizations. It gives false 
impressions of solidity to numbers that often vary by a factor of three for small differences in 
discount rates. More important, it can miseducate politicians and others who are often persuaded 
that book value is what counts. And it risks misleading everybody by giving the impression that 
SQEs are worth what consultants project their market value to be; they are, of course, worth only 
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what somebody out there is willing to pay for them. It can be intrusive, when consultants base 
analyses on their perception of investment and market opportunities, 

Several modifications may be worth further attention. Upfront inputs could be reduced - 
for example, less extensive analyses in the valuation exercises; exclusion of investment-demanding 
profitability enhancements; briefer company memoranda for bidders; or briefer, lighter documents. 
Marketing should receive more attention. More radical changes might also be appropriate. There 
is no obvious reason why companies couldn't be turned over to consulting firms or other qualified 
agencies, to be sold mainly on a success fee basis. Such an approach has been tried in Hungary and 
Romania and perhaps elsewhere; review of thest: experiences could provide guidelines for adoption 
of this method elsewhere (or provide reasons for its rejection). 

7. Financial considerations sometimes seem to dominate pre-sale analyses. More attention 
should be given to economic analysb. 

A sampling of studies and company memoranda in several countries suggests that economic 
issues are usually not given adequate attention. In some cases basic questions may exist concerning 
the economic viability of enterprises being privatized or the policy implications of their privatization. 
Yet these are hardly addressed. This seems to have happened ::. Senegal, Burundi, and perhaps 
elsewhere. 

As economic analysis makes plain, the profitability of an SOE depends on implicit and 
explicit subsidies of various kinds, and future profitability of such enterprises may be highly 
dependent on the continuation of these subsidies. Such firms may not be able to survive in a 
liberalized economy - that is, in more competitive markets. To privatize them may be giving 
hostages to policies that have to be changed if 'faster growth through more efficient use of national 
resources is to come about. 

Moreover, economic analysis can indicate when liquidation makes more sense than attempted 
sale. The unwillingness to liquidate is one of the main reasons worldwide for delays in privatization 
programs. Government officials say: Let's not liquidate, let's try to sell first. They try, thereby 
cluttering their privatization list with cats and dogs that nobody wants, even at bargain basement 
prices - unless they get special privileges. Time passes. Little happens. Or worse, something is 
sold with distortionary sweeteners attached. Everybody gets discouraged and the program loses 
momentum. Avoiding inclusion in "to be privatized" lists of SOEs that are not economically viable 
without subsidization is therefore important for the timely implementation of privatization programs. 

8. There h unexploited scope for new, nondivestiture initiatives in privatization, among them 
private provision of public services; these should receive greater attention in the next phase. 

PWIIPG has pioneered in this area - in designing a privately managed solid waste disposal 
program for La Paz and in studying private disposal approaches in the Czech and Slovak Republics. 
Also, in its Philippines work, the project contributed to the spread of Build-Operate-Transfer activity 



and proposed private service provision in a planned new privatization programO3 Related work was 
done on private provision of social services (in Czech and Slovak Republics and in Russia) and on 
privatizing trucking services (in Mozambique). 

These are promising areas for fiiture expansion of private sector activities and should be 
moved closer to the center of USAID and PWIIPG concerns. 

9. The sectoral approach has not proved cost-Uective in transitional economies, and sectoral 
analytic studies elsewhere have not always been appropriately budgeted and planned. The 
appropriateness of sectoral activities under PAD should be reviewed, 

Sectoral approaches, which PWIIPG pioneered in Poland in the glass industry, represented 
an innovative effort in transitional economies. The original idea was to rehabilitate a sector as a 
whole - studying all the firms, merging some, arranging initial public offerings for others, 
liquidating the least competitive, arranging trade sales for some. 'i'his never got off the ground, 
either in Poland or - apparently - in other transition economies. It was too vast a task, for the 
consultants and for the administrative capacity of government. The approach ended up focusing on 
trade sales, and most of the effort given to industry studies was superfluous. The apprbach may 
have led a few enterprises to agree to nationalization (prelude to privatization), but it is an open 
question whether any sales resulted that would not have taken place anyway. 

The PAD buy-in, like the standard IQC mechanism it closely resembles, is most appropriate 
for time-bounded, focused, and largely technical tasks. Some privatization tasks do not fit easily 
within this format. The most important is sector analysis - for example, the study of privatization 
options and issues in the Philippines power sector. Such studies are complex and take a long time, 
and entail unsettled issues of sectoral policy and reconciliation of stakeholder conflicts. PAD buy-ins 
for these broader kinds of studies should therefore either not be used or should be given what is 
needed to do the job right: a longer time frame, much heavier financing, greater planning, and much 
more intense collaboration with other donors than is the case with the more conventional privatization 
tasks. 

10. A complex project like PAD cannot be efectively monitored unless the project o n c r  can 
check project activities on the ground. More budget support for USAID/W is therefore 
required for oversight. 

The issue here is general. The USAID officer responsible for management of PAD in 
Washington cannot track all the project's buy-ins in an effective manner unless she is able to see how 
they are working on the ground. Resources for travel are of course severely limited. And although 
in many countries USAID private sector officers maintain good communications on project 
implementation, and PWIIPG is cooperative, there's no substitute for field visits. Privatization is 
a relatively new, difficult, and evolving task, and circumstances change fast in many countries. 
USAIDIW needs the independent assessments and timely insights that field visits usually yield. 

' For extraneous reasons, neither the La Paz experiment nor the extension of USAID's privatization 
program in the Philippines came to pass. (See the Bolivia and Philippines country studies.) 



PART ONE 

MAIN REPORT 

CHAPTER ONE 

:BACKGROUND 

A major objective of U.S. international assistance programs has always been to help bring 
about faster economic growth in developing countries. Greater efficiency in resource use has come 
to be recognized as essential in meeting this objective - not only because it raises incomes in general 
and hence incomes of the poor, but also because efficiency-based increases in growth are likely to 
be sustainable. 

The interest of the U.S. Agency for International Development (USAID) in privatization stems 
from the objective of stimulating econon~ic growth through efficiency-enhancement. In the early 
1980s, world economic recession, declining commodity prices, growing debt burdens, and the 
increasingly patent failures of stateswnrxi enterprises (SOEs) made it clear that restructuring of 
public sectors was a major requirement of renewed growth in most developing countries. State-owned 
enterprise sectors had to become less of a burden on budgets and credit supply, and less of a 
blockage to private sector development - which, by the mid-1980s, had come to be recognized 
almost everywhere as the key to faster and higher-quality growth. Those enterprises that 
governments wished to retain in the pub& sector thus had to made to work better, by becoming 
more "commercial" and less political and bureaucratic. But at least as important, the state sector had 
to shrink. SOEs doing things that private agents could do as well or better had to be privatized. 

USAID'S FIRST RESPONSE: 
THE DIVESTITURE AND PRIVATIZATION PROJECT 

USAID responded early and in many ways to the privatization challenge - by sponsoring 
studies, conferences, special missions, and some specific privatization assistance. A major step was 
taken in 1985, with the award of the contract for the Divestiture and Privatization Project (940-0008) 
- the predecessor of the Privatization and Development Project (940-0016) being evaluated here. 

Between 1986 and 1989, the Divestiture and Privatization Project was a leading USAID 
vehicle for promoting and supporting privatization efforts in the developing world. The $4.9 million 
project financed a Center for Privatization and a consortium of six companies tasked to provide 
expert advisory services to USAID missions, USAID/Washington, and developing country 
governments. 

The project provided a wide range of technical services to more than 45 USAID missions in 
49 countries between early 1986 and early 1989. Training seminars or conferences were sponsored 



in 16 countries, reconnaissance and strakgy missions went to 27 countries, and enterprise analyses 
were performed in 31 countries. Long-term technical assistance (LTTA) was dispatched to 
Honduras, Tunisia, and Bolivia. The project had a research function: state-of-the-art papers were 
to be written; the project also had an information dissemination component.' 

The Divestiture and Privatization Project represented a substantial begirining and made 
numerous positive contrioutions to the promotion of privatization. LTTA in Honduras and Tunisia 
helped in more than 21 completed traiisdions, for example. But this first effort revealed several 
problems. The organizational structure, for example, was difficult to murage: divkion of 
responsibility among the Center for Privatization, the prime contractor (Scientex), and the associated 
subcontractors was uncertain and contentious. The subcontractors did 75 percent of the work, the 
prime 25 percent. Quality control was difficult. Reports were frequently of low quality and late.2 

Probably most important, the mandate was unclear. The relative weight to be given to 
research and to transactions was not well specified or understood. In the event, neither received 
adequate attention. Research was slender in volume and, according to the project's evaluators, 
generally superficial; no real state-of-the-art papers appeared, nor any noteworthy contribution to 
understanding of privatization issues. The transaction focus was blurred; many resources went into 
short-term reconnaissance missions with uncertain outcomes. 

OBJECTIVES OF TED3 PRIVATIZATION AND DEVELOPMENT PROJECT 

The successor project - the Privatization and Development Project (PAD) - was prepared 
in 1990 and incorporated lessons from the previous project. The purposes of PAD are to: 

Help decision makers recognize the potential benefits that privatization can bring; 

Assist in the establishment and implementation of effective privatization strategies and 
programs; 

Provide technical assistance to overcome specific technical problems that occur during 
privatization implementation; and 

Help countries to develop the capacity to implement their privatization programs 
independently without need of further donor assistance. 

At the end of 1990, a consortium led by Price Waterhouse (PW) was awarded the contract 
for PAD. The contract actually has two parts - separate core and buy-in contracts. The total life- 
of-contract effort for the core part was estimated at 530 person-months for the Executive Director, 
long-term professional staff, support staff, and long- and short-term technical specialists. Under the 

' W. Grant and M. Mescher, "Evaluation of the Divestiture and Privatization Project," Development 
Alternatives, Inc., December 1989. 



buy-in contract, the contractor was required (if requested) to provide a minimum of 1,000 person- 
months of services during the contract period. 

 he contractor was required to : 

Develop and implement a mechanism for monitoring and evaluating privatization efforts 
in USAID recipient countries worldwide, including the activities of other donor agencies; 

Develop a framework for identifying target countries in which project interventions would 
have high potential for success in initiating or advancing a privatization process; 

Provide a method for advancing interest in and knowledge of privatization activities and 
techniques among the decision makers of the developing world; 

Provide a vehicle for assisting overseas USAID Missions and host countries in developing 
and implementing an effective privatization strategy or action plan; 

Provide USAID with the capability to provide high-quality technical assistance on short 
notice in a wide range of skill areas related to privatization; 

Allow overseas USAID Missions to procure technical services using Mission funds by 
means of a contract buy-in mechanism; and 

Provide a means for gathering and distilling experience in selected important aspects of 
privatization. These analyses are to integrate the lessons learned into useful guidance that 
will be widely disseminated to privatization practitioners, government officials, and the 
donor community - including USAID. 

PAD'S MANAGEMENT STRUCTURE 

PAD management structure was much more integrated than that which had evolved under the 
earlier Divestiture and Privatization Project. Price Waterhouse created a special unit, the 
International Privatization Group (IPG) to manage operations and relations with USAIDIWashington. 

Three key posts were specified: an Executive Director, a Program and Operations Director, 
and a Research Director, Roger Leeds was the first Executive Director, Edgar Harrell the Director 
of Programs and Operations, and Andrew Cao the Research Director. Leeds resigned after a year. 
He was replaced by James Waddell, a PW partner who was already doing oversight of the technical 
work in the project. Ed Harrell left in February 1993; he was replaced by Richard Breen. Peggy 
Norgren has been acting as Project Manager since August 1991 and has since replaced Andrew Cao 
as "key personnel." Cao left the home office in early 1994 for a long-term assignment in Indonesia. 
Two PW senior partners provide general supervision: J.C. Acebel and Auguste Rimpel. 

The PW proposal stipulated that a Technical Advisory Group would be set up and provide 
high-level guidance. This group was never activated. 



,#I 
In principle, the same quality control is used in this project as in all PW work. A two-tiered 

approach is used: partner field visits to hear client reactions and to review progress and problems 
with team members in the field, and detailed home office review of all deliverables by the 
supervising partner and other senior staff as necessary. 



C-R TWO 

EVALUATION MEmODOLOGY 

MAIN QUESTIONS 

The evaluation addresses four main questions. 

Did the contractor (PWJIPG) do what the PAD project called for, and if not, why not? 

How responsive was the contractor to the needs and requests of USAIDJWashington and 
USAID field Missions? 

What impacts have the activities financed by PAD and related PWJIPG-implemented 
projects had on the pace and quality of privatization and on understanding of the 
privatization process? 

What lessons can be drawn,from PWJIPG experience, and from privatization experience 
in general, for future USAID programming? 

APPROACH 

The approach followed in this evaluation consists of the following elements: 

Detailed briefing and guidance by Private Enterprise Bureau (PRE) staff of USAID, in 
particular by the responsible Project Officer, followed by interviews with relevant staff 
from other USAID bureaus, PW, the World Bank, and other Washington-based sources; 

Review of USAID documentation on the project, including the Project Paper, the core 
contract and modifications for Mission buy-ins, the Request for Proposal (RFP) and the 
PW proposal, and the contractor's regular reports to USAID; 

Field visits (rapid reconnaissance) in nine countries (Burundi, Zambia, the Philippines, 
The Gambia, Morocco, Poland, Ecuador, Bolivia, and Nicaragua) and the preparation of 
a country analysis for each;= 

Assessment of PWJIPG and subcontractor reports and papers for pertinence and quality; 

Three members of the evaluation team did the country studies: Carl Ludvik (Bolivia, Ecuador, Nicaragua); 
Dan Hogan (The Gambia, Morocco, Poland); Elliot Berg (Burundi, Indonesia, Philippines, Zambia). Melissa 
Graham assisted generally and waa responsible for the analysis of the Mission and subcontractor responses to the 
questionnaires. 



. @. Review of recent evaluations of other privatization projects, for example for Indonesia, 
Eastern Europe, and the Philippines; 

Dispatch of a questionnaire cable to all USAID Missions, whether they have had PAD 
buy-ins or not, asking for an assessment of their experience (if any) with PWIIPG, and 
their future needs in privatization; and 

Mailing of a questionnaire to all of PW/IPG9s subcontractors in the consortium, followed 
up by interviews. 

CRITERIA FOR EVALUATION 

The criteria used to assess the project are related to the central questions listed earlier. The 
first question - Did the contractor do what he proposed to do? - is called "project effectiveness" 
in the scope of work for this evaluation; it means performance in meeting objectives. This is the 
first criterion we use. It includes what the scope of work calls "relevance," which means 
responsiveness of the project to evolving problems and needs. 

The second criterion is closely linked: the degree of responsiveness of the project to USAID 
needs and requests. We rely on interviews and on the Mission responses to the questionnaire survey 
for judgements on this matter. 

The third criterion relates to effectiveness and impacts. Effectiveness means: Did they do 
a good job in delivering their services? Impact means: Did their services have any effect on the 
pace and quality of privatization in assisted countries or (secondarily) on institution building or 
capacity strengthening? 

LIMITATIONS OF THIS APPROACH 

The limitations and hazards of evaluation along these lines should be underscored. The PAD 
project has been in operation a short time - only about three years - and most of its specific 
activities are considerably newer than that. It would be unrealistic in most cases to see impacts after 
so short a time. Effort put into training and institution building can't be expected to yield much 
visible fruit before five years, and even results from projects of assistance to privatization 
transactions may take a long time to ripen. 

Then there is the attribution problem. PAD or PWIIPG inputs are only one influence among 
many in determining outcomes. Aside from environmental factors such as political commitment of 
recipient governments, there are often other donors in the arena. On privatization matters, the 
Bretton Woods institutions, particularly the World Bank, are major players in most countries. It is 
rarely easy to disentangle the effects of PAD contributions from those of other donors. 

The obscuring effects of environmental factors are even more troublesome. Externally 
provided inputs such as resident technical assistance could be extremely productive and greatly 



enhance the efficacy of the privatization process in an assisted country, but these inputs can fail to 
advance the privatization program because of the many factors beyond the project's control, such as 
soft budget constraints, fear of political fallout from disemployment of redundant workers, weakness 
in the legal framework, or inadequate and cumbersome regulations. 

A third general limitation is the subjective nature of effectiveness assessments. Rarely will 
a seminar, a study of the environment for privatization, a strategy assessment, or a company 
privatization plan fail to have some positive effects. But measurement is difficult or impossible, so 
how are these positive effects to be weighed? Many of the inputs are soft (advice, participation in 
negotiations, or training), and the outputs are frequently intangible (quicker, better privatization; 
better-trained people;. more awareness of privatization; and strengthened organizational capacity). 
The introduction of a training program or the presence of PWIIPG advisers or consultants may have 
important intangible effects - for example, higher-quality analysis, stronger negotiating positions, 
better use of existing national staff, introduction of better systems of information management, and 
improved internal managenlent procedures. But many of these effects don't show up right away and 
are in aiiy case difficult to measure. 

These are familiar problems, demanding caution in all evaluations. However, they do not 
prevent careful evaluators from being able to say a great deal about project strengths and weaknesses, 
successes and failures. This is especially so because the evaluation provided for extensive field 
visits. These were brief, but allowed face-to-face discussion with many of the main players. This 
first part of the evaluation draws heavily on the 10 country studies found in the second part of the 
evaluation. (Nine of these are based on field visits; the tenth (Indonesia) relies on a recent 
evaluation.) Each country study is intended to provide a snapshot of the privatization program and 
its progress to date, a summary of the work of the PWIIPG consu;mts and advisers, an assessment 
of their relations with the USAID Missions, and an appreciation of their effectiveness and impact. 



PERFORMANCE' COMPARED WITH OBJECTIVES 

Comparison of objectives as stated in the contract with actual performance is probably the 
easiest dimension to assess. But even here there are problems. The world has changed dramatically 
since the Project Paper was written and even since PW was awarded the contract. The removal of 
the Berlin Wall, the dissolution of the Soviet Union, the worldwide rush to marketization - all this 
has happened since the project was designed. It would be unrealistic to expett project objectives and 
approaches to have remained unchanged, especially because so much of the activity is demand driven 
through USAID Mission buy-ins. 

ORIGINAL OBJECTIVES 

The objectives of the PAD project as set out in the contract were listed above. Four striking 
features stand out. 

The objectives are concentrated on means or instruments rather than activities or actions, 
and are relatively passive in nature. For example, the contractor is to develop a 
mechanism for monitoring privatization efforts, a framework for identifying target 
countries, a method for expanding knowledge of privatization activity, a means for 
gathering information, and a capability to deliver quality technical assistance; 

Heavy emphasis is given to research and information dissemination objectives; 

Little is said about implementation or the specifics of helping privatization processes move 
forward. Extremely little is said about transactions; and 

Very little is said about institutional development or building local capacity, though it is 
mentioned. 

PAD ACTIVITIES 

Focus on Transactions 

As it turned out, the implicit priorities in these stated objectives were transformed as the 
project unfolded. The dramatic changes in Eastern Europe and the former USSR created new demand 
for technical services in privatization and stimulated demand in that area and in other parts of the 
world. Many USAID staff in Washington and in the field shared the view of PW's management that 
a more activist and hands-on approach was called for, and in particular a stronger focus on assisting 
in actual sales - on transactions. Postmortems on the Center for Privatization of the Divestiture and 



Privatization Project concluded that it had done too many studies and surveys, and not enough 
implementation of transactions. 

In the event, one of the central objectives of the PAD project has certainly been satisfactorily 
met: USAlD found PAD to be an extremely effective vehicle for provision of technical services in 
privatization. Table 1 shows the large and varied work program that PWIIPG has undertaken since 
its first Task Order in May 1991. As of December 1993, PWIIPG had implemented 100 buy-ins, 
about half of them directly via PAD, and half through related privatization projects. Commitments 
under the huy-ins totalled $35 million and disbursements about $25 million. PWIIMG has been 
active in some 35 countries - and in others under regional arrangements. A project that had been 
expected to find $10 million in demand has, at midstream, been called on for activities costing three- 
and-a-half times as much. 

The core budget of $5 million (Table 2) is half spent as of December 1993. It has financed 
mainly seminars, conferences, and participation in international meetings. This budget also finances 
research and information dissemination programs. 

The main objective of the project has become assistance for implementing transactions. The 
original objectives of developing instruments to monitor privatization programs or choosing target 
interventions, for example, have ahnost entirely disappeared. The information-spreading objectives 
and institution-building goals have been downgraded. This is evident in Table 3, which shows a 
rough breakdown of PAD activities by type. Transaction-related activities are clearly the most 
important. Table 4 is the result of an effort to break out disbursements by type of activity. About 
$15 million out of total disbursements of $26 million were directly attributable to transactions work. 
Much of the $6 million in technical assistance is probably transaction related. Probably two-thirds 
of total disbursements are on transactions. 

Research 

The research objective was formally met, in the sense that seven applied research papers were 
published. Table 5 lists these studies. They were almost all produced by the Research Director, 
Andrew Cao. However, the research function was not accorded much priority. The budget was 
small, as Table 2 indicates. The staff consisted of the director himself, with assistance by interns. 
The director was called on for conference attendance and speech-giving, and for other assignments. 

It is symbolic that this position and the function it represents, which was given high priority 
in the original RFP, has been eliminated or at least is no longer regarded as very important. Its "key 
personnel" status has been removed; that distinction has been bestowed on the project manager's job, 
presently occupied by Peggy Norgren. There's nothing invidious in this. It simply flows from the 
reality of IPG activities and priorities, which in turn reflect those of USAID. 



[TOTAL 1 SZSl94S,6O0.32 1 1: 517,979,336.15 1 57,544,980.91 ] 

COMPLFED- S% WiUlholding Claimed 
Dote Extension Roquertd 



. . . . . . .  .., .-. . . . . . . . . .  . .  C.. . .  :,, . . . . . . . . . . . . . . . . . . . . . . . . I . . . . . . . . . . . . . . . . . . . . .  ......- ....... . . .  .... . . . . . . . . . . . . .  --I-*.. . - ...,.-L.'*.. '!,> . - .  : .  4 ;, . . . . .  .: + +f#r . . . . . . . . . .  . ...*.. .-.% .. : .:.. . -  ;;. : A  : '  g 1 . . : :  .*;I* ,.:, -sq.,287,935:ejo I 1:$1~~1,73,a~']:>:~ . . \ . .  .,: .:I. . .  ('; SF.. . . . .  . . . . .  . . . . . . .  . . . . . .  .,. ., ,, 9 . a * . .  . . . . . . . . .  . . . . . . . . . . . . . . . .  , .. . . .  ........... . .....,.. . . . . . .  . 2 -  , , :,:7- . , 
r .!.; .... ,. . . . . I  : . . 

' I .  , . . . . . . . . . .  

I TOTAL: I 5695.746.00 1 1 $359,96(9.91 1 5335,777,09 1 

ooe I I 



OQUQ FOR TO'S S567,200,51 
SPENT ON TO'S: $370,444.:29 
% O f  TO'S SPENT 65.31 % 
Ob11g;lud lor Core 35.1 98,927.189 
Spmt on Core: S2,510,351.30 
K OF OBLSPWTON CORE 48.88% 
Tad Obligadoc $5,780,121.20 



APPROXIWE NUMBER Qf PAD ACTIVITIES BROKEN DC . Y BY COW iYjfTUVATlZRTI3N CATEGORY (1) 



PROJECT DISIUASEMUJT3 8Y TYPE OF ACflVI'IY 
(h at 30 Novambr 10W) TABLE 4 

Delivery 
Ordrr # 

I 
Pmlact Namm Total 

Pfojsat DlrbunommQ bv Tyoo of Activity 
Pu bila Into1 
Re8rarch, Tralning Studkr 

Tachnical 
k r l M n a r  Trancacdons 



TABLE 61 

LIST OF APPLIED RESEARCH STUDIES 

1 . Financial Determinants for Selecting BOO versus BOTin lnfrastructm Project 
Financing, Price Waterhouse Publications, July 1 992. 

2. An Analytical Framework for lmpect Evaluation and Monitoring Post- 
Privatization, United Nations Development Programwrer, Annual Meeting of 
Experts in Privatization Proceedings, September 1 992. 

3. Privatization and International Econamic Competitiveness, North American 
Free Trade Agreement, Annual Conference Proceedings, October 1992. 

4. Experiences in Privatization & Lessons Learned, Price \Naterhouse 
Publications, February 1 993. 

5. Privatization and Infrastructure Project Financitlg in Latin Amtvica, Latin 
Finance Journal, March 1993. 

6. Privatization in Vietnam, Chapter in Privatization - A Global Pwspective, 
Oxford University Press, 1993. 

7. Privatization in Africa, Price Waterhouse Publications, June 1 993. 

Information Dissemination 

A specific requirement of the PAD project is to gather and distill experience on key aspects 
of privatization. These analyses are to integrate tihe lessons learned into useful guidance, for wide 
dissemination to privatization practitioners, government officials, and the donor community, 
including USAID. To fulfill this requirement, Price Waterhouse proposed to do the following: 

Identify a target audience; 

Develop privatization training activities; 

0 Expand, update, and maintain the Center for Privatization's database; 

Develop brochures and other promotiorkal materials; 

Explore the possibilities of establishing ;a relationship to serve as a depository for 
privatization .information developed undler the project; 

Establish a newsletter; and 

Publish selected studies and research articles. 



Beginning in July 1991, regular issues of the Press Clippings on Privatizudon have appeared. 
These are abstracts of notes and articles taken from the press and privatization newsletters. The 
purpose of Press Clippings is to inform consortium members, USAID Missions, and practitioners 
about the latest developments in privatization worldwide. 

Another publication, an annual newsletter called The IPG Repor?, was issued once, in 
February 1992, and covered privatization activities during 1991. A second newsletter for 1992 wau 
drafted and submitted to PRE for comments during the summer of 1993, This newsletter focused 
on countries in which IPG was involved directly and gave more thorough descriptions of buy-in 
projects. This was not published and none have appear4 since that time. 

FWIIPG also produced and distributed, first in 1991 and then again in September 1993, a 
publication called lFendr in Privatization and Development. This publication replaces The IPG 
Report; its objective is to compare trends in privatization across all developing countries. The 
publication provides a standard format that can in principle be used for cross-country analysis. Each 
country section is broken down into such categories as government commitment to privatization, 
country privatization strategy, investment environment, impacts, and prospects for the following 
year. Case study research has recently been launched. 

At present, subcontractors are conducting eight studies on transactions or markets in which 
PVVIIPGIUSAID are or have been involved. There are several reasons for this approach: the 
subcontractor possesses the neutrality and expertise on the subject matter addressed in the studies; 
accessibility to PWIIPG principals involved in the projects provides stronger data and stronger 
conclusions; and the analysis of PW/IPG9s transactions, decision processes, and overall performance 
provides keen insight into the challenges faced during the privatization process. 

The studies cover Africa, Poland, Latin America, the Pacific Rim, and the newly independent 
states (NIS). Topics include mass privatization projects, small-scale privatization, pension fund 
privatization, housing, agricultural and industrial sector analyses, and hotel privatizations in the 
Caribbean Basin. The studies address such issues as social safety nets and pre- and post-privatization 
problems and successes. The data extracted from the studies will provide both a blueprint of the 
process and examples of lessons learned. The studies will be released in late-1994. 

Training 

Sixteen training operations were completed between 1991 and 1993 (see Table 6). The five 
year target in the IPG early implementation plan called for 15 operations, so they have surpassed this 
internally set goal. Nine of the programs were in Central and Eastern Eurcpe and the former Soviet 

' Union. 



CHAPTER FOUR: 

The abundance of buy-ins provides strong prima facie evidence of PWIIPG's responsiveness 
to USAID requirements; even the most effective marketing campaigns could not by themselves 
produce this kind of extensive use of the contractor's services. PWJIPG's close and cordial relations 
with USAIDIPRE is another indication of flexibility and responsiveness. 

Firmer information on the responsiveness question is contained in the replies to the worldwide 
cable-questionnaire sent to all USAID Missions in the fall of 1993. Details are given below, in the 
section on project effectiveness. The replies confirm the findings of the country studies and the 
opinion of USAID/Washington staff - that PWJIPG has been attentive to USAID needs and wishes, 
has responded promptly to buy-in requests, and has provided competent and experienced technical 
assistance. 

High marks are not universal however, as one might expect. Several shortcomings were 
reported, especially in face-to-face discussions during field visits, but also - more delicately - in 
some of the replies to the questionnaire: 

PWJIPG did a poor job in some cases of informing local Missions of the results of their 
buy-in work. Sometimes, even often, reports of these buy-ins or mission reports of 
consultants are not sent to the Missions; 

, . Staff in some Missions feel left out of the loop when buy-in missions are incountry; 
Mission staff are too often ignored by the consultants; 

' . .  . 

In several cases USAIDIMission staff felt that resident advisors were not keeping USAID 
well-enough informed about the evolution of their work; and 

0 In some countries, relationships were out-and-out poor; USAID staffs found their PWIIPG 
advisors and consultants unresponsive. This was true in Bolivia, Tunisia, Zambia, and, 
to a lesser extent, Zimbabwe. One Mission (Zambia) had the sense that their program 
was receiving short shrift because PW had so much demand for its services; they had 
other fish to fry. 

Other grievances are aired in the country studies and in the Mission responses to the 
questionnaire. These are presented in Annex B. But, overall, the level of Mission satisfaction with 
PW Services is high. 



TABLE 6 

Summary of PAD Training Programs 

- 

Bolivia Piivadtrtion Rowdublo - July 1991 
Keynote Mdrsrr 

Pdvalimrion T s l e c a  Oatpber 1991 

rntRPuuccuneFinancfng October 1991 

BOOIBOT Apprrrrchsr to F ~ N U J  1992 and 
Privatization May 1992 

Indonesia 

Czech Republic 

Slovak Republic 
- - 

Evaluating Privatization March - Apdl 1992 

Tranwalim 
Poland 

I Negotiating Privrtizrtion I June - July 1-2 
TrPavcdons 

Czech Republia 

Slovak Republic 

Czech Republic 

Namibia 

I Crisis M.lugemsnt & 
co'ponlte Ratnrcturing: 'Rle 
Role of Bomb 

- -  

Rivnte hvision of Publio 
W c e s  W n r s  

Besic Busineao Skills t 
December 1992 - April 1993 

Philippines 

August 1993 & December b 
Russia 



Two levels of assessment 'are involved. The first is: Did the contractor's agents do 
satisfactory work, recruit competent people appropriate. to the task, define tasks and problems 
properly, coordinate well with other actors, write good reports, and provide sound advice or effective 
operational help in transaction-related activities? Did they build local capacity: are local staffs able 
to carry on privatization programs with little or less help? Did they produce good research and 
disseminate useful information in an expeditious manner? This is the effectiveness issue. 

The second level involves outcomes or results. Did the technical assistance and other inputs 
provided by the project increase the number and quality of privatization transactions, bring about 
more suitable strategies or approaches, strengthen local capacity - by providing pertinent training 
(formal or on the job) and by improving organizational effectiveness? This is the impact issue. 

EFFECTIVENESS 

~eneral Effectiveness 

With respect to general effectiveness, the country studies and the Mission responses to the 
questionnaire give generally high marks to PWIIPG. Some aspects of the PWIIPG approach are 
debateable or challengeable; these are discussed later. But management of the project has been 
competent and responsive to Mission and host country needs and flexible in the face of the changing 
world environment for privatization. Supervision from PWIIPG in Washington seems to have 
succeeded in maintaining a high level of quality in the written outputs of the project. The quality 
of consultants and advisors has been good or very good. 

PWIIPG has done noteworthy work in new areas and deepened its involvement in others. In 
Poland, it was one of the leaders in developing sectoral approaches to privatization, and in Russia 
its work on voucher auctions has been widely applauded. In Bolivia, the Philippines, and Morocco, 
among other countries, the contractor has pushed forward awareness of the potential of private 
provision of public services. It has also advanced interest in and knowledge about 
telecommunications privatization potentials, especially in Southern and East Africa. One of its 
subcontractors; Abt Associates, undertook innovative work in Mozambique on privatization of the 
trucking sector; another, SRI, produced a much-appreciated report for the Zambia Mission - a 
review of lessons of experience useful for Zambia. 

Specific Responses to the Questionnaire 

The views of USAID field Missions on the effectiveness of the PAD-financed services bear 
out the generally positive opinion the project. In connection with this evaluation, a questionnaire was 



sent to all USAID Missions to determine why PW services were not used. If they. were used, the 
Missions were asked: 

Was the technical assistance provided by Price Waterhouse or one of its subcontractors 
satisfactory and cost-effective, and did it have significant impact on the privatization 
process in the host country? 

Was the information disseminated on privatization received and found to be useful? 

Did the Mission expect to seek additional assistance under PAD between now and 
December 20, 19957 

When services were not performed, the questionnaire sought to identify alternatives or barriers 
to PAD utilization and determine future requests for privatization assistance. A copy of the cable 
questionnaire and details of the Mission responses are included in Annex B. 

Utilization of PAD 

Of the 26 Missions that responded to the questionnaire, 13 had sought assistance. In one case 
(El Salvador), assistance was requested but not used; government authorities changed their mind. 
Among the 13 that made no call on PAD, the main reason was that many of the countries in question 
were not pursuing privatization programs aggressively and had few USAID-funded private sector- 
oriented activities. Non-utilization by Mexico, however, had another explanation; as one of the 
leaders in privatization, it had no need. Mexico has in fact served as host to Latin American 
privatization agency representatives seeking successful cases of privatization programming. In other 
cases (like Swaziland), the main reason for not using PAD was lack of money. In several countries, 
privatization activities have been financed from other sources. For example, USAIDIUganda's 
privatization activities have been funded under the Rehabilitation of Productive Enterprises project 
(RPE), and Jamaica has been receiving privatization support under the USAID Export Development 
and Investment Promotion Project (EDIP). 

Mission General Assessments 

In those countries wliere PAD projects exist, most of the work performed by PW and its 
subcontractors was given high marks. Ratings given were "above average" and "excellent" with 
numerous compliments on PW's flexibility and responsiveness. The work in Indonesia received a 
rating of average but it was noted that many factors were outside PW's control such as a change in 
leadership of the assisted agency. In Tunisia, USAID'S difficulties with the predecessor project and 
its high level of anticipated activity led USAIDITunisia to decide that it needed its own source of 
privatization services; it arranged for a contractor to implement its privatization and financial markets 
development project (Private Enterprise Promotion Project). The Zambia Mission found 
PWIWashington management unresponsive in several important respects. Both Zambia and Bolivia 
decided to try other providers of privatization services. 

A brief summary of the responses by Missions that used PAD is in Table 7. 



TABLE 7 

RESPONSES BY MISSIONS THAT USED PAD 

ACTIVITY EVA& UATION 

1. Technical assistance 
2. Technical assistance 
3. Development of PR campaign for 
privatization of pension funds system. 

Excellent, excelled In prompt 
and responsive service. 

Privatization of the Gambia Produce Above average. PW was both 
Marketing Board. responsive and flexible. 

Technical assistance to the Ministry of 
Communications, Transportation and 
Public Works on the feasibility of the 
concesslon operation of a portion of 
Guatemala's road network. 

I 

Above average/exceilent. PW 
was prompt, responsive, and 
flexible enough to take into 
account the changing needs of 
the ministry. Consultants were 
knowledgeable, with a broad 
background of road concession 
issues. 

Technical assistance for privatization of I Performance excellent: prompt, 
telecommunications system. I responsible, flexible, and 

sensitive to capacity-building 
1 needs. 
I 

Under the Financial Management 
Project, four objectives are 
Improvement of the policy framework 
for privatization, Institutional 
strengthening, assisting In transactions, 
and training and expanding public 
awareness. 

Average. Performance and 
client satisfaction have only 
been average because of a lack 
of substantial progress toward 
desired achievements. Much of 
the reason for this, however, 
has been outside PW's control, 
such as institutional 
reorganization. 

Privatization of 14 enterprises during Thus far, PW subcontractor, 
one year. Intrados, has been doing all the 

work. Assistance has been 
excellent. 

Privatization of two sugar estates, two Response was to see country 
large hotels, and pending privatization report. 
ofzanother hotel and of TELCOR, the 
telecommunlcatlons monopoly. 



TABLE 7 - Continued 

1. #12 Technical assistance to PNOC 

2. #19 Technical assistance to Iight- 
rail transit authortty 

3. #21 Technical assistance to OEA 

4. #28 Technical assistance to 
Bagacay Mines 

5. #41 Technical assistance for 
seminar/design of supplement 

6. #42 Technical assistance to 
National Railways. 

Privatization of SONACOS 
- - -  - 

1. a brief 16day level of effort 
diagnostic on two SOEs (SAKMO and 
SOTAC) proposed by the GOT for 
privatization 

2. A privatization action plan for Tunis 
Air 

Technical assistance to the Zambia 
Privatization Agency. 

PW and subcontractor, intrados, 
organized a workshop on Southern 
Africa telecommunications policy, 
under SADC auspices. Also dld other 
work in the region on 
telecommunications. 

1. Excellent 

2. Above average 

3. Above average 

4. Above average 

5. Excellent 

6. Excellent 

Excellent 

1. Above average 

2. Average 

Performance of two PW 
consultants was superior. One 
consultant was replaced. 
Relationship with PW/iPG was 
found to be spotty, with 
difficuiticts in justifying some 
arbitrary responses to the 
Mission. Kenya regional off ice 
of PW was very effective in 
smoothing things out and being 
very supportive. 

Quality of services above 
average to excellent, though 
expensive and there were some 
delays in sending reports. 
Mission notes some difficulty in 
getting topflight technical 
people when needed. - 

On the question of cost-effectiveness, the responses were much more varied. Some Missions 
felt that they could not comment as they had no basis to compare the cost-effectiveness of PW/IPG 
services with other sources. Other Missions commented on the benefit of using contract mechanisms 
such as cthe PAD buy-in. Several noted that PW prices were higher than the average USAID 



contractor, although at the same time recognizing the high quality of their work. In Zimbabwe, the 
Mission noted the high multiplier, and ascribed it to the high level of oversight from the PW office 
for quality control. But they nonetheless complained that the PWIYPG home office's lack of 
information slowed responsiveness .to regional policy needs. 

Future Use sf  PAD 

The positive answers to the question of whether Missions would want PAD services in the 
future is a confirmation of the project's generally good image. Of the Missions that responded to 
the questionnaire, 10 Missions are likely and three Missions very likely to request assistance under 
PAD. Two Missions had projects in progress that would carry them close to the end of PAD. 
There were three Missions that did not respond to the question. Eight Missions did not expect to 
request assistance. A summary of Mission responses is listed in Table 8. 

Information Dissemination 

A specific requirement of the PAD project is to gather and distill experience with key mpects 
of privatization. As noted earlier (Chapter Three), PWIIPG has done all this. The implementation 
of 16 training workshops and preparation of 7 research papers have been noted. The Press Clippings 
on Prtvatizution, which monitors privatization activity in countries throughout the world, is 
distributed to 880 entities: consortium members, USAID Missions, the World Bank, the 
Intennational Monetary Fund, and other institutions. PW/IPG1s Research and Training Unit in 
Washington has continued to update its privatization database and published "Trends in Privatization 
and Developmentn in September 1993. 

We comment fist on information dissemination narrowly perceived. Training and research 
will be considered subsequently. 

Benefits and Costs 

The staff of IPG's Research and Training unit assembles privatization information for its 
publications with great ingenuity and enthusiasm. One wonders, however, about the utility of the 
exercise. The publication of privatization events dates from the early and middle 1980s, when the 
idea was new, very little was known about what was taking place, and every incident seemed to be 
a happening. IPG involvement: in this activity is in fact a carryover from the Center for 
Privatization. 

In the mid-1990s, there are not only many more incidents of privatization but there is much 
better coverage. So questions have to be raised about this activity: Is it making a significant 
contribution to information dissemination; is it cost-effective? 

9 

It is not apparent that the exercise yields incremental benefits of any scale. The unified 
organization of PWlIPG's .ken& makes it easy for the reader to compare country events, but the 
descriptions are brief and only major points are summarized. Two competing publications are more 



TABLE 8 

MISSION RESPONSES TO QUESTION: WANT PAD SERVICES IN FUTURE? 

I Bangladesh I maybe - Mission is in the process of recasting its private sector development strategy. 

Bdivia maybe - PW work performed under the Bdivian pension reform initiative will undoubtedly set the stage for unprecedented mauOecOMYnic 
change, the cornerstone of a structural adjustment program which we anticipate will go into effect in early 1995. 

Botswana maybe - the Mission may request privatization services through the PAD during FY94 and FY95 to  assist in the development and 
implementation of a medium-term privatization stratew for SOEs in Botswana. 

- -  ' Chad no - to  date, USAIDIChad efforts have not induded a privatization program nor do program projections envision such a program. 

CBte d'lvoire did not respond to this question. 

El Salvador ' maybe 

1 The Gambia maybe - it is most likely, given budget projections, that additional PAD services would not be required prior to  December 20, 1995. 

1 Ghana no - Mission does not anticipate working in the privatization area during the next year or more. So its unlikely that the Mission will need 
1 assistance from PAD during that time frame. 

Guatemala yes - the concept of privatization in Guatemala has recently surged in popularity with the recent ctrange in government. We plan on 

I 
t o  workon privatization issues through an agreement with the Guatemalan enterprise chamber. Given our positive experience 

with the PAD project, it would certainly be hiah on our list of technical assistance options. 
I 

Guinea no - the Mission does not anticipate participation to  this program in the foreseeable future. 

Honduras no - we expect that by the end of the PAD mandate, most of the SOEs in Honduras would have been and the privatization project 
will end. Therefore, we do not envision any further needs beyond 1995. 

I 
Indonesia onQdn9 

Jamaica no - does not have any current plans to do so because we expect that Jamaica will continue to  need basically the same type of ongoing 
general and specific privatization support that is has been receiving under the EDlP project. 

Jordan 

- 

maybe - currently privatization is not on the Mission's priority list. However, there are indications that in the aftermath of recent 
parliamentary elections, the GOJ may make a major push on privatization and may request USAlD assistance. If they do, we will endeavor t 
be as responsive as our human and financial resources permit. 

1 Mexico no - no future requests under this project are planned for USAIDIMexico. 

11 Nepal ongoing 

Nicaragua yes - the nature of assistance utilized will be similar to  that employed to  date, i.e. a mix of technical assistance supervised by a task manage 
familiar with the political and economic s-ltuation in Nicaragua. We expect the PAD project will be the principal, but not exdusive, source of 
technical assistance. The proposed December 20, 1995 condusion of PAD could cause difficulties in continuity with more complex and tim~ 
consuming privatizations. We hope the project is extended. 



TABLE 8 - Continued 

Nigeria did not respond to this question. 
I 

Philippines maybe - USAlDManila will complete the privatization project by December 31, 1993, thus it will no longer be able to  access PAD activities 
under this project. There will be other opportunities for the Mission through its other menttfuture project to be linked with PAD in the 
period up to  December 20, 1995 and beyond, since the Miion considers the partnership of the private sector with the public sector in the 
provision of goods and services and infrastructure a program outcome of its M i i o n  strategy. The subject could be an area that PAD shouid 
look into in its future -nn. 

Senegal maybe - Mission believes that the continued utilization of the same key personnel in privatization is of utmost importance. Duing ehe past 6 
months, the Mission, the government, and the contractor have built an information base that will be an invaluable data source far making 
firtwe policy decisions. It will take some time before the Mission, the ather donors, and the GOS can &a& if we wiU cMtinue this acti-~ity 
with a 3rd phase. However, in the event we do proceed to  phase 3, we will strmgly consider using the PAD project's privatization services 
to fill this need. 

maybe - Mission believes longer-term-future requirenlentS (over next 5 years) for technical support should indude trairdng of rnid-level 
government employees (technicians and undersecretaries) in nuts and bdts of restnrcluring public companies. Also needed for privatization 
are functioning financial markets. GOS will probably need more assistance in this field redrafting updated legislation and regulatory 
responsibili&es. 

Thailand I did not respond to  this question. 

Tunisia I no - given the difiiculties the Mission experienced with meeting its privatization needs through huy-ins and the antiapated level of aahi tks 
Tunisia, we decided over a year ago to  compete a Mission contract for the implementation of our privatization and financial markets 
development project (Private Enterprise Promotion Project). A $4-9 million, three-year contract wittr Abt associates was executed in August 
of this year. PW is a major subcontractor. 

Uganda maybe - our privatization activities have been funded under one of ow bilateral prqects, the Rehabilitation of Productive Emqmes 
Uganda will require technicai assistance and training over the next half decade to  support its privatization efforts, Mission has yet 
determined what USAID's level of involvement should be. Rivatization has not been an area of direct invdvemw? Cu m. While USAID 
may well wish to tap into PAD to  address targets of opportunity as they arise, Mission is not in a wuon to  forecast specific services t o  be 
requested between now and December 1995. 

Zirnbh.t..t 1 yes - USAlDlZimbabwe estimates approximately 12-24 personmonths of SlTA will be requested from the PAD project before 20 December 1 
I 
n 1 1995, largely to con the  the privatization consciousness-raising and institutional development activities in the telecommunications sector. 

Zambia no - needs under the privatization support proiect -2: Grninish with the advent of the institutiml contract. At this time, Mission does not 
anticipate future use of PAD, 



comprehensive and more detailed: "The Privatization Yearbook" and "International Privatization 
U~date ."~ Readers of either of these will find little that is new in the PWIIPG Trends. 

The cost of running the research and training program in 1993 was $194,000. Most of this 
is for information dissemination, of which Pen& is a big part. This seems like a lot of moncjy for 
the yield. Moreover, the competitive information gatherers and distributms are. selling their 
publications, not giving them away, and are presumably making money from them. There is no 
justification for spending public money to subsidize this activity through the PAD project. 

Questionnaire Responses 

Responses from Missions on the usefulness of the information disseminated indicate little 
knowledge of or interest in this service. Three Missions responded that they, had not received 
information, a few just acknowledged receiving the information; more detailed evaluations included: 

The Mission has benefited from PW's information dissemination activities by being on the 
project's mailing list and therefore receiving monthly summaries of worldwide 
privatization actions excerpted from newspapers and other publications. A more useful 
unclassified scmice would have been a short analysis of what approaches were working 
in other countries and what problems were being encountered based on the project's own 
experiences. (Guatemala) 

The information disseminated on privatization under PAD is very good and will be used 
locally in privatization conferences/seminars that are planned by the chamber of commerce 
and other private sector institutions for next year. (Honduras) 

We are aware that PW publishes press clippings on privatization. We are not familiar 
with other information dissemination activities. (Indonesia) 

We have received some materials, but without knowing what has been prepared for 
dissemination, it is difficult to know if we have received everything. (Mexico) 

We have not received any information from PW on privatization. (Nepal) 
* 

The Mission did not receive information about PAD. The host government did not benefit 
from information disseminated under that project. (Jordan) 

The "Yearbook" ie published by Privatization International, a London-based private organization. It includes 
detailed dacriptions of selected countries' privatization programs. Each country description is written by a 
privatization specialist familiar with the country. Many of the authors have hands-on experience in the country they 
write about. The 1993 "Yearbook" is a 309-page document covering 59 countries. It sells for $165. Its 
weaknesses am sparse coverage of Latin America and AFrica and highly uneven country treatment. 

The "International Privatization Update" is published by FinMark Research, Inc, of Boston, Massachusetts. 
This is the most comprehensive overview of privatization activity worldwide. It reports privatization activities by 
region, industry and dollar procada from sales, It is well put together, with helpful graphs and charts. It includes 
bibliographical teferences, feature articles, a list of upcoming conferences, and a list of activities of professional 
firms engaged in privatiattion work. It is a proprietary publication distributed to international investment banks, 
law firms, and institutional investors. It costs $397 a year ($197 for nonprofit organizations). 
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Training 

The monthly digest and the readings which were widely disseminated in USAID and in 
the implementing entity were sources of updated information. The materials especially 
oln the subject of private provision of public services were sources of new knowled&e on 
the subject. The framework developed for conducting a privatization action plan and 
implementing privatization actions became standard guidance for developing consultants' 
scopes of work. (Philippines) 

The Mission has no knowledge of any other information disseminated under PAD other 
than through PW contract. Mission and host country have been satisfied with the 
information disseminated. (Senegal) 

Mission receives substantial information on privatization activities and conferences. It is 
difficult to say which info generates from PAD and which does not. Information is shared 
with Ministry of FinanceIPublic Enterprise Unit. (Swaziland) 

The only information we are aware of is the periodic privatization news clippings 
circulated by PW. While informative for the Mission, they are not very helpful to the 
GOT personnel, most of whom do not speak English. (Tunisia) 

The news clippings were mildly informative, mainly being announcements rather than 
anything with much detail. We regretted not seeing Zambia clippings, considering that 
their own staff were here and could forward them. (Zambia) 

Articles clipped and circulated by PW have been useful to the Mission and to some of our 
counterparts. (Zambia) 

The effectiveness of training is hard to judge in the absence of detailed knowledge of the 
material covered, instructor's assessments, participant evaluations, and other information. The 
subject areas of PWIIPG training are obviously high priority from valuation techniques to corporate 
governance (see Table 6). Scanning of available material suggests several observations: 

The leastdeveloped regions have benefited least from training, the transition economies 
the most. Given the relative intensities of concern with privatization, this is probably an 
accurate reflection of relative needs. But greater efforts should be made in the poorer 
countries; 

The training material for the valuation course9 seems mechanical. It also does not hit 
hard enough on the point that value is marketdetermined, which means that the value of 
the assets in question is what somebody is willing to pay. This is a point that is 
emphasized in several of the country studies; 

The occurrence of some missteps suggests that training strategies may not be receiving 
sufficient attention. The Ethiopia training episode, which was marked by inadequate 
planning, is an illustrative case; and 

Formal or semiformal on-the-job training does not seem to have received much attention. 
This is part of the general neglect of capacity building in PAD work. Scopes of work 



found in Delivery Orders rarely say anything about this kind of training or about 
institutional development in general. 

Research 
,/ *' 

The final evaluation of the PAD predqbsor project lamented the fact that none of the 
research generated by that project had found& way into the writing and thinking of the analytic 
community concerned with privatization isguks, Nowhere in recently published articles of university 
researchers or World Bank writers was a' footnote or other reference to project-supported research 
found. 

The same lament can be made about the PWJIPG research output. Quick reviews of recent 
writing find no references to it, nor do analysts - World Bank staff working in public sector 
management, for example - know much about it. This is not surprising. Little of the research 
effort of the project was aimed at frontier issues. The paper on private sector financing of 
inftastmcture is perhaps 'an exception, but this focused on a few aspects of the problem and passed 
over major analytic issues. 

It's not surprising either because the research component was given modest priority in 
personnel and budget support fkom the outset, and, as the project evolved and the focus moved more 
and more strongly to implementation of transactions, its relevance to PWJIPG operations diminished. 

The seven papers produced in a relatively short time (around two years) by the Research and 
Training Unit (really by its director) represent a respectable effort. But they don't break new 
ground. Nor do they provide systematic overviews or state-of-the-art analysis on key problems in 
the privatization area. The Neal Murdock paper presented at the recent UNCTAD conference in 
Geneva is an excellent brief overview of how to do privatization, but its marginal contribution has 
to be judged modest. The review of experience put together by subcontractor SRI on request of the 
Zatnhia Mission is also an excellent piece of work, but the World B A ' s  1992 booklet by Sunita 
Kikeri et al. ("Privatization: Lessons of Experience") and similar publications covers much the same 
ground. 

In the country studies, questions are raised about one form of applied research - industry 
studies, such as the ones listed in the activities breakdown in Table 4 (Polish glass industry studies). 
These may be too detailed and expensive and of uncertain relevance to transactions. The sectoral 
approach to privatizing the glass industry did not require that much0industrial background, and the 
industry studies were not in the end much linked to the actual sectoral privatization effort, which 
proceeded case by case. Similar questions can be raised about some of the Moroccan studies. 

As noted earlier, the project has in effect given up on research, with the departure of the 
research director and the downgrading of the post. This reflects the declining priority for research 
and is explicit recognition of the fact that research activity never was able to find a significant role 
in the project. 

IMPACT 

The distinction between effectiveness and impact is made here for analytic convenience. But 
impact and effectiveness commingle at numerous points. For example, by almost all the qualitative 



indicators drawn from rapid reconnaissance field studies, USAID evaJuations, host country client 
opinions, and review of written outputs, the project has in many instances led to better evaluations, 
more thorough company privat.ization plans, and stralnger negotiating positions, for example. These 
can be regarded as proximate impacts, as well as nlrimures of effectiveness. 

There is a strong presumption that the ultimate impacts have also been positive in many of 
PAD'S subprojects. These ultimate impacts would have to be found in improvements in the pace and 
quality of privatization and in strengthening of local institutions and capabilities. 

The qualitative evidence is clear in numerous cases. To take some at random: 

In the Philippines, the PWJIPG presence surely strengthened the operating capacities of 
the Asset Privatization Trust, the main aglency implementing that country's privatization 
program. PW/IPG is also in part responsible for the spread of interest and aitivity in 
private provision of public services and BuildQerate-Transfer (BOT) schemes; 

a In Nicaragua, PWJIPG was the principal source of technical assistance in the 
implementation of that country's very successful program; 

In Zambia, the Mission notes that PWJIPG advisors made a significant difference in the 
speed and'quality of ,tho privatization agency's output. In particular it helped meet World 
Bank conditionality and hence assured continuing inflows of program aid; 

@ In The Gambia, the PW/IPG assistance ,brought the former Gambia Produce Marketing 
Board privatization to the final point of sale, and its professionalism created new 
confidence mong Gambia engaged in .the 'program. (See 13e Gambia country study); 

In Morocco, PWJIIPG has provided sustained analytic support for the privatization 
program over a long period of hesitancy and inaction. Also, a resident adviser created 
a comprehensive management information system for the parastatal sector, which proved 
useful in transactions; 

In Poland, PWIIW was partly responsible for the experimentation with sectoral 
approachm to privatization, which has yielded useful if partial results in sales; and 

In Russia, the spread of the voucher auction idea and its effective management surely 
owes something to PWJIPG efforts on the ground. 

The impact prloblem is principally one of measurement -how to find quantitative indicators 
of success. However, it also has a definitional dimension. The qu'estion is: Should the most basic 
measure of impact be! succes!; in transactions, in sales of SOEs?. This is what numerous USAID 
directives have said: that the: bottom line in privatization programs should be sales, their number, 
and their economic ir,nportance. It is apparently also what the leadership of PWJIPG believes, 
because the focus of the PAD activity has moved so strongly toward transactions as the highest 
priority. 

The problem with using successful sales as the measure of impact is that it is misleading. It 
downplays the positive proximate impacts of the project. It makes the outcome of any evaluation 
of impact captive to the environmental factors that have overwhelming weight in explaining the speed 
of privatization transactlorn \ in all countries. After all, the bestdesigned and most exquisitely 



implemented assistance program will have little or no effect on sales if government is unready or 
unwilling to sell its assets.' 

All thh said, it is nonethelas important to also note that measured by sales, the impact of the 
PAD project has been slight -- between 25 and 30 sales have been ass~ciated with direct PWIIPG 
assistance. If the rhetoric about transactions being the bottom line is taken seriously, the PAD 
project comes out looking wan. But as noted frequently already, this outcome has little to do with 
PAD or PWIIPG. It comes about mainly because in the countries where PAD has been active, as 
in the great majority of countries in the world, divestiture programs have been slow to mature, and 
actual asset sales have been few except in a few places.6 In the countries visited, only in the 

- . Philippines and Nicaragua has divestiture activity been substantial. 

In the cablequt~tionnaire, Missions w a s  vked to respond to the question of whothy the technical usistance 
had significant impact in the host country. Two pattern of response are apparent. One was that the most impact 
appears to be in countries just starting privatization. The highquality work performed by Price Waterhow early 
on appeared ta have set the stage for future privatizations. The second response was that it was too early to 
determine the impact becaw many privatizations are still in process. 

For example, according to Privatization International, during the five-year period 1988-1992, about $200 
biion in public offerings and private sales of going concerns took place. But three quarters of these transactions 
(about $150 billion) took place in developed countries, and this was further concentrated in a few countries: the 
UK ($45 billion), Germany ($28 biion), and Japan ($23 billion). Of the $50 billion in privatization proceeds in 
developing countries, about three quarters took place in t h  Latin American countries: Mexico ($20 billion), 
Argentina ($10 billion), and Brazil (about $5 billion). Chile was an earlier privatizsr, Nicaragua a later one. The 
remainder am scattered in some 35 countries. 

A recent survey of African privatizations found that more than 20 (mostly small) transactions had occ~~rred 
in only six countries: Ghana, Guinea, Mozambique, Nigeria, Senegal, and Togo. (Elliot Berg, Privarizan'on in Sub- 
Saharan Afiicul: Results, Prospects and Nau Approaches, Report prepared for the World Bank, DM, February 
1994.) 



CEWTI3R SIX 

.RELATIONSMIP WITH sUBCONTRACTORS 

The Price Waterhouse consortium consists of two main subcontractors and six assokiated 
fm, The two main subcontractors are Morgan Stanley and SRI International. The associated firms 
are Abt Associates, Baker & McKenzie, Carana Corporation, The Intrados Group, International 
Executive Services Corps (IESC), and Eccles Associates. The expertise that each subcontractor and 
associated firm offers is summarized in Table 9. More detailed information on each firm's specific 
projects, listed by country, appears in Annex C. 

TABLE 9 

11 Moraan Stanley / Investment banking. 11 

1) Abt Associates 1 Policy analysis, particularly in agriculture; financial sector 11 
I1 I development; and private sector. strengthening. II 
I Baker & McKenrie I International law and legal advisory services. 

I II 
I Carana Corporation I Management consulting with special expertise in Latin America. 

I ' .. . II 
seminars, conference~s, and public information 

programs. 

IESC I Broad network of retired American executives. I1 
H Eccles Associates I Management consulting with special expen'ise in the privatization of 

telecommunications industries. 11 
As part of this midtenn evaluation, a survey was sent to all subcontractors to determine the 

extent to which subcontractors were being used and the relationship Rice Waterhouse has with these 
firms. The questionnaire asked the following questions: 

Have you done any work under this project? If so, which countries and which tasks? 

For each country and task, was the request by Price Waterhouse given with sufficient time 
for you to respond? Waslwere the scope(s) of work well defined? Were the briefings 
adequate? 

Do you feel that your assignment(s) drew upon your areas of strength? 

Was the relationship between you and Price Waterhouse fully cooperative? 



Recognizing that relations with subcontractors are rarely without tensions, have your 
relations with Price Waterhouse under this contract been: 

Significantly About Average Significantly 
Below Average Above Average 

(more tension 
than average) 

(less tension 
than average) 

Of the eight sub or associated firms, six responded to the questionnaire. One of the 
respondents, IESC, has not done any work under PAD. Morgan Stanley did not respond and also 
has not done any work. This apparently has been the sole decision of Morgan Stanley, and not 
because PW hasn't requested their assistance. Baker & McKenzie has been involved in the work in 
Zambia and Honduras, but did not respond to the questionnaire. 

Morgan Stanley and Baker and McKenzie not only failed to reply to the questionnaire, they 
refused to call back after several phone calls. This gives a strong presumption of real resentment 
and alienation among the relevant managers in these firms. 

Of the firms that answered, most said they were generally satisfied with their relationship with 
PW. Two firms rated their relationship as being significantly above average. Two others said their 
relations were average, and only one firm gave a rating of significantly below average. Several 
firms, including the one that gave the rating of significantly below average, commented that relations 
had shown improvement, particularly with the change in management at PW in 1992.' On working 
relationships, most f m  also felt that scopes of work were well defined, adequate response time was 
given, and briefings were sufficient. 

The responses and subcontractor interviews nonetheless do signal some troubled aspects of 
the relationship between subcontractors and PW. Concerns that were expressed include: 

No team building was attempted. PW has never had a meeting with all its subcontractors. 
Representatives of one firm had met the PW Project Director only once. 

Little or no information exchange took place between the partners. Subcontrgctors seem 
to have been kept almost completely in the dark about the evolution of the project. One 
spokesman explained wistfully that he had no idea about the PW approach to privatization. 
Another noted that their firm had not been informed about the present evaluation. 

One of the subcontractors said with some bitterness that PW had assigned work to 
companies outside the consortium with a similar corporate profile without first checking 
with them to see if they could fill that slot. 

The major grievance is that PW used its subcontractors sparingly, and left the impression 
with some that it was not interested in using them. For example, in one case, USAID 
asked PW if they had a subcontractor with a particular subsectoral experience. PW said 

Project Manager Peggy Norgren is credited in several responses as being particularly instrumental in 
bringing about this improvement. 



no and .had to be reminded by USAID that the competence existed in one of its 
subcontractors. Cases are cited where good people were proposed by subcontractors, but 
PW chose someone from their own staff with no experience. On one buy-in, PW also 
insisted that it retain the team leader position, although their candidate did not have the 
experience; the project did badly. 

Along the same lines, one firm said that all their buy-ins had been generated by 
themselves. PW shared work only a little. When the contractor was asked by PW to 
submit resumes for a prospective buy-in, none were accepted. And for the work that this 
firm had generated through its marketing efforts, PW requested a share of the work. PW, 
however, did not reciprocate on its own assignments. 

Such tensions are hard to avoid. The small amount of core funding may have been a factor 
in the lack of teambuilding activities. PW's breadth and depth of human resources makes it easy 
for them to look in-house for needed staff. But there is great competence out there, largely untapped 
in this project. More attention to team building and more attention to information flow from prime 
to subcontractors seems essential for the next phase of the project. 

This experience highlights a general problem. All bidders, when preparing their proposals, 
assemble partners and display their strengths and key personnel. The selection of the winning bid 
frequently depends on the scope and quality of the team. In practice, however, the prime often does 
most of the work. That is the norm. In this project, the lack of appeal to the range of skills 
represented among other consortium members is particularly ~triking;~ 

Another truth-in-packaging kind of problem exists. USAID often gives heavy weight to the 
qualifications of key staff when proposals are evaluated, However, changes in key staff occur 
tkequently, usually for justifiable reasons. This occurred soon after the stsnvp of the PAD project. 

It's not clear what to do about it. One step might be to give more weight to the corporate 
experience and track record of the bidder and less to the key personnel he proposes. A competent 
and experienced contractor is likely to be able to find good substitutes when proposed key personnel 
are not available. This was the case with PWIIPG. This is not a problem specific to this project, 
of course, but concerns all USAID projects. 

One possible long-term solution is for USAID to ask that responses to RFPs indicate specified shares for 
each major sub. This is not without its risks, however. It could impinge on project flexibility and penalize 
efficient performance. But these would not be large risks if bidders specified indicative or target sham of work 
to be done by subcontractors in their proposals. USAID would then at least have some idea of the mix of 
competencies it is buying. The USAID Project Officer could monitor the evolution of the work, and the prime 
would be responsible for explaining gross departures from targeted sham. 



CHAPTER SEVEN 

LESSONS LEARNED AND RECOMMENDATIONS 

The evaluation team had the opportunity to not only review documents and talk to 
Washington-based practitioners, but also to benefit from on-the-ground visits to nine countries. The 
following recommendations are based on that exposure. Because of the diversity of conditions, the 
brevity of our field studies, and other limits to our knowledge of the state of the art, these 
recommendations are put forward with modesty. Many of them are based on generalizations about 
problems and shortcomings in present approaches to privatization that are tentative because of their 
uncertain generality. 

HIGHER PRIORITY TO PRE- AM) POST-PRIVATIZATION ACTIVITIES 

Higher priority should be given to pre- and post-privatization activities. 

One critically important set of lessons evident in the experience of past privatization efforts 
is that: 

Privatization, in the sense of trade sales (sales of going concerns), is 'extremely difficult; 

Except in a handful of countries, trade sales are relatively few in number,and economic 
weight; 

Divestiture in general invariably takes much longer than anticipated, and one basic reason 
' ' for this is the inadequacy of pre-transaction preparation ("readying"); and' 

Post-divestiture problems can dilute positive, efficiency-enhancing impacts, or even negate 
the sales themselves (for example, via the process of state reacquisition of sold assets). a 

It follows that more attention should be given to pre- and postdivestiture aspects of the 
privatization pkess.  Sale of SOE assets is the central event in the privatization process, and 
assistance in implementation of transactions should therefore remain a component of USAID-financed 
privatization programs. However, the divestiture transaction - actual transfer of ownership to 
private hands - is only one element in the continuum of actions that make up the privatiiation 
procas. One of the chief lessons of experience during the past five years is that the pre- and post- 
privatization activities are frequently crucial to successful divestiture and yet are often neglected. 
Their neglect is a basic reason for slow privatization progress in many countries. An increase in' the 
relative attention given to these nontransaction implementation elements of the privatization pro'cess 
should be considered for the next phase of the PAD project. 

On the pre-transaction side, for example, there should be more attention to reforming 
company and commercial codes, creating joint stock companies, undertaking extensive financial and 
management audits of SO&, doing better company plans, and introducing performance contracts or 
related schemes for defining company objectives and government-SOE relations. Core studies should 
be undertaken routinely: inventories of company debt structures and cross debt, the prevalence and 



magnitude of direct and indirect subsidies, and the costs and benefits of alternative methods for 
cushioning disemployment effects. Fragmentation (spinoffs or internal divestiture) should become 
a systematic element early in all programs, whether formal privatization programs exist or not. 
Assistance in public information efforts, based on serious (credible) policy analysis, should be 
offered to target countries even before much privatization has taken place. 

On the post-transaction side, many of these efforts should continue. Improvement of 
regulatory and legal environments and studies and strengthened capacity to do them will continue to 
be critical - impact assessments, for example, and analysis of institutional and policy blockages to 
competition and better economic performance. Help with problems of corporate governance will we 
important in many. instances. 

A shift in the relative attention given to these non-transaction implemntation elements of the 
privatization process should be considered for the next phase of the PAD p,eict. 

MORE RESEARCH 

Intellecncal commitment to privatization is still hesitant, so more polky v.w:3r*Jl is 
essential. 

PWIIPG's research capacity has just been effectively dismantied. i'i racy .+:-;!:n perverse to 
raise the question of giving greater priority to research. But, except parhm lor the trmsition 
economies, policy-focused research on privatization remains sparse and not much seems to be in the 
pipeline - at the World Bank, for example, the main source of such research in the.: past. 

Such research is not a luxury, superfluous to the main tasks at hand. Evenki of the past five 
years have made clear that pro-privatization forces have not yet won the analytic battle to shift 
opinion among developing country intellectuals and policy makers in favor of privatization. Unless 
it is more decisively won, privatization progress will continue to lag in most of the world. The 
extent of the political willingness to privatize, and the degree of conviction that it is truly beneficial 
has been overestimated. This is one reason for the slow pace of privatization worldwide. 

Some research needs have been suggested above. Perhaps most urgently needed are 
0 

technically sound and clearly written analyses of the costs of inaction on privatization. Also, post- 
privatization impacts are almost entirely unstudied, except for the recent book by Galal et al., which 
dealt mainly with industrial country e~periences.~ Policy research on social safety nets in connection 
with divestiture policies is also not plentiful yet urgent. 

Resuscitating the research function doesn't necessarily mean costly reinforcement of the IPG 
Research and Training Unit. It could be done by creating a kind of small grants facility, which 
would finance small research awards for local researchers or civil servants to undertake policy 
studies on privatization-related issues. The facility could be administered by PWIIPG or by USAID 
field Missions with implementation assistance from IPG. In any event, IPG management and 

A. Galal, L. Jones, P. Tandon, and I. Vogelsang, Ihe Welfare Consequences of Selling Public 
Enterprises, World Bank, 1992. 



USAJDIWashington staff concerned with private sector development should review the research 
question and reconsider its plade in the next phase. 

PHASE OUT INFORMATION DISSEMINATIGY ACTIVITIES 

Alternative supplies of itformation aboutprivatlzaton events have expanded, so some 
P W P G  i@ormation dissemination activities should be dropped. 

The information dissemination activities within the Training and Research Unit - and 
especially the centerpiece, which is the publication and distribution of Trends in Privatization does 
not appear to be cost-effective, as argued earlier. Nor is it clear why the provision of this 
information should be subsidized when competitive private publishers make available more 
comprehensive information for which they charge market rates. For these reasons PWIIPG should 
consider phasing out these activities, including the data collection operations on which they rest. 

MORE CAPACITY BUILDING 

Because capacity building is neglected unless it is given explicit priority, it should 
receive such priority in @we. 

The issue of whether greater emphasis should be given to capacity building raises two main 
questions. First, is it necessary, given the inherently ephemeral nature of privatization agencies? 
Why not just get on with it, divest, and let privatization agencies fade away? 

The answer is that these agencies will be around a long time, and that in any case there is a 
great deal of valuable on-the-job learning that is presently being absorbed mainly by foreign 
consultants and advisors. Diagnosing and valuing corporations and negotiating sales develops general 
analytic and managerial muscle that should accrue to locals, for use when privatization programs are 
finished. 

Second, once agreed that capacity building should receive higher priority, how do you do it? 
The answer is not always simple, varies a lot from country to country, and in any case can't be 
elaborated here. But scopes of work should emphasize that building of local capability is an 
important objective of privatization-related technical assistance. Teaming between advisors or . 

consultants and local counterparts, which is already done in many cases, should be better and more 
systematically done. Internships in home offices might be tried. In-service training courses could 
be made a more frequent part of consultant or advisor missions. Use of local consultants could be 
more extensive, even in countries with embryonic consulting capacities. Just talking about capability 
enhancement would increase sensitivity to it and encaurage its more energetic pursuit. 



MORE WORK TO SUBCONTRACTORS 

When the prime contractor has depth and diversity in its st@, subcontractors tend to 
be underwed, and clients feel they are not heing given access to the fill range of 
competence represented in the consortium. To avoid reducing the impact of the project 
and Meeting its image, greater attention should be given to subcontractor relations. 

The prime contractor for the PAD project has allocated relatively little work to the other 
members of the coxwortium it heads. Failure to draw more extensively on contractor competence 
denies PWIIPG access to a wide array of needed skills and experience. PWIIPG management should 
be urged to re-energize the consortium by doing some mid-stream team building, by widening the 
flow of information on project activitia that is made available to subcontractors, and by exploring 
ways to allocate more of the work to them. 

CONSIDER MORE COST-EFFECTIVE WAYS TO SELL SOES 

Upfiont costs of preparing SOEs for sale ofien seem excessive. More cost-effective 
approaches should be explored. 

A standard approach to privatizing SOEs seems to have evolved over the recent past. It is 
observable in PW/IPG9s experience. It entails extensive upfront diagnosis and analysis, and 
valuation exercises that estimate adjusted book value, physical asset value, and present market value 
by discounted cash flow methods, using two or three rates of discount, Confidential Information 
Memoranda are prepared, and other documentation. Sometimes present values are estimated with 
the inclusion of investments that the consultants believe will raise the profitability of the company. 

There's a lot that's right about this method of operation. It assures transparency. It protects 
the privatization agency and politicians by its openness and by the fact that it reflects best 
international practice implemented by internationally respected consulting firms. It equips government 
negotiators with a set of well-defined price guidelines and floor prices. 

But there's a lot wrong with it too. It's expensive. Even small companies can't be sold this 
way for less than $120,000-200,000. In one of our country studies the cost was closer to $400,000 
- for a company worth between $1 and $2 million. It gives false impressions of solidity to numbers 
that often vary by a factor of three for small differences in discount rates. More important, it can 
miseducate politicians and others who are often persuaded that book value is what counts. And it 
risks misleading everybody by giving the impression that SOEs are worth what consultants project 
their market value to be; they are of course worth only what somebody out there is willing to pay 
for them. It can be intrusive, when consultants base analyses on their perception of investment and 
market opportumi ties. 

Several modifications may be called for. Upfront inputs could be reduced -- for example, 
less extensive mlaiyses in the valuation exercises; exclusion of investmentdemanding profitdbility 
enhancements; briefer company memoranda for bidders; and briefer, lighter documents. Serious 
potential buyen will not base their offers on the analyses in the government's privatization 
memoranda in  my case. They have to be induced to take a look, and that's what memoranda should 



do. At the same time, marketing should be intensified. The best guarantee of a good price is the 
presence of many bidders. 

Alternative approaches to selling enterprises might also be envisaged. There is no obvious 
reason why companies couldn't be turned over to consulting firms or other qualified agencies, to be 
sold on a pure fee basis. C3overnment's privatization agency would select qualified bidders and 
review the terms of proposed sales. This privatization of the sales process might attract new sellers 
and give them incentives to market "their" SOEs. Such an approach has been tried in Hungary and 
Rumania, and perhaps elsewhere; review of these experiences could provide guidelines for adoption 
of this method elsewhere (or reasons for its rejection). 

MORE ECONOMIC ANALYSIS 

Financial considerations somedrnes seem to dominate pre-sale analyses. More 
attention should be given to economic anatysis. 

A sampling of studies and company memoranda in several countries suggests that economic 
issues are usually not given adequate attention. In some cases basic questions may exist concerning 
the economic viability of enterprises being privatized, or the policy implications of their privatization. 
Yet these are hardly addressed. This seems to have happened in Senegal, Burundi, and perhaps The 
Gambia. 

The general point is that the profitability of an SOE may depend on implicit and explicit 
subsidies of various kinds: provision of capital investment on a grant basis or at highly concessional '. 

interest rates, preferential rates of interest and guaranteed access to credit, preferential access to 
foreign exchange, or shelter from foreign competition by tariff policy. Future profitability of such . ;, 

enterprises may be highly dependent on the continuation of these subsidies. Such firms may not be . 
able to survive in a liberalized economy - that is, in more competitive markets. To privatize them 
may be giving hostages to policies that have to be changed if faster growth through more efficient 
use of national resources is to come about. 

It's not clear how relevant these preoccupations are in most countries. But it is true that 
economic issues are not much discussed in the documentation surrounding privatization transactions. 
A review of this issue would be worthwhile. 

MORE EMPHASIS ON PRIVA'IE PROVISION OF PUBLIC SERVICES 

There is unexploited scope for new, nondivestiture initiatives in privatiation, among 
them private provision of public services; these should receive greater attenzion in the 
next phase. 

PW/IPG has pioneered in this area - in designing a solid waste disposal program for La Paz 
and in its Philippines work, for example, where it contributed to the spread of BOT activity and 



where it propoaed a private provision orientation in a planned new privatization program.1° Related 
work was done on trucking service1 in Mozambique. 

These are promisin8 areas for future expansion of private sector activities and should be 
moved closer to the center of US.AID and IPe concerns in this program area. Joint venture and 
management contract arrangement8 can be effective transitional devices to full privatization, as can 
peripheral privatization (for exzmple, ancillary asset sales in Poland); leasing (for example, 
concessions); and contracting-out of specific services. 

REVIEW APPXROPRIATENFSS OF SECTORAL, ANALYSES 

Thc sectoral approach has not proved cost-Uective in transition economies, and 
sectoral analytic studies elsewhere have not always been appropriately budgeted and 
planned. The appropriateness of sectoral activities under PAD should be reviewed, 

Sectoral approaches, which IPG/PW pioneered in Poland (the glass industry in particular), 
represented an innovative effort in transition economies. The original idea was to rehabilitate a 
sector as a whole - studyhg all the fums, merging some, arranging initial public offerings (IPQs) 
for others, liquidating the least competitive, arranging trade sales for some. This never got off the 
ground, either in Poland or - apparently - in other transition economies. It was too vast a task 
for the consultants and for the administrative capacity of government. The approach ended up by 
focusing on trade sales, and most of the effort given to industry studies was superfluous. The 
approach may have led a few enterprises to agree to nationalization (prelude to privatization), but 
it is an open question whether any sales resulted that would not have taken place anyway. 

The PAD buy-in, like the standard IQC mechanism it closely resembles, is most appropriate 
for time-bounded, focused, and largely technical tasks. It normally involves mobilization of a limited 
number of specialists for a job that is well defined and doable in a reasonably short period. It is a 
perfectly good format for privatization assessments, valuations, preparation of company privatization 
plans, and other tasks normally performed under this contract. The consultants must have skill and 
good judgment, but they follow a well-travelled road. 

Some privatiition tasks do not fit easily within this format. The most important is sector 
analysis - for example, the study of privatization options and issues in the Philippines power sector. 
Such studies are complex and take a long time. Technical issues are less homogeneous between 
countries, which means longer and more arduous inquiries are needed. Unsettled issues of sectoral 
policy and conflicts over priorities are commonplace. Stakeholders in the sector are numerous and 
have clashing interests. In these circumstances it is rarely possible to produce a technically and 
politically acceptable sectoral analysis using the usual buy-in model - three or four people working 
for four or so weeks, with little time for upfront study and consultations and little time also for 
reconciliation of stakeholder interests and divergent technical positions. 

Sectoral reports done under these constraints run the risk of being superficial, and such reports 
can do more harm than good. They may divert policy makers' attention, and may also confuse 

'O For extraneous reasons, noither the La Paz experiment nor the extension of USAID's privatization 
program in the Philippinee came to pass. (See the Bolivia and Philippines country studies.) 



donors who may attribute non-implementation of the recommendations in such reports to lack of will 
within government. 

PAD buy-ins should not be used for these broader kinds of studies, or they should be given 
what is needed to do the job right: a longer time frame, much heavier financing, greater planning, 
,and much more intense collaboration with other donors than is the case with the more conventional 
privatization tasks. 

MORE SUPPORT FOR USAIDIWASHINGTON OVERSIGHT 

A complex project like PAD cannot be flectively monitored unless the Project Qo'icer 
can check project activities on the ground. More budget support for I 

USAID/Washington is therefore required for oversight. I 

I 

The issue here is general. The USAID officer responsible for management of PAD, 
I Washington cannot track all the project's buy-ins in an effective manner unless she is able to see 

they are working on the ground. Resources for travel are of course severely limited. And whily 
many countries USAID private sector officers maintain good communications on proj 
implementation, and PWIIPG is cooperative, there's no substitute for field visits. ~rivatizatioi 

in 

$)w 
in 
x t  
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a relatively new, difficult, and evolving task, and circumstances change fast in many 
USAIDIWashington neds the independent assessments and timely insights that fieid 
yield. 



PART TWO 

I. BOLIVIA 

The Bolivian government began to move its economy to a free market system in 1985, with 
assistance from USAIWBolivia. Although other economic reform measures had been taken, not until 
1990 did privatization become a serious goal. At that time, USAIDIBolivia increased its efforts to 
support the government's move to privatization. 

The government issued a decree in 1990 establishing, a privatization technical and operating 
unit, the Commission for Evaluation of State Enterprises, CEEP,' and began to formulate plans to 
create a legal framelwork. However, it was not until April 1992 that the National Congress 
approved a privatization law. Ministerial oversight of the privatization program was assigned to the 
National Council of the Ekonomy and Planning, CONEPLAN,2 with CEEP providing technical and 
operational support. CEEP, in turn, looks to the Executing Unit for the Reordering of the Public 
Sector, UEREP: for the actual carrying out of the privatization process with respect to state-owned 
industrial, agro-industrial and tourism enterprises. 

Although the government initially targeted 60 SO% for later expanded to about 
100 SO&, only a limited number of small- to moderate-size enterprises have actually been 
privatized. One of the most significant actions of the government was to undertake in 1992 a strong 
attempt to privatize the Bolivian pension funds system. Substantial preparatory work was completed 
before the elections of 1993 intervened, at which time their efforts along these lines were suspended. 
The Paz Zamora government did not want to see this reform scuttled because it was associated with 
their party. 

The new government is reactivating the privatization program and has given the responsibility 
for its implementation to the Ministry of the Economy and Planning, a reorganized ministry that 
consolidates all the ministries that deal with the economy. A Secretariat for Capitalization has been 
created to handle the privatization of public services, such as telecomunications, electricity, oil and 
gas, and transportation, as well as a Secretariat for Pension Funds in charge of pension fund reforms. 
The new government's plans for privatization are ambitious and far-reaching. There is talk of 
distributing shares of the larger SOEs to all adult Bolivians through pension funds. A high priority 
has been given to the reform, including some ibrm of privatization, of the pension funds system. 
The general privatization program for industrial, agro-industrial and tourism entities, mostly held by 

I 
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regional development mrporaciona, continua to target more than 100 SOEs; the largest SOEs that 
provide public servica are being seriously addressed for the first the .  

USAID/B0LMA9s USE OF PWAPG 
IN THE PRIVAmZATI[ON PBOGWM 

USAXD/Bolivia had been encouraging the Bolivian government to establish a privatization 
program for sweral years through various assistance programs. U'SAID/Bolivia began to use the 
services of PWIIPU in 1991 and entered into three buy-ins under thrs PAD project covering distinct 
areas of activity: privatization of La Paz municipal solid waste renioval services, assistance to the 
government for its general privatization program, and assistan- in privatizing Bolivia's pension fund 
system. These three buy-ins had expired by the end of 1993. USAIDlBolivia is no longer 
contemplating further contracting of PWIIPO and hasl entered into alternative arrangements for 
providing continuing assistance to the Bolivian government. 

La Paz Municipal Solid Waste Removal Services 

While the previous government's privatization program was still in the planning stage, the 
Mayor of La Paz decided to proceed on his own with the privatization of municipal solid waste 
removal services. USAIDIBolivia contracted PWIIPG in May 1991 through a $149,316 buy-in into 
the PAD project to assist with the development of options for privatization of the La Paz municipal 
solid waste removal services. The scope of work included: 

- Diagnostic of the current generation of solid wfjte; 
-- Technical analysis of current waste removal and urban cleaning services; 
-- Review of a World Bank diagnostic on dump si,tes and landfills; and - Assessment of citizens' current waste removal behavior. 

- An analysis of private options for the delivery of waste removal services. 

I PWIIPG completed the diagnostic work and all technical assistance to the executing agency, 

i EMA: and submitted its final report during the fvst quarter of 1992. The mayor of La Paz and 
USAID/Bolivia were reportedly very pleased with the quality of the work of the PWIIPG team and 
were also appreciative of PWIIPG's special effort to accelerate the project to complete it before the 
mayor had to resign to run for reelection at the end of September 1992. USAIDIBolivia then 
included a component in a separate buy-in to permit PWIIPG to continue assisting EMA with the 
preparation of contract documents, evaluation of proposals, and assistance to the municipality in the 
negotiations with bidders. Contracts with private companies to deliver solid waste management 

' Emprasa Municipal de Aceo. 



services were drafted, nc~gotlated, and signed, A second component w u  included in another buy-in 
to continue with the work, In the interim, however, the mayoral' elections were held and the 
individual who had pushied this priv&ation forward logt his bid for reelection. The new mayor of 
La Paz disagreed with ,what had been done, annulled the contracts that had been negotiated, and 
awarded a single contract to one firm. The PWIIPO team felt that the selected firm did not have the 
technical experience or the flnancial resour?& to execute the contract and, at the request of 
USAID/Bolivia, issued a formal statement on the risks involved. USAIDIBolivia put all technical 
assistance to EMA on hold and eventually canceled this program when it became clear that a 
satisfactory arrangemerrh could not be reached with the new mayor. 

Bolivia% Genera! Prilbatization Program 

In November 1991, USAID/Bolivia gave PWIIPG a second buy-in for :"?. ,149,984 to provide 
tho government with t~ngoing support for the implementation of its general privatization program, 
which includes the industrial, agro-industrial, and tourism entities held by the regional dewelopment 
corporations and through a prefectural system. PW/IEtG's scope of work called for providing 
advisory services to the executing unit, UEREP, in: 

Establishing guidelines and procedures for privatization; 

@ Designipg and establishing a system for the targeting and selection of industries and 
' enterpribes to be privatized; 

Providi~~g technical training for the staff responsible for implementing privatization; 
i 

Establishing a database and information gathering system for SOEs; 
I 

~ s s i s t i $ ~  in the assessment of the impact on labor; and 

9 Providkng technical assistance in the design and implementation of a public relations 
campaign. 

I 

The scope /,f work initially included transaction-related technical assistance, but this part was 
eliminated to com/?ly with legal requirements and the government's decision to use a competitive 
bidding process ty carry out transaction-related assistance. The government eventually contracted 
UNDP to manage, the open bidding process for transaction-related advisory services. Finally, the 
scope of work inc1,uded the component mentioned earlier to allow PWIIPG to continue with the final 
stages of its assistance to the municipality of La Paz for the privatization of solid waste removal 
services. ~echnic/ll assistance for pension fund reform was also included. 

PW/IPG assisted CEEP in preparing the framework for privatization, setting up the unit, and 
atablishing procedures for the privatization program. PWIIPG also arranged for senior privatization 
advisors from Mexico and Venezuela, who had held high level positions related to privatization in. 
their respective countries, to brief CEEP officials on their practical experience. Price Waterhouse 
was awarded transaction contracts for the privatization of two sugar mills and a milk plant under the 
competitive bidding process (which is outside their scope of work for the PAD project). 



With respect to the general advisory services, government officials in the technical and 
operating unit who worked most closely with PWIIPG report that they feel that PWlIPC3's 
contribution was somewhat marginal compared with the input of other consultants involved. The 
officials' most negative comments, however, were related to the transaction work that was handled 
by PW under separate contracts. Although these kind of comments are undoubtedly subject to 
dispute, it seem that PWIIPO did not manage to establish a good working relatiomhip with its 
Bolivian counterparts, PWIIW's view was that their relationship with Planning Ministry 
counter~,ar& remained cordial and professional throughout the project, but the government used 
PWIIPC3's general and nonsector services less and less. Funds for these services were diverted to 
the PAD pension reform activity. The contract was allowed to expire in September 1993, with 
USAID/Bolivia's concurrence. 

Other factors also explain the reduced use and 1993 termination of the PAD contract. 
According to Regis Cunningham, the PW project director between ~ a r k h  1992 and June 1993, the 

C' , ' following factors entered: 

The outgoing GOB administration decided not to present the proposed pension reform 
law to congress during the politically charged presidential election campaign, which 
motivated the Mission to reduce PW's level of effort under PAD to preserve funds for 
implementation tasks with the new government; 

The Secretary of Pensions in the new Sanchez de Lozada government decided as a 
matter of policy not to contract foreign consultants (no foreign consultants have worked 
on the pension reform project in the new government); and 

Throughout the life of the three PW PAD task orders in Bolivia, the Mission expressed 
a high level of satisfaction with PW's performance but great discontent with the cost 
structure sf the PAD contract, and opted to channel PAD monies through the World 
Bank, in large part to obtain lowercost technical assistance. 

Cunningham argues that it is "not quite accurate" to portray the GOB as the promoter of the 
reduced use of PWIIPG: 

The Mission's increasing disillusionment with the GOB'S privatization program and 
its decreasing interest in supporting this program, the increasing roles of the World 
Bank and the IADB in the Bolivia privatization program, and the decision by the 
GOB not to present the pension reform to Congress until after the elections were the 
primary reasons that the Mission reduced PW's level of effort in privatization and 
later pension reform. 



The termination of PW's services under PAD was a function of policy decisions 
made by the new government, unrelated to PW's past performance, and the Mission's 
desire to seek lowercost contracting rn~hanisrns,~ * 

Reform and Rivatilzation of Bollvia's Pension Fund Sysbm 

The impetus for the privatization of the pension fund system came from the Ministry of 
Finance in 1991. Although the Ministry for Health has the primary reiponsibility for managing the 
system, the Ministry of Finance is responsible for the budget and was concerned about the viability 
of the existing system while, at the same time, attracted by the success of the Chilean experiment. 
The government asked USAIDBolivia to provide assistance and USAIDBolivia signed a third buy-in 
with PWIIPG in August 1992 for $1,523,911 to provide technical assistance to the government. 
PWIIPG's scope of work covered institutional and legal reforms and technical studies and a public 
information campaign. 

PWIIPG submitted a draft pension fund law in the first quarter of 1993 along with various 
technical studies, including a financial model for analyzing pension fund administration commissions, 
a model estimating the technical premium for survivorship and disability benefits, a study on the 
National Treasury cash flow impact, recommendations on investment policy,' a position paper on the 
long-term disability M d ,  a position paper on capital requirements, and a technical study on 
recognition bonds that identified ways to compensate pension fund partkipants who transfer to the 
new system. Their work was discussed with the government, USAID/Bolivia, the World Bank, and 
IADB (the Inter-American Development Bank). 

Although PWIIPG accelerated their work on the public information campaign, despite having 
had to change the contracted local public relations firm to launch the campaign,before the 1993 
elections, the government decided in the second quarter of 1993 to postpone presentation of the 
pension fund reform law and suspend the public information campaign until after the elections and 
leave the decision to continue with the work to the new administration. Roject work was then 
reduced while waiting for the new administration's endorsement; only work on the legal and 
regulatory framework was continued. 

The new administration eventually decided to proceed with pension fund reform, and created, 
a new Secretariat of Pension Funds in the reorganized Ministry of Economy and Planning. 

Cunningham elaborates aa follows: "lie inference made in the mport that PW's relationship with the Bolivian 
Planning Ministry counterparts on separate privatization contracts resulted in the GOB utilizing the PW PAD 
contract I-, with Mission concurrence, is inaccurate. Regardless of how the Planning Miniutry countarparta may 
have perceived the relationship with PW, them waa no linkage between this relationship and the reduced usage of 
the PW PAD contract by the Ministry of Planning. Although problem8 developed on the dairies project in the 
Spring of 1993, tPlb Planning Ministry had stopped utilizing the PAD contract for general and transaction services 
by the Spring of 1992, a year earlier [emphasis his'l. . . . Transaction services to the Ministry of Planning were 
e m  fmm PAD in late 1991learly 1992 because the GOB decided to bid out these services, as noted in the 
evaluation report. G a d  advisory servicee were reduced in early 1992 when it was determined that a potential 
conflict of inkrest existed by the advisor provided under PAD, PW difficulty in staffing this position, dwindling 
Mission support for the GOB'S privatization program, and increased demand for funding of the pension refonn 
activity. " 

C 



However, in the meantime, USAIDIBolivia had decided to channel its assistance through the World 
Bank. USAIDIBolivia negotiated with the World Bank to establish a special trust fund for 
channeling USAID assistance to the government for pension fund privatization. USAIDIBolivia 
agreed to abide by the World Bank's procurement rules and to pay a 10 percent fee for management 
services, which they felt was a far more efficient use of funds than paying fees and overhead to 
PWIW. Furthermore, USAIDIBolivia felt that they were gaining more flexibility in choosing 
consultants acceptable to the Bolivian government, while at the same time pension fund reform would 
be linked to World Bank conditionality. PWIIPG's contract will be allowed to lapse at the end of 
1993 and the balance of funds available will be reallocated to the World Bank fund. The trust fund 
will have close to $2 million available and a resident manager is already in place. 

Both USAIDIBolivia and government officials involved agree that PWIIPG's upfront work 
on pension fund reform provided a solid base for moving ahead. Much of the legal and technical 
work can be updated or modified in line with the new administration's thinking, i d  the preparatory 
work on the public information campaign, which represents an investment of about $500,000, left 
an inventory of TV spots and other campaign materials that can still be used when the government 
decides the thing is propitious. 

IMPACT OF PWIIPG's WORK ON THE BOLIVIA 
PRNATIZATION PROGRAM 

Much of PWlIPG's work in all three areas of activity was undertaken and accomplished 
before a clear political consensus on privatization was formed. The Mission clearly had decided 
early on to take the risk of providing substantial technical assistance before such a consensus had 
formed, with two apparent goals in mind - first, to build a proper technical base for privatization, 
and, second, to promote an informed debate that could lead to a political consensus. This approach 
appears to have paid off. The new Bolivian government has been using PWIIPG technical work as 
the basis for continuing its effort in pension fund reform and privatization. 

PWlIPG contributed positively to meeting the first goal of creating a technical base. But it 
was unable to secure an ongoing place in the Bolivian Privatization Program. Many factors explain 
this failure - some internal to the project, others external. The internal factors include potential 
conflict of interest situations that arose with one PAD-provided advisor, PWIIPG difficulty in staffing 
this position, and some lack of confidence and mutual'respect in working relationships. 

The external factors were the changed political environment, reduced use of foreign 
consultants, the growing role of IBRD and IADB, and USAID disillusionment with the pace of 
divestiture and the high cost of PWIIPG services. The external factors probably carried most weight 
in accounting for the outcome. 



II. BURUNDI 

Privatization came slowly and late to Burundi. In 1987 almost 75 percent of the net assets 
in the manufacturing sector were held by government, and most marketing, and processing of cash 
crops were in state hands. Public enterprises dominated services as well - the financial secto~, for 
example, and hotels and tourism. 

Reform began in the mid-19809, under the impetus of a 1986 world Bank Structural 
Adjustment Loan (SAL). The emphasis was on the improvement of public enterprise (PE) efficiency 
through performance contracting. Privatization efforts were muted: four enterprises were to be 
closed and privatization-related studies were to be undertaken. 

In the event, the performance contracting approach was not successful; only 4 contracts were 
signed (out of 11 targeted in the SAL) and the positive outcomes flowing from theve were modest. 
Moreover, the state continued to accumulate shares in PEs and actually created 19 new enterprises: 
the total number of SOEs rose from 74 in 1986 to 86 in 1991, despite 7 liquidations. The public 
sector share in GDP was slightly higher in 1990 than in 1983-85 - 28.5 percent compared with 27.3 
percent in the "preadjustment" period. Furthermore, transfers (subsidies) doubled between the early 
1980s and 1990, from 1.2 percent of GDP to 2.4 percent, most of them going to the PE sector. 

Not surprisingly, SAL I1 (1986-1988) gave more weight to privatization. Its conditionality 
repeated the unirnplemented mkures called for in SAL I (for example, preparatory studies and 4 
liquidations) and required the development of a privatization program. (It also 'continued the 
performance contract approach to rehabilitation, calling for the signing of 13 such contracts.) SAL 
III, qproved in June 1992, pushed much further. The program calls for privatization of 
management (management contracts) for 55 percent of government holdings, and ownership transfer 
for more than 30 percent. 

The program lags badly. Part of the. reason is the changed political environment. 
Campaigning for the country's first multiparty elections began in January 1993. This stalled many 
government activities, including privatization. The elections, which were held in early summer, 
brought the first Hutu government to power. This in itself was enormously unsettling. Then the 
assassination of President Ndaydaye brought chaos. In any event, as of October 1993, just before 
the political curtain descended, 8 enterprises had been sold, in 3 of which government was a minority 
shareholder (Table II-1). The total receipts from these sales were about 750 million Burundi Francs, 
or $US 3.25 million at the October 1993 exchange rate. This is slightly more than 1 percent of the 
estimated net asset value of the state portfolio. 

Another 16 SOEs are said to be in process of privatization; however, some of the more 
important of these have been offered for sale, with generally disastrous results. This was the case 
with FADI, an insecticide producer; OPHAVET, a maker of veterinary supplies, which the technical 
committee recommended liquidating after its request for bids attracted no bidders; and COTEBU, 
which makes textiles, and which found virtually no takers for the 10 percent of its shares offered for 
sale. 



TABLE 11-1 

LIST OF BURUNDI'S PRIVATIZED SOEs, AS OF OCTOBER 1993 

No 

1 

2 

3 

Enterprise 

4 

1 CENTRE DE PROMOTION INDUSTRIELLE (CPI) 1 15,000,000 1 100% 1 
(Industrial Promotion) 

LAlTERlE CENTRALE DE BUJUMBURA 
(LCB) 
[Milk Processing) 

ARMEMENT NORD LAC (Arnolac) 
(Shipping) 

ASSOCIATION MOMENTANEE 
SAFRICAS-RUVIR (AMSAR) 
(Trade) 

- 

20% 

Book 
Value 

(Burundi 
Francst 

SOCIETE D'IMPORTATION ET DE 
COMMERCIALISATION DE PRODUlTS PETROLlERS 
(SIC0PP)- 
(Petroleum Product Distribution) 

39,620,370 

128,000,000 

187,000,000 

100,000,000 
- -- - 

82,852,454 

6 

Sham 
Publicly 
Owned 

- -  

24 October 
1992 

7 

8 

100% 

10% 

19.34% 

ENTREPRlSE DE COMMERCE ET DE DISTRIBUTION 
(ECODI) 
(Trade) 

Sale 
Proceeds 
m ~ m d i  
Francs) 

200,000,000 

SlRUCO 

CENTRE NATIONAL D'INFORMATIQUE (CNI) 
(Computer Center) 

Date 
of 

Sale 

123,935,362 

36,125,880 

66,000,000 

- 

21 January 
1992 

20 August 
1992 

August 1992 

30,000,000 

200,000,000 

51 % 81,8~~,OOO April 1993 

100% 233,474,000 28 December 
1992 



Liquidations have been more numerous: about 20 have occurred. Management contracting, 
however, also seems to be lagging. Only COTEBU and the sugar company (SOSUMO) are recorded 
as having concluded such contracts. SOSUMO has met its conditionality by repeatedly extending 
(since November 1991) three-month arrangements with a Belgian aid-financed contractor. 

PRIVATIZATION AND DEVELOPMENT PROJECT ACTIVITIES 

The PAD project-financed activities of PWIIPG in Burundi were concentrated on one 
operation: assistance for the sale of one SOE, the Office National Pharmaceutique (ONAPHA). It 
was not the only PWIIPG activity in the country; they also did a general study of the privatization 
environment and a preliminary assessment of COTeBU, a textile company. But the sale of 
ONAPHA was the flagship effort, an original experiment that attracted considerable interest. 

In late 1991, USAIDIBurundi received a letter from VERRUNDI (a bottle manufacturer), 
sent through the Minister of Commerce, asking for help in privatizing its assets. USAID's reply 
described the principles and conditions that would be followed if USAID did become involved, and 
suggested a broader assessment to define an assistance program in privatization. 

The dialogue was then taken over by the state privatization agency (Service Charg6 
d'lentreprises Publiques, or SCEP), which asked for help with privatization of four enterprises - 
VERRUNDI, plus ONAPHA, COTEBU, h d  OTB (tea). USAID countered with a proposal to have 
PWIIPG assess the potential candidates for privatization, and select one firm that would be brought 
to the point of sale and marketed. 

A PAD Project Delivery Order was signed in July 1992 and extended in March 1993. The 
general assessment was carried out and the target firm, ONAPHA, was quickly identified. A 
valuation memorandum was completed by PWIIPG in November 1992. The request for bids was 
issued by SCEP at the end of May 1993, and bids were opened July 31. PWIIPG was involved all 
along the way, with the support of the USAID private sector office in Bujumbura. The direct cost 
of the PAD-financed PWIIPG participation was $250,000.' 

THE ONAPHA PRIVATIZATION EXPERIENCE 

The ONAPHA effort was important to the privatization program in Burundi. The Burundi 
privatization program was stuck on dead center, with little on the horizon to move it forward. If 
there could be even one genuinely well-prepared privatization transaction with a successful outcome, 
it might change the climate for the whole program. Also, the privatization agency was weak; it had 
not been able to prepare all the necessary documentation and analysis for the firms to be privatized; 
no professional Confidential Information Memorandum had yet been done in Burundi, for example, 
and valuation exercises were thin. 

' Total project costs were $46,000. The ONAPHA transaction budget was $295,000, but about $50,000 will 
be deobligated. (Preliminary reviews and assessments were $103,000; the COTEBU study cost $71,000.) 



So the idea - concentrating on the sale of one attrirctive prospect and preparing its sale 
properly -- was good. It promised demonstration effects in two directions. It would introduce more 
professional privatization methods, which could be replicated. And it could reinvigorate the whole 
privatization program by bringing about an efficiency-raising privatization. 

The environment also looked right. Government had taken the initiative in requesting 
assistance, and had agreed to USAlD conditions about transparency and other aspects of the 
approach. USAID attached ONAPHA-related conditionality to its enterprise development credit, to 
encourage expeditious implementation of the transaction. 

The people involved were another plus. PWIIPG provided a financial analyst, an investment 
banker, and an industry specialist with wide experience. They made up the team primarily 
responsible for the company analysis and for assistance to SCEP and ONAPHA on implementation. 
An experienced USAID private sector officer knowledgeable about privatization issues and especially 
well informed about the Burundi situation, provided general support and guidance to PWIIPG. 

Finally, the approach was methodical and implementation professional. A broad overview 
of the environment was done. The local knowledge of USAID private sector staff was drawn on. 
The privatizable SOEs were judiciously sifted. ONAPHA was selected as a prime candidate, the 
most promising of the lot. It is a small business, with annual sales of a little more than a million 
dollars, producing a limited range of generic products. It is profitable and reasonably well managed, 
and new market opportunities were visible. The FWIIPG team produced a full array of company 
documentation and detailed market analysis. 

Despite all this, the experiment faltered badly. When bids were opened on July 31, 1993, 
. . private sector buyers wanted !PAS than 5,000 - about 12 percent - of the 35,000 shares reserved 

for them (out of 100,000 total shares offered for sale). The average price of all bidders was 4,245 
I .. . Burundi Francs or a little less than $20 at October 1993 exchange rates. The total value of the 

private sector bids was thus about $100,000. 

In total, bids came in for 30,000 shares, of which 20,000 from the government insurance 
fund (Wtuelle de la Fonction Publique). No serious bid came from a potential technical partner, 
for whom 25 percent was rmerved. ONAPHA employees came in for 5,000 shares, for which the 
PTA bank promised to provide financing. 

On top of this bad news, the tax authorities delivered another blow. They presented 
ONAPHA with a sizeable bill for overdue taxes. Government decided that capital grants made to 
ONAPHA 10 years ago should be treated as loans, and repaid. But ONAPHA had not provided for 
amortization of those investments. The tax claim may be negotiable. In any case, this turn of events 
increased uncertainty; it raised doubts about the validity of previous profitability calculations, about 
the financial robustness of the enterprise, and about treatment of residual liabilities. 
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LESSONS LE-D 

Bad ~fmin@ 
P 
: According to SCEP management and others, the timing was unfortunate. The elections had 

just been held and a major political transformation had occurred. Strong political malaise prevailed. 
It w;u not a time for Tutsi buying, had there been any interest in that group. Moreover (though 
much less significant), the summer was not the best time for response among potential foreign 
buye,ss, or even many locals. And the time between offer and bid opening was too short - only two 
months. 

The reasons for the timing choice are not clear. Actually, the GOB was supposed to issue 
the tender in December. SCEP and its PWIIPG advisors had urged action well before the elections. 
But governsent let the timing slip, perhaps because political support was waning. 

Overoptimism and Undermarketing 

Selling state enterprises is not a science and the art is still undeveloped. There's cvidently 
room for different interpretations of reality in this case, even though there is no doubt about the 
professionalism of the consultants and other actors. There are several reasons to believe that many 
of the parties may have been carried away by overenthusiasm and excessive optimism in their 
assessment of the salability of ONAPHA. 

Pertinent economic issues are not adequately treated in the available documentation. One 
example is the distinction between economic and financial profitability. The valuation memoranda 
and related documents say little or nothing about this. But ONAPHA's past profitability may depb.ld 
on the fact that it received its capital stock free of charge, that it is a simple assembly-packaging 
operation with very little domestic value added (less than 15 percent of total value of sales), and that 
it  ells in sheltered markets protected by exclusive contracts with other government entities and by 
quantitative restrictions on  import^.^ To the extent that this is true, ONAPHA can be financially 
profitable, but its economic (or social) profitability may be negative. 

Among other implications, this means that ONAPHA's future profitability might depend on 
continuing preferential treatment - that is, that it could not survive in a competitive market 
environment. This may not be true; it would take closer and deeper analysis to be sure. If it is true, 
it is certainly relevant to ONAPHA's salability. Yet it does not seem to have been considered in the 
analysis surrounding the transaction. 

Only 20 percent of its output is sold in competitive markets. The rest is bought by the Mutuelle (33 percent), 
the Ministry of H d t h  (18 percent), and ohers including donors (29 percent). ONAPHA's market share fell 
betwan 1989 and 1991, from 17 percent to 14 percent. While the nominal value of its output increased by 24 
percent over this period, the value of imports increased by 39 percent. Direct donor imports rose from a 3 percent 
share in 1987 to a 24 percent share in 1991. 



In one study the economic viability of ONAPHA is strongly questioned. The Industrial 
Sector study of the World Bank, issued in December 1991, stated without much hesitation that 
ONAPHA was not a healthy enterprise. The report (pp. 8-9) said: "ONAPHA . . . has been shown 
to be of doubtfi~l viability, even on a sunk-cost basis, because of (a) poor quality; (b) lack of cost 
competitivenas in the face of imported generics; (c) imufflcient demand and inability to export , . 
I . . 

This may have been superficial and all wrong. There was certainly no detailed back-up 
analysis provided in the report. But the issues it raises cannot be dismissed by reference to 
ONAPHA's past performance or future projections. 

Past performance, as noted earlier, is a dubious indicator because ONAPHA's capital 
investment was a grant (this is what the tax authorities have now questioned), and because its markets 
are captive. As for future growth, these are optimistic projections based on management estimates. 
They are in any case dependent on the presence of a strengthened management and on the adoption 
of the intravenous fluid pr~jec t .~  But the company had tried twice before to find a foreign partner, 
without success. It had also twice failed to expand its product line into the intravenous fluid market. 

Although it doesn't significantly affect projected profitability and company value, the 
optimism with respect to changes in reimbursement policies of the Mutuelle is striking. There are 
numerous references in the company documentation to the idea that the ONAPHA was unable to 
compete with imports in part because the Mutuelle policy is to reimburse members for 80 percent 
of the cost of their prescriptions, regardless of price. Many of these references also suggest that 
Mumelle was ready to change that policy and pay only for generics. The valuation projections (Base 
Case Scenario 1) assume that the change will be introduced "early in 1993." However, interviews 
with Mutuelle management revealed no knowledge of such changes. The General Manager, it should 
be noted, is newly appointed4 

. . 
. With respect to marketing, it's not clear how much was done. It appears that some 

advertisements were placed in newspapers and journals, and other channeis were also used. But it 
s k  that systematic efforts to contact pharmaceutical associations abroad were limited. An indirect 
(possibly misleading) indicator of insufficient marketing is the fact that only two foreign firms 
showed any interest, one French the other Egyptian, and neither displayed serious interest.' 

The intravenous project is predicted to add strongly to revenues, profits, and equity value of the company. 
It would raise the firm's value by 30-60 percent, depending on discount rate used. On the other hand, the policy 
change regarding remuneration by the Mutwlle for nongenerics, which is much emphasized in the company 
valuation d&umente, would have little impact. The revenue projections with this change in policy (Base Case 
Scenario 1) do .not show much impact on revenues and profits compared with no change in policy (Baae Case 
Scenario 2). In fnct, the discounted cash flow analysis shows almost no difference in company valuation with and 
without the change in generics policy. It is not clear why this should be so. 

' According to PW/IPG staff, the policy chanp had b a n  approved in December 1993 by the cabinet. It's a 
mystery why the senior management of the Mutuclle said in our interview in October 1993 that they had never heard 
of this change. 

According to PW/IPG staff, a large French phamurceutical entity, UPSA, expressed keen interest, and 
requested a delay in bid due dates to do its own d w  diligence - a delay that SCEP could not legally grant. This 
information was not mentioned during the evaluator's interviews in Bujumbura. 



Possible Overemphasis on New Investment and Rwulting Overwtimrrb of Minimum Selling 
Price 

The author doesn't know what standard practice is in these matters, but it doesn't seem right 
to present a company for sale - in other words, do a company privatization analysis and a , 

confidential information memorandum - in a package that rests heavily on new investment. What 
we have in effect is a company plan as seen by consultants and present management. This is of 
interest to potential buyers, but no private investor would ever make a decision without doing his 
own mlysis -- one that incorporates his own vision of the flrm's potential, his own insight into the 
political environment, and his own risk assessment. This means that detailed projections of earnings, 
cash flow, and so forth, based on new investment and penetration of new markets (intravenous fluids 
in this w e ) ,  which was done in the PWIIPG analysis, can easily be overdone. This is especially 
so because all valuations are highly sensitive to discount rate  assumption^.^ What is needed is 
enough of an analysis to convince potential buyers that promising new earnings possibilities exist, 
and that they should come look. 

The valuation memorandum concludes that the minimum equity value of ONAPHA is 400- 
420 million Burundi Francs, or about $1 $7 million. But this is higher than the highest present value 
estimate without the intravenous project. It is twice as high as the estimate based on a 22 percent 
discount rate (200 million Burundi Francs) and 10 percent higher than ONAPHA's without-project 
present value under the most optimistic discount rate (18 percent). The proposed minimum offering 
price is thus meaningful only if the bidder accepts the analysis on the intravenous fluid project and 
assesses risk (discounts future earnings) very optimistically. 

' 

A Doubtful Approach to Acquiring a Technical Partner 

The treatment of the technical partner question is another indication of excessive optimism, 
but more fundamental than that. The Government of Burundi and its implementing agency SCEP 
decided to break the offer into five segments: 5,000 shares or 5 percent of the total to employees, 
20,000 shares for the Mutuelle, 15,000 for IFC, 35,000 for private Burundians, and 25,000 or 25 
percent for a technical partner. The question immediately arises: Why would any priv~te buyer 
want to acquire such a share? It would not give him management control, though the proposal 
contains some references to places on the Board of Directors. A buyer would want majority 
ownership, not a minority share of a company in which state entities owned the biggest bloc of 
shares - which is what the outcome would have been. 

This point was raised by one private pharmacy owner who was interviewed. He has given 
serious thought to starting a production facility on his premises. He also raised the question - as 
any buyer would - as to why government did the offer this way, restricting the technical partner's 
share? His answer was that it shows that government doesn't really want to divesi this enterprise. 
He's probably right. ONAPHA management and SCEP officials and others make frequent references 
to the "strategic" nature of ONAPHA. 

* ONAPHA's present value varies between $940,000 (22 percent discount rate) and $1.9 million (18 percent 
discount rate), without the intravenous fluid project and between $1.3 million and $30 million with it (valuation 
memorandum, p. 57). 



This issue should have been confronted more directly by the PWJIW 
team, and by USAID. There was a great deal of concern within USAID 
percent of ownership by Mutuelle would mean government control, and 
useful guidance based on U.S. accounting rules. But the real questions 
didn't want to offer mqjority ownership to a private technical partner 
buy without rnafority ownership in Burundian circumstances. 

I 
sham for the technical partner a part of its conditionality, 
government wouldn't accept that.' 

In the circumstances, it is hard to understand how a technical partner could be found. 
Without a technical partner, the necessary changes in management efficiency could not occur. 

Nonreplicabilrty Because of Cost 

The direct cost of the assistance provided to SCEP and to ONAPHA for the privatkation 
study is in the neighborhood of $200,000. The total sales volume of the company in recent years 
has beer1 about $1 million. The book value of the firm is a little more than $1 million, its 
replacement value about $1.6 million. The ratio of costs of the transaction to size. of the SOE to be 
sold is disproportionate. The effort can be (and was) justified on the basis of demonstration effects. 
But this kind of intensive technical assistance effort is too expensive to be a model for small SOEs. 

RESPONSIVENESS TO USAXD REQUIREMENTS 

  elations between the Mission and the PWIIPG consultants were excellent. Mission private 
se,"tor staff..were more than satisfied with the quality of the consultants involved in the ONAPHA 
privatization effort. The chief of party and the industry specialist received high marks for their 
technical skill. and political savvy. The consultants drew on the accumulated expertise of USAID 
staff and kept, the %Mission informed on the evolution of events. 

This smooth and collaborative relationship suffered one hiccup. According to the first 
Delivery Order for the Burundi work, PWJIPG proposed to do a preliminary assessment of 
privatization in Burundi - what they call an environment study. The Mission project officer 
responded negatively to this part of the Delivery Order. He said this study was unnecessary because 
other studies existed and also because USAID private sector staff were available with a broad 
understanding of the local situation, accumulated in four years of presence on the ground. He 
observed, without rancor, that it was unlikely that a team of consultants working 2-3 weeks in the 
country could add much' new knowledge of a general kind. 

' The fear is widely expnssed that a foreign buyer might simply we ONAPHA as a distribution agency for 
importad pharmaceuticals. 



For various reasans the Mission agreed in lhe end to conduct the preliminary assessment." 
The draft report was subn~itted in September 1992, The USAD project officer found it unacceptable - so bad that he prohibit4 its circulation in-country on grounds that it might damage the credibility 
of the project. PWIIPC3 undertook an extensive redrafting of the assessment. USAID found the 
revision satisfactory. 

A general problem is suggested by this incident. When USAID private sector staff have been 
in-country for a reasonably long period, preliminay privatization assessments are likely to be 
unnecessary. Indeed, private sector officers should be encouraged or required to make such an 
assessment early in their tenure, perhaps jointly with a consultant. 

CONCLUDING IREMARKS 

The ONAPHA privatization experiment was an innovative effort, aimed at dynarnizing - by 
bringing about a successful, carefully prepared transaction - the Burundian privatization program, 
which was clearly stalled. It may yet come to pass, and bring its anticipated benefits. But the 
USAID-sponsored effort, with PWIIPG as technical leaders, seems to have run ahead of local 
political capacity or commitment. The six-month delay in issuing the ONAPHA tender and the 
unwillingness of government to push for sale of majority ownership to a foreign private technical 
partner are indicative. 

Three possible weaknesses in this project's approach should be considered. First, too little 
attention was given to economic (as against financial) aspects of the transaction. This not only risked 
giving the impression of favoring privatization for privatization's sake, but contributed to overly 
optimistic expectations about salability. Also, import substitution arguments were not adequate 
justification for support to privatizable enterprises. 

Second, the minimum offering price recommended in the valuation rnem~iandum was 
(perhaps arguably) based too much on inclusion of new investment in the intravenous fluid project. 
No potential buyer who had doubts about the economic or marketing aspects of that project would 
offer the recommended minimum price. 

The cost of the effort also raises the related issues of cost-effectiveness and replicability for 
other small SOEs. 

' The reasons were to update findings from earlier studies, provide needed background information for the 
IBW/IPG transaction team, and produce an updated document on the policy environment for USAIDIW consumption. 



Privatization has lmg bean debated in Ecuador, but the country has been ono of the slowest 
in Latin America to undertake a serious program. As far back as the mid-lY80s, the Febres Cordero 
government attempted to implement a wide-ranging privatization program; however, the 
administration and the Congress become locked in conflict and it proved impossible to move ahead 
with privatization and most other proposed economic reforms. Privatization again became a national 
issue in the 1992 presidential election campaign. Although both of the two most important political 
parties supported privatization, Sixto Duran Ballen, who was elected, was the most forceful in 
advocating its implementation and he proposed a broad privatization pr(3grarn encompassing 
industrial, agricultural, infrastructure, and public servica investments. The gor(arnrncnt had holdings 
in 166 entities, including the traditional monopoly holdings in oil, electr,;; supply, water and 
sewerage, telecommunications, and transportation. 

After the new administration took office in August 1992, President Duran Ballen's statements 
on privatization became decidedly more cautious, and, in his public speeches, he began to talk about 
"modernization" of SOEs and improv3menta in operating efficiency. For example, he now felt that 
EMETEL, considered by some as the worst tele~ornrnunications company in the region, should be 
given a "second chance," despite his campaign promises to privatize it. Nevertheless, in September 
1992, a presidential decree was issued by the Vice President of the country (the President was abroad 
travelling) establishing a privatization unit, the lCouncil for ivfodernization of the State, CONAM1 
(the word privatization was dropped from the official vocabulary in favor of "modernizationH). 
CONAM was charged with the responsibility for planning and developing the privatization process. 

CONAM concentrated its efforts during the first 14 months of its existence on creating a legal 
framework for privatization, with substantial teclmical assistance from IJSAIDIEcuador. A general 
privatization law (Ley de Modernizacidn del Estado) was passed by Congress after four months of 
preparation and discussion within the administration and an additional 10 months of debate in 
Congress. Further, special laws on hydrocarbons, electricity, and telecommunications were drafted 
and submitted for consideration by Congress. 

Although CONAM has been hesitant to bfxorne involved in ,privatization preparation activities 
without a legal framework, severd state entities have been moving ahead, in particular, the national 
industrial development bank, CFN;2 the national agricultural bank, BNF;3 and the Ministry of 
Agriculture. These three have completed or have under way di,agnostic, valuation, and marketing 
strategy work on several of their larger holdings, and have alread:; s ~ l d  shares in some of their 
smaller holdings. USAID/Ecuador has assisted all three, mostly thsough the services of PWIIPG. 
The World Bank and the Inter-American Development Bank (IDB) have also provided technical 
assistance for potential reforms and possible privatization in the telecommunications, hydrocarbons, 
eltxtricity, and transportation sectors. 

' Cowjo Nacional do Modernizacidn del Btado. 

Corporacidn de Fomento Nacional. 

Banco Nacional de Fomento. 



USAHDIECUADOR ROLE IN THE ECUADOR PRIVATIZATION PROGRAM 

USAlD/Ecuador anticipated the opanir~g to privatization in Ecuador and undertook a seria 
of initiatives at the beginnbog of 1992, before the presidential campaign was in fhll swing. In early 
1 992, USADIEcuador began conversations with CFN, BNF,. and various ministries, in particirlar 
Agriculture, with the objective of identifying 4 or 5 potential privatization transactions that wtuld 
require international assistance because of their size and complexity. The Mission played a 
constructive vole in helping Ecuador to mobilize and coordinate donor assistance for privatizttion 
from the World Bank, IDB, and the Corporacidn Andino de Fomento (CAF). USAIDIEcuador also 
worked closely with the Fundaci6n Ecuador, a private sector association with strong links ,CI the 
government that USAIDIEcuador helped to establish. The Fundacidn Ecuador proved to be a ausefil 
vehicle for promoting economic reform by the government and in particular, in providing objective 
input into the national debate on privatization. 

Finally, USAIDIEcuador brought in PWIIPG through a buy-in for $359,339 into the PAD 
project in March 1992. PWIIPG was to help provide government officials with exposure to the 
privatization experiences of other countries, provide training on privatization, including financ d 2nd 
marketing techniques, and provide technical assistance in transactions. Further, USAID/E.:uador 
hnediably began to use PWIIPG to assist in its public awareness campaign to address labor issues 
and social security privatization, and to publicize the privatization experience of other coun:ries. 

The final elections were held in July 1992 and President Duran Ballen ww inaugurated in 
August 1992. USAIDtEcuador was already well positioned to offer immediate assistance to the new 
government in the formulation of a privatization strategy and its implementation, and had by then 
identified several projpective privatization transactions. The Duran Ballen administration welcomed 
USAIDkuador's offer of assistance and, ever since, USAlDlEcuador has played an active and 
constructive supporting role in Ecuador's privatization program. 

PWJIPG ROLE IN 'THET ECUADOR FWVATIZATION PROGRAM 

As soon as the buy-in was signed in March 1992, PWIIPG assigned Ed Harrell as project 
manager. Jorge Segura, a PWIIPG consultant, visited Ecuador (June 1992) to begin working with 
officials being considered for cabinet positions in the forthcoming new administration. Segura played 
an instrumental role in the administration's discussions on their privatization strategy and in 
familiarizing them with the techniques of the privatization process. However, in August 1992, 
Segura was assigned full-time to the Nicaragua privatization project and PWIIPG contracted Roberto 
Toso, a Chilean consultant, to continue the work. Toso quickly earned the respect of his Ecuadorian 
counterparts and intended to allocate two weeks per month to the Ecuadorian project. In September 
and October, CONAM was created and Toso guided the efforts to develop an organizational structure 
and operating policies, and most importantly in the dratiig of the new privatization law, the 
responsibility for which had been given to CONAM. He also worked closely with BNF in the 
appraisal of companies in i$ portfolio and the development of a marketing strategy, and advised BNF 
and the Ministry of Agriculture on privatization techniques, policy, and legal issues. By December 
1992, Toso was running into time conflicts because of developments in his own business and he had 



to advise PWIIW that he could not continue with the Ecuador project, In .January 1993, PWIIPG 
contracted Robert Ctmey to continue with the Toso work. 

These frcquent changed of tho senior advisor a ~ i g d d  hy PWIIPG have worked against the 
development of the Mnd of close working relationship with government counterparts that is needed 
as Ecuador tries to sort out the political implications of a r r  effective privatization program. Just as 
the EcutPdorians get comfortable with one senior advisor, another is on the scene. To imprdve the 
effectiveness of P'WIIPG assistance, USADIEcuador requested that Robert &wey be assigned as 
resident senior advisor in Ecuador under a new contract with PWIIPO, effective June 1993, PWIIPG 
agreed and Garvey moved to Ecuador in January 1994. This move shoultl contribute significantly 
to USAIDIEcuador and PWIIPG's efforts to encourage the government to accelerate the pace of 
privatization implementation. Garvey is well qualified, speaks Spanish fluently, and has already 
demonstrated an ability to relate well with his Ecuadorian counterparts. 

Institutional Helatlonships 

USAIDIEcuador and PWIIPG provide privatization assistance through several institutions, 
given the diffusion of responsibility for privatization that characterizes the Ecuadorian program. 

Fundacidn Ecuador 

USAID/Ecuador was instrumental in the founding of the Fundaci6n Ecuador, a broad-based 
private sector organization. The members of Fundaci6n Ecuador represent all sectors of the 
economy and many of the most active individuals have also served in high-level government positions 
at some time or are likely candidates for future public service asuig~~izent~. The Fundacidn Ecuador 
has three major areas of activity - a continuing dialogue with the javcrnment on economic issues, 
in which privatization has been a major theme; promotion of the concept of "concessions" for 
inftastructure investment (in other words, the build-operate-transfer mdel and variations); and 
investment promotion. USAIDEcuador has found the FundacMn Ecuador to be an effective vehicle 
for promoting privatization in the broadest sense, namely, as increased private sector participation 
in the economy. 

PIWIIPG has worked closely and effectively with the Fundaci6n Ecuador. PWIIPG helped 
the foundation to arrange a telecommunications seminar with a high-level Argentine official and 
additional seminars on labor issues and social security reform. Ecuadorian representatives were 
sponsored for attendance at a telecommunications seminar in Washington held by INTRADOS, z 
member of the PWIIPG consortium. PWIIPG also arranged through the FundacMn Ecuador for two 
groups of four high-level Ecuadorians to visit other Latin American countries for a fust-hand review 
of their privatization experience. These visits were headed by senior PWIIPG officials and have 
received highly favorable comments from the participants. Finally, PWIIPG arranged for a visit to 
Mexico for one of the government's candidates to head the privatization unit. 

When the PWJIPG buy-in expired in mid-1993, USAIDIEcuador wanted to continue using 
, PWIIPG's services, but they wanted to channel PWIIPG assistance through the Fundaci6n Ecuador, 

with which both USAIDIEcuador and PWlIPG had established a highly effective working 
relationship. Because the funding available for this purpose had already been allocated to the 



foundation, the Mission's only option under PAD contracting rules was to give up the funds to 
Washington and risk having them reallocated to Ecuador for the PAD project. The mission wasn't 
willing to take this risk, and eventually they found a way to use the Fundacih Ecuador through a 
direct contract between USAIDJEcuador and PWIIPG, that is, outside the PAD project. Therefore 
although PWIIPG will be able to continue with the work it has under way, this work will no longer 
be part of the PAD project. 

As mentioned earlier, CONAM elected to concentrate its efforts on creating the legal 
hmework for privatization. PWIIPG played a key role in helping CONAM to put together a 
legislative package and developing an organizational structure and operating policies. The head of 
CONAM considers PWIIPG's assistance to have been essential and of the highest quality. He 
singled out Mr. Toso as having been exceptionally helpful in formulating strategy when CONAM 
was created in organizational matters, in developing privatization operational procedures, and 
generally in getting CONAM off to a good start. No transaction-related assistance was provided to 
CONAM, because CBNAM so far seems to have avoided any substantive involvement in 
transactions. 

BNF 

BNF looks to PWlIPG primarily for diagnostic and valuation work on the larger and more 
complex privatization candidates in their holdings. PWIIPG has worked for BNF on a fertilizer 
company, a cement company, a merchant shipping line, and two other small fums. Once the 
privatization case passes the valuation stage, BM; tends to turn it over to CFN for marketing. BNF 
reports that PWIIPG's work was professional, entirely satisfactory, and exactly what they expected. 
The specialists that PWIIPG brought in were considered good choices. BNF believes that PWIIPGi's 
involvement has helped to accelerate the privatization process, and that the process would not have 
worked as well without them. 

Ministry of Agriculture (MINAG) 

MINAG reports that PWIIPG has worked on three cases that fall within their jurisdiction - 
the fertilizer company (shares held by BNF), a seed company, and a food processing project. 
MINAG considers PWIIPG's work to be generally satisfactory, although they mentioned that in one 
case the PWIIPG report was not completed by the deadline because the entity had difficulty in 
preparing the requisite information. In another case, PWIIPG was unable to continue with its work 
because the ministry encountered a disagreement with the European bilateral agency involved. 
MINAG seems inclined to pass on each privatizatisncase to CFN or BNF at the earliest possible 
stage. 



At an early stage, PWIIPG worked closely with CFN to appraise the companies in their 
a portfolio and identify candidates for privatization. PWIIPG also meets with CFN to discuss 

marketing issues on individual privatization cases, 

PWIIPG Transaction-Related Assistance 

MINAG, CFN, and BNF are all shareholders of FERTISA, a fertilizer company. By the end 
of 1992, PWIIPG had completed its diagnostic and valuation work and had fonnulated 
recommendations on a proposed marketing strategy and had presented its findings to a committee of 
MINAG, CFN, and BNF. PWIIPG recommended that the company's assets be sold rather than 
selling the shares of the company because of the company's large debt and other difficult problems, 
but the committee was not able to reach a decision. Senior PWIIPG staff were brought in to 
subsequent meetings and eventually CFN and BNF agreed with the PWIIPG recommendation, but 
not MINAG. The issue was then taken to the office of the Vice President of Ecuador where it first 
seemed that the PWIIPG approach would be adapted, though in the end the government decided to 
go for a public share offering. The Quito stock exchange refused to handle the transaction; however, 
the Guayaquil stock exchange did agree but found no buyers. A major factor in the lack of interest 
was that a large private Ecuadorian investor group had earlier bought FERTISA's debt (in other 
words, government foreign debt) at a discount in the international market and was asking that the 
debt be recognized at full value. This investor group has other strong linkages to the fertilizer 
business and would appear to be a logical buyer of the shares; however, there is political opposition 
to having this group gain control of FERTISA and the transaction remains stalled, 

Cementos Chimboram 

PWIIPG performed the diagnostic and valuation work for the cement company and prepared 
a proposed marketing strategy. Although one cement company is held by BNF and another by CFN, 
both will be marketed by CFN. PWIIPG recommended a coordinated approach to the market to 
avoid interference between the two issues; however, CFN again appears not to be following this 
advice. 

PLANHOFA 

PLANHOFA (a food processing project) is a government-to-government project with several 
components that was financed with grant funds by the Italian government. PWIIPG completed and 
submitted a valuation study to MINAG for one food processing plant, but apparently the Italian 

' Pertilivrntes Ecwtoriano~, S.A. 



government has now taken the position that a grant-financed project should not be a candidate for 
privatization. 

JFlota Mercante Grancolom biana 

Flora Mercante, a merchant shipping line, is owned 80 percent by Colombian interests and 
20 percent by Ecuadorian interests (BNF). Ecuador reached preliminary agreement with Colombia 
that it would make its shares available to Colombian coffee growers. Colombia contracted a 
Colombian consulting firm to perform a valuation study and PWJIPG was contracted by Ecuador to 
review this study. 

PWJIPG was requested by MINAG in June 1993 to perform a diagnostic and valuation study 
on EMSEMILLAS, which is a seed company. The study was due in mid-October 1993, but was not 
delivered primarily because EMSEMILLAS was slow in providing PWJIPG with the necessary 
background information. The study was expected to be submitted by the end of 1993. 



IV. GAMBIA 

PUBLIC ENTERPRISES IN THE GAMBIA 

In recent economic history in The Gambia, public enterprises were regarded as a necessary 
catalyst in developing the economy and diversifying the narrow productivity base of the country. 
In the 19709, the number of public enterprises in the country was relatively small, but in the 1980s 
the Government of The Gambia decided to establish enterprises in areas such as livestock marketing, 
transport, fish processing, tourism, and the financial sector. From 1975 to 1985, the number of 
public enterprises doubled to 25, contributing about 15 percent of GDP, and accounting for at least 
25 percent of total wages earned in the country. Over 40 percent of the total public investment 
portfolio of the First Five Year Plan (1975-1980) was channeled through public enterprises. Most 
of The Gambia's public enterprises were wholly owned by the government, creating significant 
monopolies in public utilities, transport, livestock marketing, and telecommunications. The 
government also exercised considerable influence, due to minority share positions and preferential 
funding schemes, in tourism, trading, fishing, and the financial sector. 

The aggregate performance of public enterprises was dominated by the groundnut marketing 
monopoly. The Gambia Produce Marketing Board (GPMB) was the largest public enterprise in the 
country, with a turnover greater than all other public enterprises combined. 

By 1985, the financial performance of public enterprism had deteriorated seriously, 
Accumulated operating losses were recorded at GPMB, Gambia Utilities Corporation, Gambia Public 
Transport Corporation, the Atlantic Hotel, and the Senegarnbia Beach Hotel. These losses were 
financed by the government, and placed a considerable strain on the current budget. As an example, 
GPMB in 1984 had accumulated current liabilities to the banking system in excess of Dalasis 100 
million (approximately $35 million) as a result of subsidizing the producer price of groundnuts during 
successive poor harvests and world market price fluctuations. 

Typically, these types of deficits were financed by inadequate provisions for maintenance and 
depreciation, and accumulated arrears and bank overdrafts. The pattern of poor performance by the 
public enterprises produced a highly unstable situation of interlocking arrears between public 
enterprises and the government, as public enterprises failed to make payments to each other and 
accumulated serious arrears in insurance and social security payments. Moreover, the pricing and 
tariff structures of public enterprises were controlled by the government, with revenues insufficient 
to cover operating costs. 

GPMB was the public enterprise most affected by the financial and management problems 
afflicting the public sector. Within a period of 10 years, the GPMB stabilization fund was depleted, 
as continuous operating losses were incurred. Further strains developed as GPMB provided direct 
transfers to the development budgets of the government, providing loans and purchasing shares in 
other public enterprises, subsidizing the importation and handling of fertilizers and rice and engaging 
in the local sale of groundnut oil, subsidizing the deteriorating producer price for groundnuts, and 
providing external bridge fmcing for the Central Bank of The Gambia, among others. 
Furthermore, GPMB had accumulated arrears in payment of taxes on exports, imports, and payroll. 
The irregular financial relationship with the government placed inevitable pressure and constraints 



on O W  management, leaving little or no incentive for increased productivity, efficiency, or 
flnancial discipline. 

During the Economic Recovery Programme (ERP) period of 1985-1990, the Oovernment of 
The m b i a  decided to make a systematic effort to clarify govenunent-public enterprise relations and 
to establish an environment of clear financial and managerial accountability. The primary instrument 
used, to increase efficiency in the major public enterprises, including GPMB, was the introduction 
of Performance Contracts. The contracts were prepared by the National Investment Board with 
technical assistance of the World Bank, and were operational by 1987. These contracts were 
designed to ensure full autonomy to the management including staff decisions, salary structures, and 
price setting, theoretically allowing the public enterprises to perform on a commercial basis. 

A second feature of the ERP was to declare a moratorium on the creation of new public 
enterprises, concurrent with a program to divest the government's holdings in existing public 
enterprises, with initial priority given to the tourism and fisheries sector. The third salient feature 
of the ERP was that the National Investment Board (NIB) was given the authority to monitor the 
performance of all public enterprises, provide technical assistance in financial and production 
management, review investment proposals requiring budgetary intervention, and develop key 
indicators of financial performance. 

general, the public enterprises in The Gambia failed to meet the expectations that 
accompanied their establishment. Investment in public enterprises was expected to stimulate growth 
and provide revenue to the government, but instead the public enterprises became a net drain of 
budget resources. Additionally, the allocation of talent throughout the Gambian economy became 
artificial, as skilled personnel gravitated toward the security of the wage base of the public enterprise 
sector, devaluing the role of entrepreneurship in the economy. '. As a result of the economic and 
human resource distortions produced by the public enterprise 'sector, a privatization program was 
sought as a means of reducing the drain of public enterprises. maintenance. 

PWATIZATION IN THE GAMBIA - 

The privatization program of The Gambia became operational in late 1986. The NIB was 
given the mandate by the Cabinet to supply the Chairman and provide support services to the Task 
Force that was established to implement the program. The Task Force functioned like an 
interministerial camnittee comprised of officials from various parts of the government, including the 
president's office, the Ministry of Justice, the Ministry of Trade, and the Ministry of Finance and 
Economic Affairs. 

The Tixk Force was empowered to execute the following duties: . 

Sole responsibility for the disposal of all government assets and shareholdings; 

Formulation of a detailed strategy for the divestiture and liquidation of public 
enterprises; 

Selection of enterprises to be divested; 



Development of ownership criteria for enterprises to be divested; and 

Negotiation of sale arrangements with buyers and the monitoring of post-sale activities 
of buyers to ensure compliance with sales and trade agreements. 

"The Task Force, after a review of governmentswned assets, designated GPMB as a 
"strategic corporation," noting the monopolistic position of GPMB, and its importance to a wide 
range of farmers, processors, transportation links, and agricultural input providers. In characterizing 
GPMB as a strategic corporation (along with several other Gambian public enterprises), the 
government was recognizing that the privatization of these corporations could prove difficult, and 
that restructuring and rationalization, as well as the divestiture prior to sale of noncore assets, might 
be required. 

The status of divestiture of public enterprises in The Gambia, as of September 30, 1993, 
follows this country report. 

PROJECT DESCRIPTION 

USAID Gambia has been an active participant in the Gambian privatization process since 
1986, focusing on public divestiture as a central facet of its overall program. A brief history of the 
involvement of USAID Gambia with GPMB (one of the last entities to be privatized in Gambia) 
highlights the Mission's commitment to the privatization program, and underscores the government's 
strategy of executing the ERP. 

Since 1986, a primary objective of the Mission's privatization plan was to assist the 
government to develop and implement a schedule for the privatization of GPMB. The early history 
does not read like a privatization story, yet forms the basis of how the Mission intervened to bring 
the enterprise to the point of sale. 

Under a PL 480 Title II agreement signed in 1986, an approach to the privatization of GPMB 
was outlined, agreeing that GPMB would first divest its peripheral activities and associated assets, 
followed by privatization of its core activities and facilities by 1994. 

Over the ensuing five years, GPMB, in conjunction with the NIB, made considerable 
progress toward offering the enterprise as a strippeddown version of its former self - for example, 
during this period, the government offered for public sale the cotton gin and two rice mills; entered 
into a donor bi-lateral agreement for the rehabilitation of the Gambia River Transport Company, a 
GPMB subsidiary; and liquidated a Dalasis 60 million nonperforrning loan on the books of the 
Central Bank. Concurrent with these enterprise-specific activities, the government made considerable 
progress in the liberalization of the groundnut industry, including repeal of the export tax on 
groundnuts, abolition of preferential pricing schemes favoring government-sponsored groundnut 
intermediaries, and an opening of domestic groundnut trading that permitted producers to sell directly 
to GPMB. This last change, the opening of trading arrangements, was a crucial step in the 
privatization process of GPMB, permitting both domestic and export trade to be handled by private 
traders in a competitive environment. The stage was now set for the privatization of GPMB. 



The Financial and P'rlvate Enterprise Program 

A brief explanation of the Financial and Private Enterprise Program (FAPE) is necessary here 
to understand one of the driving forces behind the timely privatization of GPMB. 

FAPE is a five-year $17.35 million bilateral economic development program that combines 
$9.0 million in nomprojec* assistance (direct funding to the Government of The Gambia) with $8.35 
million in project assistance. The overall goal of the FAPE program is to induce private investment 
and accelerated growth of private enterprises in The Gambia, using privatization as one of the 
methods of achieving this goal. 

Nonproject assistance under FAPE was designed to be disbursed over the; five-year life of 
the program in three tranche3 of $3 million each upon satisfactory fulfillment of certain conditions 
precedent. Among the major conditions precedent vdas the complete privatization of GPMB by 
August 1992. It was recognized that external consultant resources would be necessary to meet this 
target date to: 

0 Value GPMB's assets; 

Determine a fair market value for asset sales; 

Develop an appropriate privatization strategy; 

Provide options on specific terms and conditions of sale to ensure continued competition 
in the groundnut sector and ensure wide distribution of newly created shares; 

Prepare a prospectus for public sale of various facilities; 

Assist in the negotiations of transactions which may arise from an offer of sale; and 

Identifj potential buyers from off-source locations. 

Initial Phase 

In January 1992 the services of the PWIIPG group were contracted through a buy-in 
mechanism to the PAD contract, in the amount of $36,000, for a two-month period. The purpose 
of this buy-in was to: 

Analyze all relevant government, USAID, and Government of Gambia ddcumentation 
related to the privatization of GPMB and full liberalization of the groundnut industry in 
Gambia, setting the stage for privatization; 

Develop a consensus among Gambian and enterprise officials on the objectives of the 
privatization of GPMB, and identify principal governmental concerns and possible 
obstacles to such privatization; 

Undertake a brief furancial and technical review of GPMB's status; 



Develop a phased action plan for completing the sale of GPMB. The action plan was 
designed to include scopes of work for follow-on activities including preparation of a 
OPMB prospectus and promulgation of information about the sale of O W ;  and 

Provide a preliminary structure of terms and conditions for a potential sale of C3PMB's 
assets. 

A two-person team was named, including a privatization specialist and a financial analyst, 
and the deliverables were specifled: a briefing report addressing the issues facing the privatization 
of GPMB, and preliminary sales strategy and action plans. 

PWIIPG's performance in this initial phase was satisfactory, with all deliverable schedules 
met. More importantly, the appearance of the consultant team during these months set in motion 
serious thinking about the actual privatization of QPMB, a notion that had been discussed for many 
years, but without result. The preliminary strategy incorporated a history of government policy and 
objectives in privatization and sector liberalization, key government organizational charts and a 
delineation of responsibilities vis-a-vis GPMB, and an explanation of the role of GPMB in the 
Gambian economy. 

PWJIPG services during these months were important in that they provided an outside look 
at the difficulties of privatizing the enterprise; transparency in the process (given the size and 
importance of GPMB, many in Gambia feared a political test of wills over its ultimate divestiture); 
and fresh insight into the divestiture of noncore assets. During the course of the exercise, several 
Gambian officials, including those at NIB who were overseeing the process, said that PW/IPG1s 
work permitted them to think about GPMB as a viable, ongoing, "bankable" entity, stripped of 
nonessential assets and services, and committed to technical upgrades and productivity. General 
satisfaction was found in this phase of the services provided by PWJIPG. 

Phase Two 

Effective April 23, 1992 through August 31, 1992, in the amount of $120 thousand, this 
subsequent buy-in was designed to facilitate the actual bid process for GPMB. The following 
services were requested: 

Preparation of an updated valuation to establish a range of acceptable values for GPMB, 
including going concern analysis on a discounted cash flow basis, asset sales, and 
liquidation basis; 

Provide a full discussion of the applicable valuation methods and how values were 
determined; 

Prepare an assessment of barriers to entry for potential competitors, including the costs 
to be incurred for start-up operations; 

Identify potential buyers, both domestic and foreign, in order to compile a shortlist of 
qualified bidders in a clear, transparent, explainable fashion; 



Prepare an offering memorandum, including parameters for the tarms of bidding and 
sale conditions acceptable to the Government of The Gambia; and 

Identify procedures for solicitin8 bids, methods of evaluation of bids, and ranking of 
bids. 

The arrival of the PWIIPG tam was welcomed as the solution to the long-stagnant, though 
constantly discussed, possibility of privatizing WMB. The team embarked upon further extensive 

L. 

data collection, including interviews with individual farmers and managers as well as ancillary staff 
involved in the harvesting and production of groundnuts. These activities permitted the development 
of the offering terms and memorandum, and the ability to offer the company for sale, including 
international advertising, on various markets. 

It was generally observed and agreed that the services provided by PSIIPG during this phase 
of the project were valuable, for two reasons: the prospectu that was prepared was up to 
international standards, and enhanced the credibility of the GPMB as an ongohg, viable entity; and 
the valuation work provided transparency, an arms-length view of the company and its prospects, 
which would have been difficult to achieve if the valuation had relied solely an Gambian experts. 
The valuation used, which did not set a minimum price, was considered appropriate by NIB and 
other parties to the transaction, because it permitted a wide range of negotia,tion options for the 
government. 

PWIIPG included in its offer of services assistance in the negotiation of a final price with 
interested parties. This offer was refused by NIB, saying that they would be able to organize and 
manage this part of the transaction process themselves. PWIIPG, however, did play a fundamental 
role in screening, targeting, and meeting with potential investors, commenting on those thought to 
be valid, giving NIB the bid evaluation criteria that it eventually used in helping to select the winning 
bid. . .  . 

PWIIPG's contribution to the privatization process in The Gambia went somewhat beyond 
the transactional nature of the scope of work of the Delivery Order. Numerous sources provided 
the opinion, during the course of this evaluation, that the presence of PW opened up the privatization . 
process to scrutiny from the outside, in effect removing the heretofore perceived mystery about state 
divestiture. One interviewee went so far as to state that his faith in the privatization process had 
been restored by the use of outside consultants in the privatization of GPMB. 

Contributing to the privatization of GPMB were two factors: everyone following government 
events knew that GPMB had to be privatized for the government to qualify for the nontechnical 
assistance portion of U S D  funding; the firm deadline of mid-1993 wds to be disregarded only with 
grave financial consequences. Also, the winner of the bid, Alimenta, S.A., a leading multinatiod 
in the groundnut industry, was well known to GPMB, having had a buyer relationship with the 
company for many years. Alimenta knew the problems and issues surrounding GPMB and the worth 
of the assets to be sold. Further, the sale was aided by post-privatization donor funding from the 
European Community, which provided rehabilitation funding for the improvement of the processing 
facilities of GPMB. 



Public Enterprises in The Gambia. as of September 1993 ------ --- - -  --- --- 

Name: 

Gambia Utilities Corp. (GUC) 
Gambia Ports Authority (GPA) 
Gambia Prod. Mkt. Board (GPMB) 
sub GAMCOT 

National Trading C o p  (NTC) 
Gambia Public Transport Corp. (GPTC) 
Livestock Mkt. Board (LMB) 
sub: GMTAN 

Old Atlantic Hotei 
Citroproducts 
GAMTEL 
Kotu Workshop 
BPikama Ice Plant 
Pakalinding Ice Plant 
Fish Process. & Mkt. Corp. (FPMC) 
Kanifing Brick Plant 
Abuko Feedmill & Hatchery 
New Atlantic Hotel 
Nyambai Sawmill 
CFAO 
Gambia Ai iays  
African Hotels, Ltd. 
Seagull Coldstores 
Banjul Elrewries 

-- Senegambia Hotel 
Kairaba Hotel 
Kombo Beach (Novotel) IIotel 
Scangarnbia 
Gambia Comm. & Devel. Bank (GCDB) 
Gambia National Insur. Corp. (GNIC) 
Social Security Housing & Fin. Cop. (SSHFC) 
Agricultural Savings Bank 
Post Office and Postal Savings Bank 

10 year LEASE to privale operatars 
lOOQ GOTG owned, under a performam contaact 
SOLD to private investors 
GOTG has a 49% minority share 
SOLD lo private investors 
100% GOTG  OW^, under a performance amtract 
Act repealed, now a Itd liab. co, FOR SALE 
40% GO% owned 
100% GOTG owned 
UNDER LIQUIDATION 
100% GOTG owned, under a perfomamx aintnct 
20 year LEASE to private operators 
SOLD by installment to private investors 
Leased in '89, repossessed in 92, FOR SALE 
Sold and repossesed by NIB, FOR SALE 
SOLD to private investors 
SOLD lo private hvestors 
10 year LEASE to p h % e  ~ m t a s  
SOLD to private inyestors 
SOLD to private investors 
60% GOTG ownership 
SOLD to private investon 
LIQUIDATED 
2.4% GQTG ownership 
5 1.7% GOTG ownership 
125% GOTG ownership 
37% GQTG ownership 
7.4% GOTG ownership, UNDER LIQUIDATION 
SOLD lo private inveslors 
SOLD to private investors 
100% GOTG owned, under a performance contract 
LIQUIDATED 
100% GOTG owned 

Yearoclast 
s 1 . ~ ~  

1993 
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1933 
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1991 
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on-going 
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4e:. S~aadard Chartered b n k  
5 Friendship Hostel 
6 *be Asxrt Mgmt. Recovery Co. (AMItC) 
7* - Govt. Printing O K i  
$Hc * Civi Aviation Authority 
9 Carpenter's Workshop 
0 

1596 GOTG ownership 
100% GOTG owned and openled 
100% GOTG owned and operated 
10% GOTG owned and operated 
IOOGO~ owner and opera tat 
Liquidated???? 



Indonesia was slated to be one of the country studies in this evaluation; it has been the scone 
of a PAD project buy-in since August 1991. The planned evaluation field visit to Jakarta was 
dropped, however, because of scheduling problems in Jakarta, budget constraints, and, most 
important, because a recently completed midterm evaluation of the PWIIPO privatization effort in 
Indonesia was on hand., This evalurrtion, completed in October 1993, p~ovides enough information 
about the privatization component to allow reasonable assessment of the scope, achievements, and 
problems of the PAD project. 

This note draws on the October evaluation to describe the main points in the avalution of the 
PAD praject.' It draws also on World Bank background doc~rnents.~ The note is much less 
comprehensive than the other country studies, and less analytic. Little time was available for detailed 
study and, because no field visit was done, the note reflects no access to primary documents and 110 

groundtruthing by interviews with concerned parties. 

THE 1NlW)NESIAN PRIVATIZATION PROGRAM 

The SOE sector is large in Indonesia. Some 184 enterprises, a mqjsrity of them in industry, 
agriculture, and finance, generate over a quarter of GDP. The book value cf the SOEs is estimated 
to be $125 billion and their annual budgets combined are greater than that of central government. 
But they contribute little to employment creation (together they employ less than 2 percent of the 
labor force), and they pay dividends of only $1.5 billion a year to the national budget. Recent 
private sector growth has reduced their relative weight in the economy. 

The Government of Indonesia (GOI) has focused much more on public enterprise reform than 
on privatization and more on private provision of public services than on divestiture. Cornmercial- 
ization is the goal: management on a sound business basis, with no or minimal subsidization and 
with autonomy of supervisory agencies. Performance evaluation systems have been introduced or 
are in process, and relations between the govenunent and the SOEs have been clarified. 

Results in improved performance appear to be substantial. According to one classification 
of SOEs by efficiency status, between 1987 and 1991 the number of "very healthy enterprises" 
hcrmd from 40 to 54; unhealthy SOEs fell from 88 to 52; and moneylosers dropped from 43 to 
24.3 More than 85 percent of SO& were profitable in 1992, though returns on assets were 4-5 
percent a year, or less than half the returns to private investment, 

' Chemonics International (Peter Gajewski et al.), Midterm Evaluah'on, Financial M a r b  Project, submitted 
to USAIDIJakarta, October 1993. 

World Bank, Indonesia: Growth, Infastrumre and Humaa Resources, Report 10470-IND, May 26, 1992; 
and World Bank, .P@onnance Audit Report. Indonesia: Riwe Sector Development Loans I and 11, Operations 
Evaluation Department, July 30, 1993. 

Chemonics International, Midterm Ewluution . . . , 1993, pp. IV-28. 



The exact extent of privatization by divestiture is not clear. The Chemonbs evaluation 
indicates that 25 enterprises have been div6;ste.d since 1989: 5 liquidated, 16 sold, and 4 put under 
management contract. Of the 16 sales, 8 were trade sales and 6 were sold through public offerings. 
(Another 8 were metged or consolidated, and 31 were legally commercialized.) 

World Bank documents give slightly bigger numbers, Through 1991, they say, about 25 
SOEa were fully or partially privatized and 14. others liquidated. 

It is clear in any case that not much privatization through divestiture has occurred. The few 
sale3 involved smaller paper manufacturers, a tire manufacturing operation, and similar, mostly very 
small, units. Effects on tho economy are not visible. Effects in shrinking the state sectm are not 
,only 8-1, but were counterbalanced by the creation of 9 new SOEs during these years. Original 
plans to offer shares of 52 SOEs to the public were abanciqned." 

More privatization activity is under way in private provision of public services. Strategies 
for private provision of urban sexvices have been under study for several years, and considerable 
attention has been given to infrastructure investment via buildswn-operate/buiIdsperate-transfer 
@OO/BOT) schemes. The biggest investment under consideration is the approximately $2 billion 
Mton Private Power project. As might be expected, the project has gone slowly. Negotiations have 
involved ad hoc resolution of eack of the thorny policy and regulatory issues that arise in private 
infrastructure investment. Government has also emphasized the introduction of greater competition 
into sectors dominated by public sector entitis. 

TEE PAD BW-IN 

The PW/IPG presence in Indoneh is under the, umbrella of a larger MAID project - the 
F i c i a l  Management Project (FMP). This project, authorized in August 1988, originally had two 
components. The capital markets component was intended to help the government encourage 
investment by helping improve investment regulations and strengthening securities trading capacity. 
The money market component aimed at strengthening monetary system administration and banlcing 
capacity. Rice Waterhouse is the implementing contractor of HMP. 

1 In August 199 1, the privatization camponent was added via a buy-in to the PAD project. The 
underlying rationale was that divestiture was needed to speed up the development of the local 
securities market. Training was a part of all three components. Funding of all three components 
amounted to $14 million, in the form of a USAID gmt plus host country contributions of $4.7 
million The project got under way in January 1992 and is scheduled t~ a d  on March 1, 1995. 

The PAD buy-in (or privatization i:omponent of FIMtr) ha faur main objectives: 
improvement of the policy framework for privatization, i:~m ttbtld stren~ening, assisting in 

' According to the Chemonics evaluation nport, only one fin : T Y  ;:.:..: . * *. Gmik) offend shares (a minority) 
on the Jakarta Stock Exchange. The d o  went badly. The invat-4s .s: i:-. 2 icuvolved overpriced the sharw, and 
the etock exchange took very long (15 month$) to work b u g h  g.4 rFUi i . !  ,?hi. The day after Greeik went puldic 
ita ahue pricc fell by 20 percent. 



trans@ctio~, and tialning and expanding public awarenese. The inputs made available to achieve 
thsoe objectlvea are technical adstance, training, and equipment. Table V-1 shows the planned 
budget and expenditurea up to October 1993, 

TABLE V-1 

PRIVATIZATION PROJECT BUDGET 

I[ Other I 0.26 - I 0.26 1 negligible 1 

Teahnical A~imlstance 

Training 

Equipment 

Total 1 6 .O 1.7 6.7 1.4 

Only $2.6 million was actually committed for long-term and short-term technical assistance. 

Outputs or achievements of the PAD buy. in include: 

3.6. 

1 .O 

0.26 

Privatization policy framework. The PWJIPG-supplied technical assistance completed 
a classificzption exercise during their fust year; this defined the type of technical 
assistance required by each SOE. The team also completed two reports (September 1992 
and April 1993) on pension policy, and a report on the performance of the Collective 
Marketing Office (KBP); 

Institutional strengthening. Restructuring the Directorate-General of State-Owned 
Enterprises @G/SO&) absorbed major attention from the beginning of 1992. But in 
August 1992 a change occuned in the management of the agency, and this work was left 
hanging. The contractor did a report on management information needs of the DGlSOEs. 
The contractor set out a dataham structure that would facilitate performance evaluation 
of SO&. It def~ned performance indicators for SOEs and proposed to develop a pilot 
program to introduce the system; 

-86 

. 1.06 

- 

Assisting in b.wactions. No actual transactions occurred under the auspices of the 
project. One study was done, analyzing leasing possibilities for P.T. Pam Multifmce 
- a government shipping and leasing company. This was regarded as a preprivatizalion 
or readying activiry that would smooth the way for privatization of the two state airlines; 
and 

Training and public awareness. A preliminary training needs assessment for the 
DGJSOE was initiated, then shelved, and is now under way again. Two BOOJBOT 
workshops were held and some officials participated in international seminars. 

4.1 5 

2.06 

0.26 

1.3 

0.1 

0.0 



ASSESSMENT 

The results of the privatization project (component) have been disappointing, although this 
judgment should be tempered by the fact that the project has been active for less than two years. 
The level of activity has been much lower than called for in the project budget, as is evident in Table 
V-1. The only significant spending has been for technical assistance personnel. No equipment has 
been provided. And, most striking, very little training has taken place. 

The initial priorities for the project have not been followed. Transactions were at the head 
of the list, in part because this was USAID policy, in part because divestiture was the tie-in with the 
capital q k e t  objectives of FMP. But little divestiture activity hau taken place. The policy and 
institutional components have received most attention. Capacity building through training was 
neglected and nothing was done on increasing public awareness of privatization benefits. 

.Those outputs that were produced were generally of high quality, according to the midte.rm 
evaluation. But at least one of them was off the mark in terms of the project's objectives. The work 
on aircraft leasing is criticized because it strengthened enterprises that would probably remain in the 
public sector, which is against USAIL) guidelines for the project. 

The focus of the project was intended to be 01, transactions. There have been no resulting 
transactions. IPG project staff have been advising on the Paiton Power project, but here there has 
apparently been some crossing of lines with the World Bank staff also wor.king on this project. The 
work on the PTP estates marketing system (the Collective Marketing Office p?]) has considerable 
policy importance, but - according to the midterm evaluators - was more likely to strengthen the 
existing SO& than lead to a privatization transaction. In any case the DGJSOEs has taken no action 
on the report. 

It ,seems that the DGISOEshas taken no action on most of the reports and recommendations 
produced by the project. The Chemonics evaluation report notes as "put on hold by the DG/SOEs" 
the classification exercise, the for new management information systems initiatives, the 
training needs assessment, as well as the KBP report. 

WHAT WENT WRONG? 

The PWIIPG team in Indonesia did lots of things right. It provided good people. Its reports 
were apparently of uniformly high quality. Its staff maintaited c!~,,~: :mi cordial working relations 
with Indonesian staff. Responsiveness to the USAID Missron was excellent. 

Loow at from a distance, three factors seem to b.#- r; limited the team's impact. The first 
was the August 1992 change in management of the  team'^ host agency, the Directorate-General of 
StateOwntd Enterprises. The new management saw privatization priorities somewhat differently, 
which changed the project momentum. It is hard to know whether the PWIIPG technical assistance 
has been sufficiently flexible in the facie of these changes. The midterm evaluation condemned it as 
being excessively passive; the evaluators thought the PG technical assistance ought to have been 
more proactive and less reactive, Maybe. But when local leadership changes, in a policy situation 



where transactionsriented act ivitiea were apparently not in favor, and in a general envirorunent 
where proactive expatriates run serious risks, aggressive approaches can backfiree5 

The second factor was that the principal mandate given the project - to push transactions - waa premature. 0 1  was apparently not ready to engage in significant divestiture activity during 
these years. Other phasa in the privatization continuum might have been given higher priority. 
Examples would be analytic studies demonstrating the costs of present patterns of asset ownership; 
analyses of newls in the raulatory system, including studies of experience in comparable countries - such as the Philippines an BOT regulations; or studies of possible nondivestiture approaches such 
as lease contracting and broader use of management contracts. 

Finally, too little coordination with other players seems to have taken place, The PWIIPG 
project is one of many centers of interest in privatization in Indonesia. The World Bank is a major 
player; through sector studies and otherwise the Bank has made clear its engagement in infrastructure 
investment and policy formulation. Other USAID-financed programs were also interested (the 
Hanard Institute for Inkrnational Development, for example). So coordination is critical far 
effectiveness, which was perhaps not sufficiently recognized at the outset. 

An extenla1 factor also h.ervened to cornplicate the affairs of this project. The interim 
evaluation, which put much emphasis on the GOI's "lack of commitment" to privatization, especially 

;l after the change in leadership in the privatization agency, had a number of negative side effects. The 
PWIIPG team believes that the evaluators' underlying analytic premise (the importance of ownership 
change as a short-term, stand-alone objective) conflicted with the premises and objectives as 
originally agreed on between USAID and the Ministry of Finance - with regard in particular to the 

I issue of the relationship between efficiency and privatization. 

The team discovered in putting together a revised work plan that the fallout from the 
evaluation caused the objectives of the GO1 and USAID to appear inconsistent, or even at odds. It 
has cast some suspicion on GO1 policy intentions; the idea that the GO1 lacks "commitment" has 
gained ground when in fact the original policies are still in place. USAlD has cut original funding 
levels in a negative context of policy differences that are exaggerated and USAID'S assistance has 
become fragmented; it focuses on "desirable elements in the GO1 program," diminishing the 
integrated nature of the original design. 

me evaluation report also cites inadequate monitoring by USAU) as a factor explaining the departure of the 
project from initial priorities. It should be noted that the GO1 rejected many of the evaluation's conclusions, arguing 
that the &tinition of privatimtion used in the report was excessively narrow. 



VI. MOROCCO 

PRNATIZATION IN THE KINGDOM OF MOROCCO 

Morocco's state-owned enterprise sector is made up of some 700 firms, contributing 18-20 
percent of GDP annually, These state enterprises first originated during the years of French colonial 
rule, but proliferated during the 19703, following the Moroccanization of foreign-owned firms and 
the gove; nment's decision to ensure that certain import substitution industries were established. 
Some government portfolio divestitures, liquidations, and demonopolizations were achieved during 
the 1980s; however, privatization as a nationwide program was not incorporated into the overall 
economic policy efforts of the Kingdom until 1988. 

In 1988, frustrated by the lack of a formal privatization policy, the King of Morocco 
dedicated hi8 opening speech to Parliament to the need for sweeping economic reform, based upon 
privatization of SO&. A formal Privatization Law was passed in late 1989, specifying 112 state- 
owned holdings to be privatized, The law set forth the procedures to be followed for privatization, 
and was followed by implementing decrees that established the Ministry of Economic Affairs and 
Privatization (since renamed and reorganized) as the implementing authority for privatization 
activities. Further legislation empowered the Evaluation Authority to set the minimum price for 
which an SOE could be sold, and established the various methods by which state holdings could be 
Jivested. 

The 112 enterprises named in the list of privatization candidates accounted for about 6 percent 
of GDP, had an estimated net worth of some $1.8 billion, with employment rolls of approximately 
36,000 persons. The list included Morocco's largest commercial banks and other financial 
institutions; major firms in the cement, paper pulp, automobile assembly, and textile industries; 
parastatals engaged in agricultural inputs and marketing; seven sugar mils; and 37 hotel properties. 

The costs of implementing the Kingdom's privatization program were estimated at some $100 
million, including restructuring costs. Most of the enterprises to be privatized were sound, with the 
potential of significant revenue, from the sale of enterprises, to be gained by the Government of 
Morocco. In addition, it was estimated that state budget transfers to SOEs, upon completion of the 
privatization program? would be reduced by DH 4.1 billion per annum. 

U.S. GoVERNlCaEMT INVOLVEMENT 
IN MOROCCAN PRIVATIZATION 

USAID Morocco coriceived a plan to assist the government in its privatization efforts, in 
effect becoming the largest donor program in the field. The program was designed to encourage and 
support the government's efforts to reduce its involvement in economic affairs, and stimulate private 
ownership and entrepreneurship. It contained technical assistance to implement the privatization 
program, as well as local currency payments based upon completion targets: 



$20 million was provided in nonproject assistance to be disbursed in three tranches: a 
first tranc4 of $4 million, a second tranche of $6 nlillion, and a third tranche of $10 
million; and 

$5 million in finding was provided to fund a long-term advisor, short-term transactionm 
: related assistance, other short-term technical assistance and training, and evaluation and 

audit servicesl. 

The nonproject assistance dhbursementa were designed to provide local currency equivalents 
for industrial restructuring, privatization support at the ministerial level, and an increased awareness 
throughout the Moroccan populace on the benefits of diversified share ownership. 

PROJECT DESCRIPTION 

The PAD project with PWlIPa as the prime provider of technical services funded $3.2 
million for privatization services in Morocco from May 1991 through September 1994. The 
assistance wasprovided in three tranches, beginning with $894 million in 1991. To assist the then 
Ministry of Econoinic Affairs and Privatization to carry out its mandated responsibilities in the 
Moroccan privatization process, W I P G  agreed. to provide: 

A long-term resident advisor for 18 months; 

15 person-months of expatriate short-term technical assistance and 15 person-months of 
Moroccan short-term technical assistance; 

Local training; and 

Limited home office technical support. 

The work of the long-term advisor began with a complete overview of the privatization 
process in Morocco. The advisor was charged with translating government legislation and articulated 
initiatives into concrete activities, and was responsible for studies of the Moroccan context for 
privatization, including industry studies, analyses of market conditions, and review of government 
policies affecting the industries to be privatized. The advisor was also responsible for producing the 
necessary internal documents for the facilitation of procedures for privatization related to specific 
transactions, including prospecti, bid materials, and diffwion of information about privatization and 
investment opportunities in the Kingdom. 

A significant portion of the advisor's time came to be concentrated on the creation of an 
effective management information system (MIS) for establishing and tracking the data on 
privatization candidates. This system was designed to track the status of privatization bids, provide 
company profiles for easy investor access, and monitor the privatization efforts in broadening share 
ownership and the benefits of privatization throughout the country. 



Short-term technical assistancg was designed to incorporate individual assignments that were 
required for transaction msiatance, reporting to the long-term advisor; this assistance was composed 

Financial and operational appraisals of enterprises; 

Ent8rprise valuations; 

Sector economic analysis; 

Industry-specific regulatory analysis; 

Business planning for enterprises; 

Financing and sales techniques; 

Investor identification, selection, and negotiations; 

Capital markets development; and 

Employee share participation programs. 

The use of this short-term technical assistance was directed at completing initial model 
ptivatizations to serve as a means of transferring experience and know-how on specific privatization 
topics. PWtIPG was selected, given its experience in financial markets, because the means of 
privatization was envisioned to be through public share offerings in the developing financial markets 
of Casablanca and Rabat. 

The training component of the initial contract focussed on an assessment of the training 
requirements of the ministry, to include the design and implementation of privatization workshops 
on such topicq as enterprise valuation or requirements of the capital markets for investment in SOEs. 

Specific deliverables under this delivery order included a valuation and sales strategy for 
CTM, the transport company, and an analysis of the use of employee stock ownership plans @SOPS) 
in the Moroccan context. 

The second delivery order described above was signed on September 30, 1992, for $1.6 
million, covering the period October 11,1992 through September 30,1993, and extended on that date 

i to September 30, 1994, with an additional $772 million. In this addition to the original delivery 
f order, PW/IPG was provided supplementary funding for the activities outlined above, with a 

1 particular emphasis, under the direction of the long-term advisor, to bring several transactions to 

t market through the mechanism of initial public offerings. This delivery permitted valuations on two 
companies, CADaM and ASMAR, incorporating enterprise value and sales strategies for each. This 
delivery order envisioned that certain companies would be brought to market through the public 
offering of shares. C o p  selected for initial privatization in this phase were to be chosen 

Y 
L according to the following criteria as defined in the Project Approval Document: 
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Profitability; 

Public awarenws of the company; 

Ability to compete in a deregulated environment; 

Importance to the economy, particularly in bringing certain products and services to the 
public; . 

No major 'overstaffhg issues;, and 

Diversified over various regiqns, and marketing a d  sales bases. 

Furthermore, the initial candidates were to be legally established Soci6tes Anonymes, requiring no 
further legal reorganization. 

During the course of the second phase of the PWIIPG engagement, a second long-term 
advisor, an experienced investment banker familiar with ~ p i t a l  markets vehicla a d  participants in 
world ftnancial capitals, was added to the assistance ~ W A Z  at the ministry. 

' SPECIFIC PROJECT ACHIEVEMENTS 

Management Informdon System 

The MIS was established during the early months of the project, and included a database 
covering all of the 112 enterprises to be privatized, incorporating company-specific information on 
financial performance, employment, state ownership stake, and profitability information. This 
database represents the first attempt at quantifying the scope of the privatization task, its value to the 
Moroccan economy and Kingdom's treasury, and a means to prioritize the candidates for 
privatization. The information system is a significant accomplishment, not only in the depth of 
understanding its brings to the Moroccan privatization process but also in its application. The long- 
term resident advisor made a painstaking effort to instruct the staff in the database's uses, providing 
privatization staff members with an interactive tool with which they, for the most part, felt 
comfortable. The information system also represents the first time that a Moroccan ministry has 
used an electronic tool in its daily work routines, and it has proved to be an effective management 
and marketing device. 

Valuations 

A wide variety of valuations were performed during the course of the engagements, notably 
CTM, CADEM, and ASMAR. The CTM and CIOR valuations played an integral part in bringing 
those privatization offerings to the public; the valuations were submitted to the Moroccan Valuation 
Authority (which is legally empowered to set offer pricm) as the basis of the Authority's 
deliberations on determining the value of the shares to be offered. In addition, ministry staff report 
that, although they would have been appreciative of more indepth explanations from PWIIPG short- 



term consultants on vaiuationa methods, they gdned substantial insight into the valuation process 
through the valuation exercises performed by PW. 

Long-Term Resident Advisor Prosentatlone, Papers, and Analysis 

The development of the climate for privatization in Morocco, as well as the ministry's ability 
to manage the privatization process, was enhanced significantly by the presence of the first-arrived, 
senior long-term advisor. The advisor developed not only the MIS framework for approaching the 
universe of privatization candidates, but prepared Moroccan officials and ministry staff members for 
acceptance of the process by becoming a proactive advocate on the benefits of privatization to the 
Moroccan economy. 

For example, through a series of papers, some of which were presented at international 
privatization fora, the long-term advisor was able to argue, from various angles, that the privatization 
of SOEs in Morocco would bring substantial long-term benefits to the Moroccan economy and the 
citizens of the Kingdom. Through such publications as "The Public Enterprise Setting for 
Privatization in Morocco" and "Cons6quences Economiques Anticipb du Programme de 
Privatisation au Maroc," PWIIPG technical assistance gained a wide audience, adding statistical and 
analytical credibility to the then-recently implemented decrees mandating privatization of certain 
SOEs. 

Simultaneously, the advisor was not hesitant to point out some of the pitfalls inherent in 
economic decentralization, and provided a warning voice on the social and economic dislocations that 
can result from large-scale state divestiture. Creating the environment for receptivity to privatization 
was one of the early accomplishments of the long-term technical assistance provided, permitting the 
privatization process to develop relatively smoothly into the transaction phase of privatization. 

Second Long-Term Advisor 

The second long-term advisor began working with the ministry in February 1993, at 
PWIIPWs initiative. The ministry at that time was gearing up to do transactions, and it became 
apparent that assistance could be provided by a transaction advisor who would work side-by-side with 
ministry staff, providing on-the-job training in the transaction process. As a transaction advisor, the 
second advisor works with ministry staff responsible for selected enterprises to analyze valuations 
completed, develop pricing strategies and sales strategy and transaction structure, and help in 
identifying and negotiating with potential investors. This advisor played a key role in the two initial 
public offerings - CTM and CIOR - both of which were highly visible transactions and many times 
oversubscribed. 

Industry and Sector Studies 

One industry and sector study was carried out, aimed at ascertaining the salient features of 
the tourism sector, and highlighting characteristics of the sector that might be attractive to outside 
investors. This study of the hotel industry provided profiles of the 37 hotels on the privatization list. 



The merit of this kind of study remains in doubt, Although certainly helpful in coming to 
an understanding of induatry sqmenur, its usafulness in the invwtment process is unclear. Attracting 
local and foreign investment to projects is a casbbycase process, set within the context of broad 
economic and sector indicators. New investment in emerging markets does not require an indepth 
analysis of all aapects 0f.a particular segment of tho economy, as flotation of shares and the 
movement of capital to the merging economies of Central and Eastern Europe has proved. 

The successful completion of the CTM public offering, supported by the extensive valuation, 
due diligence, and general transaction facilitation supplied by PWJIPG, stands out as the major 
transaction achievemat (followed by the offering of CIOR on various financial markets) of the 
USAID-supported privatization program. The transaction was a highly visible one, with financial 
results that exceeded expectation& The transaction placed the entire privatization process in Morocco 
on an accelerated course toward completion, proving that the tools and procedures of capital market 
instruments were applicable and achievable in the Kingdom. PWJIPO was the "honest broker" of 
this transaction, and responded to any and all requests that arose to facilitate the public offering. 

IMPACT ON SOE SALES 

The ambitious privatization tatgets that have emerged from the King's 1988 speech to 
Parliament required the establishment of a centralized focal paint for the Kingdom's privatization 
activities. USAID/Morocco's dedication of significant resources to Moroccan privatization was an 
early boost to the privatization program. Through the intervention of PWJIPG and prior projects, 
the benchmarks, working parameters, and privatization targets necessary for a successful program 
were established, specifically: 

Formulation of Privatization Policy, including input on implementing legislation 
following the 1988 royal speech; 

Establishment and designation of privatization procedures at the ministry, including clear 
and transparent guidelines for the establishment of valuations and offer prices; 

Examination of privatization experience in other decentralizing economies, with 
emphasis on lesson learned that would be applicable in the Moroccan context; 

Promulgation of the benefits of share ownership; 

Establishment of a MIS to enhance the efficiency and transparency of the privatization 
process; 

Establishment of privatization program priorities; and 

First public offerings of Moroccan companies. 



The above-named accomplishments stem directly from the intervention of both long-term 
advisors in the flrst phase and early second phase of the USAfDIMorocco-funded privatization 
commitment to the Kingdom of Morocco. 

The impact on SOE sales in Morocco has been significant, paving the way for further 
divestiture according to standard operating procedures, and with clear objectives. The work that now 
lies before the ministry and its staff, as well aa the PWIIPG advisors, b transactional - in other 
words, completing the sale of those enterprises named on the list of privatization candidates. 

CAPACITYIBUILDING IMPACT 

There is little doubt that the capacity of the privatization staff at the ministry has been greatly 
enhanced by the presence of both short- and long-term advisors as provided by USAIDIMorocco. 
Some ohn-heard criticisms of the capacity-building aspects of this project are worth mentioning 
here, however. 

Aside from a frequently mentioned criticism of translation problems for certain early 
documents (and the occasional lack of French language capacity among short-term technical 
comltants), ministry staff are not convinced that the short-term advisors, though present in Morocco 
for only brief, defined periods per assignment, were effective in transmitting to local staff their 
knowledge and expertise. Ministry staff mentioned frequently that although they had no difficult in 
accepting PWIPG conclusions and recommendations at the end of a specific short-term assignment, 
they were not incorporated into the process in which the short-term consultants developed these 
recommendations. As a result, local staff gained little except the actual results of short-term 
consultancies, leaving them unable to replicate the consultants' procedures in method and analysis 
after the consultants' departures. (This criticism is applicable to much PWIIPG activity during the 
project, but the valuation exercises stand out as the example most often cited by Moroccan 
counterparts,) 

It became clear during the course of this evaluation that the transfer of technology, always 
a time-conswning and difficult process in the privatization arena, has not yet taken place as much 
as one would hope, and that significant care should be exercised during the remining months of the 
contract to assure that local staff feel that they are incorporated into the visiting teams provided by 
PWIIPG. Indeed, the second advisor understands and is committed to his role in capacity building. 

EMERGING NATURE OF PRIVATIZATION ASSISTANCE REQUIREMENTS 

Significant satisfaction exists with PWlIPG's overall performance, both at the 
USAIDIMorocco Mission and with Moroccan counterparts. Sound, professional work, as , 

exemplified by the CTM valuation and transaction, support this assessment. The two long-term 
advisors currently in-country provided complementary skills and services: the more senior advisor, 
with an extensive background in public enterprise issues, has been instrumental in preparing for 
privatization, providing exposure of the Moroccan privatization program to the international 
community, and educating staff members on the operational and procedural aspects of managing the 



privatization from the Ministerial standpoint; the second advisor is a transaction apadalist with 
extanohe banking contacts, and is adopt at deal structuring and negotiations. 

But an observation is in order here: the privatization process in Morocco is in its transaction 
phase at present, meaning that the nature of the asel~tancs required now demmdr a transaction 
orientation, with a fill range of investment banking services at the dhposd of the mi~i!stry. These 
semicsa should include firumcial 'analysts, industry specialists as needed, legal services as needed, 
and deal structurir~g apedalista, all of whom could provide efficient deal-specific consulting servlces 
for upcoming transactions. The one transaction person in service at present - the second long-term 
advisor -- is simply not suf.ficient for the long list of transactions that lie ahead. 

In addition, as noted above, technology transfer has suffered during the project, most likely 
due to a lack of attention to this important requirement of the PW/IPG engagement. It would be 
wise to consider a more fornd training componunt in the remaining months of the engagement, on 
such topics as capital mW, financial sector instruments, and the relationship of prudential 
regulations and commercial lending to tho placement of investment offerings. The training aspect 
of the engagement has been overlooked up to the present. The contractor has, however, made 
serious attempts at incorporating ministry personnel into training activities and has been frustrated 
by lack of ministry enthwiam f ~ r  such efforts. 

The shift to transactions and the need for further training point to a fundamental flaw in the 
role of the senior long-term advisor in the pre4ent execution of his duties. The Project Approval 
Document specifically states that the long-term privatization advisor is responsible for the 
"coordination of inputs" of the project, and that the project should supply "substantial and diverse 
amounts of short-term technical assistance" for specific transactions and other tasks. In other words, 
the long-term advisor now needs 'n exercise his responsibilities according to the evolving needs of 
privatization in Morocco, which has shifted from the policy and regulatory phase to the sale and 
divestiture phase. These responsibilities include not only strong technical input in the transaction 
phase but anticipating client needs in this area, mobilizing resources, surd closely managing each 
activity, ensuring its effective integration into the program, and ensuring that the objective of 
capacity buildingl is realized. Until this shift in execution of responsibilities occurs, program 
objectives may 'be compromised. 

RESPONSIVENESS TO USAID REQUIREMENTS 

The shift in the nature of the program, and the shift that must occur in advisor duties, is 
intertwined with the requirements of the privatization objectives of the local USAID Mission. The 
focus on transactions that has emerged is not only a force of the Moroccan marketplace; as noted 
earlier, the technical assistance funding provided to the Moroccan privatization program by USAID 
includes nonproject assistance that will be disbursed in tranches, with the second and third tranches, 
totalling $16 million, dependent, among other things, upon the completion of 28 SOE sales. Thus, 
the program, as broadly conceived by USAID and agreed to by the Kingdom of Morocco, requires 
an accelerating pace of divestiture to meet its targets. 

These targets are attainable, though attaining them requires effort. An immediate effort that 
can be made is more focus on developing the pace of transactions ( f u P  recognizing that the first few 



are the most difficult and timeconsuming), with the requisite supporting consultants called in as 
naalod, 

In this respect, mentlon can be made that there is little evidence in Morocco to suggest that 
the cowortium's membm have worked in concert to achieve project eoala, Perhaps the evolving 
nature of the project will now requiro, or at Imt i d  the prime contractor to think about, the 
involvement of other consortium members and the services and expertioe they may be able to 
provide. 
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VII, NICARAGUA 

Nicaragua L In the final stage of implementing one of the more succssrfirl privatization 
program of my country it8 a h .  The succwre of the program is all the more remarkable considering 
the highly adverse economic .situation md sensitive political environment that exiated at the time tho 
progr2a wrss initiated. PWIliPO has made a gubrrtantit~i and positive contribution to thb success. 

In April 1990, a newly elected government headed by Sra. Violeta Barrios de Chamorrli t a k  
office and confrond an economy in shambles and a highly politicized and divided populace. Ten 
yeas of mnomic mismanagement, war, and economic ombargo resulted in a decline of nearly 40 
percent in ODE the standard of living for tke average Nicaraguan had dropped by almost 60 percent. 
Hyperinflation, which paked at 30,000 percent in 1988, ~tiil raged, while devaluations, bank 
nationalizations, credit controls, and preferential loans to grossly mismanagixl state entities left a 
decimated financial sector. External debt had skyrocketed to almoa USS10 billion for an economy 
with an estimated ODP of U8S1.6 billion arrd a population of only 4 million, and arrears alone 
surpassed US$3 billion. On the politiml frar.'r, the Chamorro administration had to govern through 
a broad-based but contentious coalition, while the Smdinista party,' which it had defeated in the 
elections, reteined a powetfUl base in Congress, the national army, and the labor unions, and through 
high-level positions in the new govenunent. 

The Chamorro government immediately instituted an ambitious economic stabilization 
program f~nanced through generous arnountc of external assistance including high levels of balance 
of payments assistance from the United States. Within a year, stringent fiscal and monetary policy 
measura brought inflation down to singledigit levels and increased 'central government revenues 
beyond target levels. The government was also largely able to end much of the fighting in the 
countryside and put in place a series of economic and political reforms. A central tenet of the 
government's economic program was that major increases in investment and exports were 
prerequisites to economic growth and that these goals could only be achieved through revitalization 
of the private sector. 

The Government's Private Sector Strategy 

The LCO-ye!ar old Somoza regime was overthrown in 1979 by a coalition of opposition forces. 
The new government was led by a junta, but soon came to be dominated by the Sandinista party, 
which aggressively pursued a socialist doctrine in governing the country. Beginning with the 
confiscation of Somoza and Somoza-related properties, the government continued to extend its 
dominance of the economy through various forms of intervention, confiscations, and the 
expropriation of hundreds of private sector businesses and agricultural holdings. State ownership 
reached far beyond key agricultural and industrial enterprises down to small grocery and hardware 
stores and restaurants. 



After 10 years of these actions and generally anti-private sector policies, what was left of the 
private sector was bighly politicized, divided, and without resources. Nonetheless, the new 
Chamorro government quickly and firmly decided to confront the formidable task of re-creating a 
dynamic private sector by taking the state out of the production of goods and services and returning 
the9e activities to the private sector through an aggressive privatization program. The door was 
opened to all forms of privatization, including the return of confiscated and expropriated properties 
to previous owners, the sale or leasing of companies or assets, management contracts, employee buy- 
outs, or any other method that would work in the Nicaraguan context. In short, the government set 
a clear goal and allowed for a high degree of pragmatism to govern the process. 

Institutional and Legal Structure 

Within a nionth of taking office, the Chan~orro government established a non-incorporated 
privatization unit, the National Public Sector Corporations (Corporaciones Nacionales del Sector 
Nblico - COIRNAP), and nominated a President, Vice-President, and Secretary, who in turn 
comprised the General Board (Junta General) of CORNAP. The General Board of CORNAP reports 
directly to the office of the President of the Republic. Because it proved impossible to enact a 
privatization law due to political differences in the Congress, CORNAP was established through a 
Presidential Decree @ecreto Ley No. 7-90). However, a de facto political consensus on the 
principles of privatization to be followed was achieved in a special summit meeting in October 1990 
of representatives of the administration, labor unions, and th? private sector, at which an agreement 
was signed that recognized the need for giving a strong push to the process of privatization, the right 
of organized labor to an option to participate in privatized enterprises up to 25 percent on average, 
the need to return properties to previous owners whenever justified, and procedures for compensating 
previous owners of properties that could not be returned and that were unjustly confiscated or 
expropriated. These principles were reconfirmed at a second similar summit in 1992. The 
privatization program continues to be implemented under presidential decree. 

Immediately upon establishing CORNAP, the government transferred 22 state holding 
companies and 11 separate corporations to its control. The holding companies had been formed by 
the previous government more or less along sectoral lines and represented a conglomeration of about 
340 corporations, which in turr, had been put together from at least 800 previous operating entities. 
Financial and operational records were of dubious value and often nonexistent, and legal procedures 
had often been ignored in the creation of this state apparatus. Plant and equipment were often poorly 
maintained or obsolete. CORNAP's holdings ran the gamut of hotels; restaurants; shops; car 
dealers; car rental and tourist agencies; manufacturing entities, including a cement plant and a large 
paper carton producer; transport, including the national airline and railroad; agricultural sector, 
including large sugar mills; forestry; and mining. Thus, CORNAP inherited a massive, inefficient, 
and messy structure that accounted for about 31 percent of GDP and included 78,000 employees or 
9 percent of total national employment. 

USAID and Other Donor Assistance 

USAID/Nicaragua played a key role in helping the government and CORNAP to 
conceptualize the approach to privatization and put together a package of donor assistance to finance 
its implementation. USAID, the Inter-American u~velopment Bank (IDB), UNDP, and Norwegian 



and Swedish bilateral development agencies cooperated closely from the outset to create a coherent 
and coordinated package of financial assistance for CORNAP and to finance other activities necessary 
to improve the environment for the private sector. USAID funds were used to support specific 
transactions. 

CORNAP used this assistance effectively. A decision was made not to build up a large 
permanent staff; instead, a small core of competent privatization managers and a legal specialist (plus 
support and administrative staff) were brought in to manage the process, while the bulk of work 
related to information gathering, diagnostics, technical and market analysis, and to a certain extent 
marketing was contracted out to domktic and foreign consultants. CORNAP's managers were 
therefore able to focus their attention on quality control, coordination, and maintenance of the pace 
of the process. Most important, they used key decisions along the way on a case-by-case basis 
taking into account difficult subjective factors such as the antecedents of the case (usually 
unrecorded), conflicting claims and interests, and differing political perspectives. 

Results of Program 

CORNAP had managed and executed the divestiture of 259 corporations (Table VII-I), or 
nearly three-fourths of the 351 holding corporations assigned to it by September 1993. In achieving 
this number of corporate privatizations, CORNAP had to complete 1,563 individual divesture 
actions, because in many cases, if not most, assets belonging to a particular holding corporation were 
divided and divested separately. Approximately another 75 corporations are in some stage of the 
privatization process, making it highly likely that CORNAP will have completed as much as 95 
percent of its assigned task by the end of 1993. In the process, CORNAP has or will have reduced 
state participation in many productive sectors and subsectors from as much as 100 to 0 percent. 
Overall, CORNAP estimates that the share of SOEs assigned to it in the country's GDP has declined 
from 31 percent to less than 10 percent. 

PWnPG ROLE ]IN WiIE MCARAGUA PRIVATIZA,TION PROGRAM 

History of PWDPG Involvement 

USAIDINicaragua initiated a broad-based Private Sector Support (PSS) Project in April 1992. 
The PSS project is designed to promote economic growth through a reinvigorated private sector. 
The project has three closely related components - trade and investment, privatization, and financial 
services; US$5.5 million had been obligated through March 1994, including US$1.4 million for 
privatization. The Mission brought in PWIIPG through a buy-in, signed in March 1992, into the 
PAD project. In August 1993, a second buy-in was signed with PWIIPG to provide assistance in 
the privatization of TELCOR, the national telecommunications company. 
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TABLE VII-1 

DISPOSITION OF THE 259 STATE CORPORATIONS DIVESTED BY CORNAP 

Returned to previous owner 
Sold or ieased to previous owners 
Sold or leased to third parties 
Restructured and retained by government 
Liquidated 

Total Divestitures I 259 
-- 

Individual Divestiture Actions , No. of Actions - 
Returned to previous owners 
Sold or ieased to previous owners 
Sald or leased to workers 
Sold or leased to ex-combatants 
Other sales or leases 
Restructured and retained by government 
Liquidated 

Total Divestiture Actions I 1,563 . 

The trade and investment component was independently awarded to CARANA Corporation 
as prime contractor (CARANA is also a member of the PWJIPG consortium), and International 
Management Consulting Corporation was brought in as a subcor+ractor of CARANA to handle the 
financial services component. 

PWIIPG Scope of Work 

Because the CORNAP privatization program was already well under way by the time 
PWJIPG was contracted, their scope of work was focused on privatization transactions, particularly 
of the larger, more complex state holding corporations in CORNAP's portfolio in tourism, sugar 
production, and cement. Ports were an initial target for PWJIPG, but responsibility for privatization 
was transferred for internal reasons to the Ministry of Construction and Transportation, while 
telecommunications was recently brought into the PWJIPG scope of work. The PWJIPG scope of 
work calls for the preparation of a diagnostic study and business valuation in each case and for 
assistance with the promotion and frnal divestiture of the companies or assets. Specific cases to be 
handled by PWJIPG are selected by USAID/Nicaragua, in consultation with the Nicaraguan 
government and with technical advice provided by PWJIPG. 



Actual Work Performed by PW/IPG 

PWIIPG is involved in each of its assigned cases from the initial preliminary diagnostic work 
to the signing of the final sales contract. Table VII-2 provides a brief overview of PWIIPG's 
accomplishments. 

TABLE Vll-2 

PWIIPG's ACCOMPLISHMENTS 

EFFECTlVENESS OF PW/IPG PARTICIPATION IN THE 
NICARAGUA PRIVATIZATION PROGRAM 

Hotel Inter-Continental 

Hotel Montelimar 

J. Buitrago Sugarmill 

Victoria de Julio 
Sugarmill 

Country Strategy 

When PWIIPG started work on the Nicaragua project, it hired Jorge Segura as Project 
Manager. Mr. Segura had been working with CORNAP under a contract with Ernst & Young as 
one of the key consultants in assisting CORNAP with its privatization strategy development, 
coordinating the activities of the donor agencies involved, preparing a welldesigned transaction 
check-list, and designing an approach to the essential restructuring and cleaning up of legal and other 
problems inherent in most transactions. Thus, PWJIPG was fully informed and fully involved from 
the fmt day on the job. As work progressed and further experience was gained, PWIIPG was able 
to provide CORNAP with valuable input to continued refinements in its privatization strategy. 
CORNAP's strategy is documented in a Strategy Paper that is periodically updated; the latest version 
was issued in September 1993. 

I Hutel Las Mercedes I I - I - I - I 

Sales contract 
signed 5/93 

Sales contract 
signed 5/93 

Sales contract 
signed 8/93 

Sales contract 
signed 8/93 

$6.1 million 

$3.0 million 

$4.0 million 

820 million 

0 

$1 6 million 

0 

$1 5 million 

11 months 

11 months 

16 months 

16 months 



PWIXPG Implsmentation of its Scope of Work 

In January 1993, PWIIPG placed a wellqualified consultant resident in the country, who has 
since amply demonstrated his ability to work effectively with his Nicaraguan counterparts. The 
PWIIPG Roject Manager, who is based in Washington, has closely managed the project, spending 
on the average about two weeks per month in the field. Further, senior PWIIPG staff have given 
significant attention to management of the project, and specialized experts have been brought into 
the picture in a timely fashion whenever required. . . 

The benefits of this style of hands-on management by the contractor is evident in the results 
produced. Each case reflects a clear pattern of having followed a wellconceived plan in a systematic 
manner. However, the clockwork-like progress through the numerous and varied steps in the 
privatization process that appears to be so common to PWIIPG's work in Nicaragua masks the many 
obstacles and issues that arose along the way. In discussing the PWIIPG cases with the participants, 
it became clear that whenever an obstacle or issue threatened to delay or even derail the process, 
PWIIPG was ready with a good analysis of the problem and a list of viable options to present to 
CORNAP and the Mission. To its credit, CORNAP management regularly responded in a decisive 
manner, a response that was clearly encouraged by the professionalism of PWIIPG's work and its 
good rapport with both CORNAP management and the Mission. 

As might be expected, each of the cases that PWIIPG addressed reflected a different set of 
circumstances and problems to be resolved. Nevertheless, PWlIPG's work throughout shows a high 
degree of consistency. Consequently, a somewhat detailed description of one of their completed 
yrivatizations can serve to illustrate the general characteristics of the overall body of their work. The 
selected case is the Montelimar resort hotel, 

The Montelimar Resort Hotel Case 

Montelimar was envisaged as a fvst class resort hotel, but in reality it was never a 
functioning hotel or resort. Originally, Montelimar was a Somoza family beach property to which 
they had added over time substantial additional land (mostly sugar cane land) and an airstrip capable 
of handling jet aircraft. After the Somoza regime was overthrown and the property confiscated, the 
Sandinista government initiated plans to turn it into an international resort hotel complex. 
Reportedly, the government invested as much as US$30 million in the scheme, but the design and 
planning were poor and, in any event, the fighting that was raging between the Sandinistas and the 
Contra rebels precluded any possibility of opening and operating a successful resort. 

June 1990. Montelimar was one of the corporations that the Chamorro government 
transferred to CORNAP and, in turn, CORNAP and the Mission agreed in 1992 to 
assign it to FW/IPG. 

June 1992. PWIIPG performed on-site diagnostic work and contracted a consulting 
fm, EDSA, that specializes in hotels and resorts. EDSA's task was to review the 
situation and suggest what could realistically be done with the property. Several 
promising ideas were developed, including the possibility of a resort tied to international 
tours. PWIIPG also contracted two independent consultants to contribute to the 
diagnostic study, review the market, and prepare a tourist demand analysis. The 



consultants expanded on the resort proposal and recommended several prospective 
operators. 

July 1992. PWJIPG prepared a company profile and wrote letters asking for an 
expression of preliminary interest to about 40 selected prospective investors or operators 
who were identified from the consultants' work and a desk study in Washington. 

August 1992. PWJIPG prepared a draft version of the complete diagnostic study. No 
financial statements were available and it was necessary to reconstruct the books. An 
initial estimate of the market value was made that, based on several possible operating 
scenarios, ranged from US$2.6 million to US$4.3 million. In the meantime, CORNAP 
had contracted a local firm to value the property and installations on the basis of 
replacement cost. This fm came up with an estimate of US$20.1 million to US$25.5 
million (the variation was due to a range of land value estimates). 

August 1992. PWJIPG met with the CORNAP General Board and presented its 
fmdings, including four possible options for consideration: sell the individual assets; 
break up the property into units (for example, time-sharing and restaurant concession); 
management contract; and joint venture with a qualified operator. PWJIPG presented 
its analysis of each option and its implications. A substantive discussion ensued and 
CORNAP ultimately decided to request offers to negotiate and allow the bidders to 
present their preferred option, but to establish a minimum price for negotiations and the 
criteria for selection. 

September 1992. PWJIPG prepared a draft terms of bidding and suggested criteria for 
selection and obtained the approval of CORNAP. A final version of a prospectus was 
then prepared, and invitations to offer to negotiate were sent to 12 prospective investor 
or operator groups who had been identified from the responses to the earlier survey of . 

expressions of interest. Announcements were also made in appropriate newspapers and 
journals. 

October/November 1992. PWJIPG played an active role in marketing Montelimar. 
Ten investor groups visited Nicaragua. In close coordination with CORNAP, PWJIPG 
received visitors, provided detailed briefings, conducted site tours, made introductions 
to appropriate Nicaraguans, and, in one instance, travelled to Mexico to meet with 
prospective investors. 

December 1992. Bids were due December 1,1992. Four investor groups made offers, 
but only two fulfilled all the bidding requirements. For example, one well-known 
investor group, Club Med, refused to submit the required bid bond or to accept a floor 
price. Their bid was rejected in the interest of fairness to other bidders. The two 
eligible bids were evaluated using a point system taking into account the present value 
of the offer price, the manner and term of payment, the proposed investment plan, and 
the qualifications of the bidder. The Grupo Barcelao Auxiliar, S.A. (Barcelao Group) 
from Spain won the invitation to negotiate. 

JanuaryIMay 1993. CORNAP, with continuing advice from PWIIPG, conducted the 
negotiations with the Barcelao Group and eventually reached agreement on a down 



9;lyrncd of US$'= iilillion plus two miable annual payments ranging from US$50,000 
io jL 2250,003, bend ing  on thc ,:ccupancy rate. In addition, the Barcelao Group 
ctmr,wter! tci inva. anather $10 m i b n  in Montelirrmar plus US$6 million in other 
Nicac-yzr hu:.\-- projects, subject t? yertain conditions. The agreement with the 
Barcelao &OUT IN& sigced an May 19, t993 and the new Montelimar resort hotel was 
scheduid to wen Ln November 1993. 

Quality of IPG Work 
. . 

The Montelimar case clearly iilustrates the systematic approach followed by PWIIIPG. The 
entire process is planned in advance. Each step prepares the ground and leads logically to the next, 
issues and obstacles are confronted in a coherent manner, and the process is closely managed to 
ensure that each task is performed expeditiously. Despite superficial appearances, however, the 
Montelimar case is anything but routine. It easily fit the definition of a developing country "white 
elephant" - huge expenditures on a project guided largely by wishful thinking. Moreover, serious 
legal and accounting problems had to be overcome and it is an understatement to say that Nicaragua 
is neither a haven for new investors nor a mecca for international tourists. 

By doing its homework, PWIIPG was able to convince the government and CORNAP to 
accept the hard fact that sunk costs could not be recovered and to agree to the concept that the 
property should be sold at a realistic market value to an experienced investortoperator who would 
commit to additional investment in line with the success of the venture. Second, by conducting a 
highly targeted marketing campaign, PWIIPG was able to bring a serious and qualified investor to 
the table in only six months. The successful completion of this privatization in such a timely fashion 
in the face of adverse circumstances is the best indicator of the high quality of PWIIPG's work. 

Although the Montelimar case has its own unique features, the process and the approach 
followed are characteristic of all the other PW/IPG cases. Over time, an image of PWIIPG 
competence has been created among the participants in the privatization program. CORNAP 
management expressed a high degree of satisfaction with 'their work, the quality of which has 'helped 
sustain the credibility of the overall program. The Mission expressed similar sentiments and noted 
that this has helped them to maimin their focus on the broader issues of private sector development. 
The IDB representative referred to PWIIPG's work as "impeccable," and even private sector critics 
of the privatization program rxp:,essed positive views. 

Other Input of PWIIPG into the Nicaragua Privatization Project 

The PW/IPG core contract under the PAD project specifies several broad work requirements 
that go beyond the handling of individual privatization transactions. In particular, PWIIPG is to 
"assist . . .countries (with) privatization strategies," ". . . evaluate privatization efforts . . . ," " . . . advance interest and knowledge of privatization activities and techniques . . . ," and ". . . gather 
and distill experience . . . ." None of these requirements are mentioned in the USAIDINicaragua 
buy-in contract, which, as noted earlier, is focused entirely on responsibility for specifically assigned 
privatization transactions. Nonetheless, some comment on these core contract responsibilities would 
appear to be in order. 



PWIIPG'a role in the formulation and updating of CORNAP's strategy has already been 
discussed. CORNAP reports that PWIIPG provided useful input and served as valuable sounding 
board in their deliberations on privatization strategy. 

The other requirements center largely on evaluating the performance of a privatization 
program and the dissemination of experience and lessons learned to enhance the efforts of decision 
makers in other countries. In this area, there is little evidence of progress or even of much of an 
effort to evaluate, quantiQ, and analyze the performance of the Nicaraguan privatization program, 
despite the obvious and notable success of the program. In fact, it appears that few people outside 

i those who have been involved in the Nicaraguan effort are aware of its'accomplishments. 

None of this reflects on the performance of PWIIPG, and there is a credible explanation of 
why this situation exists. First, CORNAP and the government had few resources for undertaking 
such a formidable task. They opted to focus the limited donor assistance available on privatizing the 
vast state structure that they had inherited as rapidly as possible, leaving the costs of related 
analytical work to a later time, or even to another agency. Second, CORNAP and the government 
appear to be highly sensitive to the risk of creating a political controversy that might inhibit or block 
the implementation of the privatization program and, accordingly, there is little enthusiasm for 
publicizing the program. The Mission, wisely it would seem, has chosen to respect  is Nicaraguan 
viewpoint. Nevertheless, USAIDIPRE might keep in mind that at some point in the future attention 
should be drawn to the Nicaraguan experience. It is an instructive story and one that should be 
known more widely than it is. 

]RELATIONS WITH SUBCONTRACTORS 

PWIIPG is a consortium of two subcontractors and four associated firms, each of which 
offers special skills and expertise related to privatization. However, there was little utilization of any 
of these fum in Nicaragua. This fact might not be worthy of note, except for two situations. 

One involves an associated firm, the CARANA Corporation. CARANA is both a member 
of the PWIIIPG consortium and an independent contractor for the USAIDINicaragua PSS project, 
having responsibility in the latter case for the trade and investment component and, through a 

I 

subcontractor, the financial services component. It is reasonable to presume that trade and 
investment promotion should be closely linked to privatization, since privatization in the Nicaraguan 
context involves such a large share of the country's productive sector. However, this has not 
happened as fully as would be desirable. 

This has possible implications for the implementation of the project. INCAE,' a regional 
graduate school, also provides assistance to CORNAP in privatization transaction work through 
consultants financed with funds from IDB. However, INCAE's involvement in privatization 

A transactions is limited by its scope of work to preparing the transaction only through the valuation 
stage. Therefore; INCAE at this stage turns over each case to CORNAP, which has to carry the full 
burden of marketing and subsequent work. Unfortunately, CORNAP's staff limitations have 

The Central American Institute of Business Administration. 



prevented them from keeping up with the pace of INCAE's preparatory work and several cases are 
stalled at this stage of the process. The prospect of refocusing CARANA's work to address this 
problem by assisting CORNAP with marketing immediately comes to mind, but this possibility was 

' 

given little attention either because of the circumstances just described or because of real or 
petceived rigidities in USAID contracting  procedure^.^ 

CARANA did do some work under the project - it 'provided one of the outside cansultants 
for the team that privatized two sugar mills (Julio Buitrago and Victoria de Julio). They were 
contacted twice for expertise in the aluminum and cement, industries. The first did not materialize; 
they could not provide anyone for the second. For reasons that are contested, CARANA felt 
PWIIPG failed to exploit their potential expertise. There was one contretemps for which PWIIPG 
does not appear to have been respon~ible.~ In any case, PWIIPG-CARANA relations were not ideal 
through much of the project, although they have substantially improved now. 

The second situation involves Morgan Stanley, a subcontractor in the PWIIPG consortium. 
In the PW bid for the core contract, Morgan Stanley, a major global investment bank, was presented 
as having special expertise in the privatization of the telecommunications sector, but Morgan Stanley 
has not participated in any PWIIPG activities anywhere. In Nicaragua, the Committee for the 
Privatization of TELCOR (COPRITEL) requested assistance from USAID, and the Mission decided 
to do it through PWIIPG under a separate buy-in. Morgan Stanley was approached but declined to 
participate. PWIIPG management has said that one of the problems with Morgan Stanley was that, 
as an investment bank, they expect a "success" fee. More important is the size of the potential 
remuneration. With PWIPG doing the front end of the tra&iaction, Morgan Stanley decided that 
TELCOR was not a largeenough deal to be of interest. 

MISSION OWNERSHIP OF PROJECT 

The scope of work for this mid-term evaluation asks for comment on the Mission's sense of 
ownership of the project. The Nicaragua case goes far beyond a sense of ownership; this is clearly 
a project inspired by USAIDINicaragua. The Mission played the leading role among donors in 
assisting the government in conceptualiziig and designing the privatization program, and included 
it in a broad-based project to address private sector development generally. There are many 
indications that the Mission has since managed the project in a thoughtful and perceptive manner. 
They seem to have a fine sense of what guidance to provide, what assistance to make available, when 
to be flexible, and on which issues to take a strong position. The best indication of the succcss of 
the Mission's management of this project is that if there is any sense of ownership, it is most 
strongly held by the Nicaraguans themselves. 

CARANA consultante were invited by CORNAP to assist in serial efforts ("Ihgalasa and Valle de Sabaco). 

' In one of the main transactions (Montelimar) in which the investors had agreed to pay an initial amount in 
cash, CARANA consultants euggcsted to them to make that payment in government bonds; this caused a rather 
sharp naction from the government officials that had negotiated the deal, who brought the issue to USAID'S 
attention. Aa a d t ,  USAID asked CARANA not to go beyond ite scope of work. PW/IPG did not request 
USAID to take this action. 



SUSTAINABILITY OF THE NICARAGUA PRIVATIZATION PROGRAM 

One of the goals of the PAD project is to create sustainable privatization projects, which is 
usually judged in the context of institution building. The idea, of course, is that the country's 
privatization institution will absorb the skills of the external consultants and be able to continue with 
the program on its own. Nicaragua has adopted a different approach. Their view is that they do 
not want to create an institution that will exist any longer than the minimum time necessary to 
complete its assigned immediate task. Therefore, Nicaragua has opted to opera@ with a limited 
number of highly qualified managers and to leave most of the technical work to consultants. Plans 
now exist to change the nature of CORNAP from an implementing agency to one that will 
concentrate on tying up any loose ends that remain from the rapidly implemented privatization 
program. 

However, this does not mean that the experience of the past three years will be lost. Some 
of CORNAP's key managers are already being transferred to other government agencies or ministries 
that will be in charge of the divestiture of utilities and public service entities. More importantly, the 
systematic and professional approach to privatization transactions that has been used in the program 
so far, and for which PWIIPG deserves much of the credit, is widely understood and accepted among 
the decision makers in Nicaragua, and seems to be deeply ingrained in the thinking on privatization. 
In other words, the process itself has become "institutionalized" and shows much promise of 
sustainability . 

Perhaps the major issue with respect to sustainability is one that was raised by an IDB's 
senior consultant in a recent review of the program and goes beyond PWIIPG's scope of work.' He 
noted that it was necessary for CORNAP to accept installment payments in many of the privatization 
cases and that there is some question of privatized firms ending up back in the'public sector due to 
possible defaults by the new owncis. Further, this review noted that the financial sector itself is only 
beginning to recover drom past policies and may not be able to provide the required degree of 
assistance to privatized fums. The General Manager of one of the more successful new private 
banks confmed that there were few privatized fm that at the moment could be prudently 
considered as "bankable." This potential issue should be brought to the attention sf  the Mission and 
USAIDtWashington. PWIIPG's performance throughout has been of the highest quality and they 
have undoubtedly made a valuable contribution to the sustainability of the privatization process in 
Nicaragua, which should not be undermined. 

' Joseph J. Borgatti, Asesor Ejectivo; Informe Final, Junio 1993. 



This case study is organized in three sections. The first is a description and assessment of 
the overall Philippine government privatization program It is more detailed than comparable 
discussions in the other case studies. The size of the Philippine effort - it is one of the biggest 
privatization programs in the developing world, if not the biggest - and its pioneering nature justifjl 
this extra attention. Also, syntheses of information about the program are rare. Those concerned 
with privatization experiences may therefore benefit from this presentation, incomplete as it ip. 

The second part of the case study reviews the historical background and organizational 
context of the PAD project. The project is a followsn to an earlier USAD centrally funded 
privatization project that relied on the Center for Privatization (CFP) as the main contractor. 
Experience with the CFP phase in the Philippines is noted only in passing here; the experience was 
itself brief, and not happy. 

The CFP phase and the PAD follow-on were themselves part of a larger USAID/Manila 
effort - the Philippines Privatization Project, begun in 1988. Under this project, USAID/Manila 
financed five IQC contracts with local consulting fm, and used buy-ins to the PAD project to 
provide an expatriate technical assistance component. Between 1990 and the fall of 1992, the 
USAID project financed 80 delivery orders, 74 of them executed by local firms. A September 1992 
evaluation of the USAID project is drawn on here for some summary comments on that project. 

The third part of the case study focuses on the PAD project and its contractor, PWIIPG. The 
work performed under the contract is described and achievements and problems are analyzed. 

THE PHILIPPINE GOVElRNMENT'S PRIVATIZATION PROGRAM 

Government interventions in the Philippine economy multiplied in u.2 1970s. The public 
enterprise sector grew enormously - from fewer than 50 stateswned enterpris~s in the early 1970s 
to almost 300 a decade later. Economic deterioration in the early 1980s led to widespread 
bankruptcies of state-financed private f m  and the accumulation of nonoperating assets by the 
government's main development finance institutions, the Philippine National Bank (PNB) and the 
Development Bank of the Philippines (DBP); some 400 privats enterprises were affected. National 
government budget transfers to the public enterprise sector grew from well under 2 percent of GDP 
per annum in the mid-1970s to 3.4 percent in 1980 and 4.3 percent in 1981 .l 

I 

i This heavy fiscal drain and the general economic crisis forced the Government of the 
Philippines (GOP) to give early attention to privatization needs and possibilities. Initial approaches 
to privatization strategy were sketched out in 1983. They were extended and reformulated in a 1984 

f b  

World Bank, "Project Completion Report, Reform Program for Government Corporations, Loan 2956-Ph., " 
Industry and Energy Operations Division Country Dept. I, East Asia and Pacific Regional Office, April 2, 1993, 
Annex Table I. 
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World Bank structural adjustment loan. Extensive studies of the public enterprhe sector followed, 
and the institutional and policy framework for disposition of state asets was elaborated. 

The Program 

In 1986 the privatization program was formalized in a set of decrees spanning the last months 
of the Marcos regime and the beginning of the Aqriino administration. Mrs. Aquino's Proclamation 
#50 @ecember 1986) created the two agencies with major responsibility for privatization: the 
cabinet-level Committee on Privatization, responsible for policy making, and the main implementing 
entity, the Asset Privatization Trust (APT). 

APT was given responsibility for disposing of unpaid loans and equity in nonperforming 
private companies held by the main development flnance institutions, PNB and DBP - so-called 
transferred assets. APT was also named disposition entity (DE) for 27 SOEs, or, aq they are called 
in the Philippines, GOCCs, for government-owned or -controlled corporations. This responsibility 
for privatizing SOEs was not APT'S alone; 13 other DEs were named, most of them the oversight 
agencies that administered the GOCCs in question. But APT was the main privatizing agency; the 
assets transferred to it, including the 27 GOCCs, numbered more than 400. 

In 1988 the GOP received a $200 million sectoral adjustment loan from the World Bank 
(Reform Program for Government Corporations). This included divestiture components and programs 
for better mvlagement of retained SO&. Other donors participated, mainly by providing technical 
assistance. Under its 1988 Privatmtion Project, USAID/Manila made available a $5 million grant 
for assistance in valuation and markkting of GOCCs. 

The program was ambitious. Of the 301 GOCCs recorded in 1988, 122 were to be 
privatized: 59 were to be "abolished" (presumably liqufdated), and another 40 were to undergo 
changes in status (consolidated with other units, for example) but remain in the public sector. And 
39 were to be retained in the public sector as they were - though this number was increased to 79 . 
as the program ev~lved.~ 

In addition, at the beginning of the program in 1987,399 nonperfarming assets of PNB and 
DBP were transferred to APT for disposition, along with 27 GOCCs and a few other accounts. 

Achievements 

By many criteria, and in the judgement of most observers, the government's privatization 
program has been a great success. This is the conclusion of World Bank's evaluators, as given in 
the Project Completion Report on the government corporation reform project. The most recent World 
Bank economic memorandum on the Philippines concludes that the privatization program has been 

Actually, four had been privatized prior to miow by the Department of Management and Budget - in other 
womb, only 118 were sent to the President for approval. 

World Bank, "Project Completion Report . . . ,"l993, Table 5. 



"implemented successfully with more than 60 percent of public assets identified for the first stage 
of privatization having already been offered for sale."4 

A great many state assets have indeed been divested, and the financial resources generated 
thereby have been substantial - probably more than in any other developing country until very 
recently. The total proceeds from privatization between 1986 and mid-1993 amounted to $2.3 billion 
(conversion rate: 27 pesos := 1 $US). Of this amount, $1.33 billion was generated by APT sales of 
the transferred assets under its authority, and $926 million from sales by other DEs.' 

Of the 400sdd assets given to APT in 1987, more than 300 had been sold by September 
1993, yielding more than P35 billion. Table VIII-1 shows the details. Of the assets remaining on 
its books in September 199:3, about half were uncollected - in most cases uncollectible - notes. 
Only 50 were physical assets, the rest being financial and equity items. Only about 40 assets of all 
kinds were regarded as vendible, most of these probably being financial assets. The divestiture 
program entrusted to APT can thus be regarded as more or less completed. 

Of the 122 GOCCs to be divested, 85 had been offered for sale by June 1993, and 71 had 
either been.sold or approved for liquidation. The 71 consisted of 27 GOCCs that were fully sold, 
26 that were partially sold, and 18 that were approved for dissolution (liq~idation).~ The total 
proceeds from these sales was P23 billion. Most sales were transacted at well above floor prices, 
and the realized yield from sdes was greater than anticipated when the program began. Table VIII-2 
shows GOCCs privatized as of January 1994, and those remaining in thr: state portfolio. 

The GOP performed better on privatization than was required in the conditioned policy loans 
of the 1980s. The World Bank conditionality for example, was complied with more than 
satisfactorily. This was a factor in keeping program aid flowing during these years.' 

' World Bank, rite Philippines: An Opening for Sustained Growth, 1993. 

Of this amount, about $600 million was remitted to the Treasury, $600 million was held in escrow due to legal 
problems, $370 million was held by DEs, and $740 million wae remitted to the Agrarian Reform Agency (CARP). 

Su months later, at end-Decembar 1993,37 GOCCs had been fully sold and partial privatizations numbered 
25. 

' The loan conditionality requid offer for sale of 60 GOCCs representing at least 50 percent of the book value 
of the assets of the GOCCs to be privatized. With the Philippines Airline auction, in January 1992, the number 
of GOCCs offered for sale reached 85, representing 62 percent of the assets of GOCCs to be privatized. Onl;~ 37 
had actually been fully privatized by mid-1993, and another 25 partially sold; the fate of those "approved for 
dissolution" is not clear. The share of total publicly owned equity represented by the transactions that actually 
occurred is unclear. 



TABLE VIII-1 

Dia~osal Mode 

1. Bidding 
2. DDBO-AV 
3. DDBO-TP 
4. Rsbieval 
5. Negotiated Saie 
6. Non-APT Sales 
7. Other Modes 

Partlelly Disposed 

1. Bidding 
2. DDBO-AV 
3. DDBO-TP 
4. Retrieval 
5. Negotiated Saie 
6. Non-APT Sales 
7. Other Modes 

SUMMARY OF ASSET DISPOSITIONS 
(As of September 30, 1993) 

N.A. 
N.A. 
N.A. 
N.A. 
N. A. 
N.A, 
N.A, 

Appraised value 
IP '000) 

4,612,164 
1,342,776 
4,468,304 

548,718 
10,603.997 

N. A, 
N.A. 

1,822,429 

l,43O, 1 1 1 
1,438 

0 
' 0 

386,830 
N: A. 
N.A. 

Note: Transfer Rice includes contingent exposure. 

Source: APT, Third Quarter 1993 Report 



TABLE Vlll-2 

GOCCs PRIVATIZED 
(As of January 1994) 

1. Asia Industries, Inc. 
2. Associated Bank 
3. Beta Electric Corporation 
4. Bicolandia Sugar Development Corp. 
5. Coco-Chemical Philippines inc. 
6. Commercial Bank of Manila 
7. Davao Equipment Manufacturing Corporation 
8. Gasifler & Equipment Manufacturing Corporation 
9. Hotel Enterprises of the Philippines 
10. International Corporate Bank 
1 1. Luzon Integrated Services, Inc, 
12, Marina Properties Inc. 
13. Maunlad Savings and Loan Association Inc. 
14. Mindanao Textile Corporation 
1 5. Mindeva Refrigeration Industries Inc. 
16. Monte Maria Poultry Farms Inc. 
17. Nadeco Realty 
18. National Marine Corporation 

38. Carmona Woodworking Industries Inc. 
39. Furniture Manufacturing Corp. of the Phils, 
40. Nationai Suaar Refineries Corp. 
41. Negros Occidental Copperfield Mines inc. 
42. NDC-Guthrie Plantations inc. 
43. NDC-Guthrie Estates Inc. 
44. National Shipping Corp. of the Phils. 
45. Phiiippine Airlines Inc. 
46. Philippine Cotton Corporation 
47. Phiiippine Dairy Corporation 
48. Phiiippine National Bank 
49. Petron Corporation 
50. PNOC Coal Corporation 

63. Agro-Livestock Commercial Development Corp. 
64. Asia Goodwill Fishing Corp. 
65. Bislig Coal Corp. 
66. Builder's Brick, Inc. 
67. Construction Manpower Development 

Foundation Inc. 
68. Davao Agri-Business Development Inc. 
69. First Chicago Leasing & Equipment Credit Corp. 
70. Grains insurance Agency Corp. 
71. Inca Coffee Estates Corp. 

20, National Slipways Corporation 
21. Nationai Stevealoring & Lighterage Corp, 
22. Philippine Plaza Holdings Inc. 
23. Philippine Nationai Lines 
24. Pilipinas Bank 
26, PNOC Energy Supply Base Inc. 
26. PNOC Marine Corporation 
27. Primary Foods hc. 
28. Republic Planters Bank 
29. Tacoma Bay Shipping Company 
30, Usiphil Inc. 
31. Union Bank of tlhe Philippines 
32. Bancom Insurance Brokers inc. 
33. Barcelon Roxas Securities Inc. 
34. Argao Resort Dc~velopment Corp. 
35. DBP Service Corp. 
36, PNOC Petroleum Carriers Corp. 
37. Veterans Manpower & Protective Service, Inc. 

5 1 . Semirara Coal Corporation 
52. The Energy Corporation 
53. Wood Waste Utilization & Development Corp. 
54. Century Bank 
55. Century Holding Corporation 
56. National Realty C)evelopment Corporation 
57. National Service Corporation 
58. National Warehousing Corporation 
59. NlDC Oil Mills, Inc. 
60. Phiiippine Exchange Company Inc. 
61. PNB lnternational Finance Ltd. 
62. PNB Venture Capital Corporation 

72, Kaunlaran Food Corp.73. National Chemical 
Carriers, Inc. 

74, NDC-Nacida Raw Materials Corp. 
75. NDC-Plantations, inc. 
76. People's Livelihood Enterprises, Inc. 
77. People's Technology Terminal Corp. 
78. Philippine Genetics, Inc. 
79. Prime Center Trade International System Inc, 
80. Wood Koal, inc. 
81. ZNAC Rubber Estates Corp. 
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Table Vlll-2 - Continued 

82. APO Ploductlon Unit, Inc. 
83. Basin Dredging & Development Corp. 
84. East Visayas Agricultural Rojects, inc, 
86. Ley.s Park Hotels, Inc. 
86. Northern Foodb Corp. 
87. Philippines Fruit & Vegetabtea Industries Inca 
88. Phil. Shipyard Engineering Corp. 
89. Philippine Sugar Corp. 
90. Phividec Panay Agro-industrial Corp. 
91. Ridge Resort & Convention Center, Inc. 
92. San Carlos Fruit Corp. 
93. DBP Data Center Inc. 
94. Philippine Amanah Bank 
96. Food Terminal Inc. 
96. Republic Transportation & Shipyard Corp. 
97. Metro Manila Transit Corp. 
98. Phlllppine Helicopter Services, Inc. 
99. Manila Hotel Corporation 
100. Meat Packing Corporation of tho Philippines 
101, Batangas Land Company, Inc. 
102. GY Real State, Inc. 
103. Kamayan Realty Corporation 
104. National Steel Cor~oration 
106. National Trucking bnd Forwarding Corp. 
106. Phil. Associated Smeltinn 81 Refinina Gorp. 

107. Philippine Phosphate Fertilizer Corp. 
108. Philippine Plate Mills Co., Inc. 
109. Philippine Pyrite Corporation 
1 10. Plnagkaisa Realty Corporation 
1 1 1. Refractories Corp, of the Philippines 
1 12. Intagrated Feed Mills Corp. 
1 13. Marawi Resort Hotel inc. 
1 14. Mlndeva Coco-Coir Inds., Inc. 
1 15. Mountain Spring Development Corp, 
1 16. Panaon Prawn Development Corporation 
1 17. Shoe Technology Corporation 
1 18. Filoil Industrial Estate Inc. 
1 19. Filoil Refinery Corp. 
120. Malangas Coal Corporation 
121. PNOC Oil Carriers, inc. 
122, NIA Consult, Inc, 
123. Manila Gas Corporation 
124. Inter-Island Gas Service, Inc. 
126. Pagkakaisa Gas Storage Corporation 
126. Pacific East Asia Cargo Airlines, Inc. 
127, Petron Tankers Corporation 
128. Pettophil Tanker Corporation 
129, PNOC Shipping & Transport Corp. 
130. PNOC Tankers Corp. 

Source: Committee1 on Privatization, January 10, 1 994. 

Economic Impact 

Thre economic impact of these achievements is hard to assess. Direct benefits to the 
Treasury were about $700 million of the $2.3 billion in realized proceeds, though this figure does I 

not include allocation of some sales proceeds to pay off government obligations, nor the payments 
that will be transferred when legal issues have been clarified, nor deferred payments that might add 
another PI0 billion (about the"sarne amount went to agrarian reform activities). However, rising 
operating subsidies to GOCCs still in the state portfolio more than counterbalance the inflow to the 
treasury. Data are not at hand to allow estimates of whether and by how 'much the aggregate value 
of the state portfolio has been reduced. 

One study has been done - an assessment of changes in efficiency and financial status of 20 
APT-privatized firms, mainly in the sugar, cement, hotel, and textile industries. The study found 
some positive changes.* Twenty firms studied represented about 15 percent of the proceeds of APT 
sales through 1991. Sixteen of the 20 were found to be operational, 8 already profitable. Efficiency 
had been raised by cutting the work force (in all cases with adequate severance benefits), 

CN Consultants, Development Impact ofthe Divestment to the Private Sector qfthe Asset Privatization Ihcst- 
Held Assets, 3 vols. A Study Conducted for USAID, January 1992. 



restructuring finances, and professionalizing management, as well as by focussing objectives on 
profit-making . 

The report is suggestive, but much of it is ambiguous. Details on the internal productivity 
improvements are sparse. The nature of the privatizations and the pre-privatization condition of the 
fm (other than as seen by their balance sheets) are not clear. In several cases (sugar, cement) 
industrial concentration increased, because the buyers were major existing fums. In one case 
(textiles), monopoly power was clearly augmented. It is, in any case, too soon to see many effects 
on eficiency, because they often appear only after some years under private management. 

Shortcomings and Problems 

Although the volume and value of sales and these hints of post-privatization efficiency 
increases warrant positive judgements about the efficacy and impact of the privatization program, 
many contrary indicators also exist: 

@ The number of GOCCY that the GOP decided to retain in the public sector doubled over 
the course of the program - from 39 to 79 of the 200 that existed at the outset of the 
~rogram;~ 

More than half the assets sold by APT were financial - unpaid notes. The direct 
economic impact of these transactions is probably small; 

Most of the divestitures involved small GOCCs: only 4 sales of more than PI billion 
($33 million) occurred between 1987 and 1991; 2 of these were partial.1° Along with 
the sale of 67 percent of the shares of Philippine Airlines (PAL) in January 1992 (PI0 
billion), these 5 large transactions accounted for almost 80 percent of the P22 billion 
generated from GOCC sales as of mid-1992. The 50-odd other GOCC sales thus 
averaged under $3 million each; 

The pace of the program has tended to slow down. Only 10 of the full divestitures 
occurred after 1990, compared with 27 between 1988 and 1990. (The pace of partial 
sales was faster - 17 between 1991 and January 1994, compared with 8 before 1990.) 
Divestiture of larger enterprises has gone especially slowly. Only 3 of 11 bigdicket 
SOEs slated in the late 1980s to be privatized by the end of 1991 had been fully sold as 
of January 1994 (PAL, Luzon Integrated Services, and Bicolandia Sugar);" 

The 200 figure is derived a9 follows: 122 approved for privatization - of which 4 privatized be~fore the 
program began - and 79 retained in the public sector. 

'O Government sold 30 percent of the PNB for P1.8 billion; 100 percent of Marina Properties, Inc. for the same 
amount, 100 percent of Philippine Plaza Holdings for P1.5 billion, and 70 percent of Union Bank of the Philippines 
for PI biion (Committee on Privatization, Annual Report, 1991). 

" F.U. Buatos, "The Philippine Privatization Program, " Economic Brief # 15, the PIT0 Economic Brief Series, 
East-West Center, Honolulu, December 1993, Table 3, p. 19. 



The bulk of transferred asset sales was also small. Of the P31 billion proceeds from 
sales of fully disposed assets by APT as of September 30, 1993, the 5 biggest (more 
than P1 billion each) account for P14.6 billion, or almost half. Of APT'S partially 
disposed asset sales totalling P3.3 billion, 80 percent came from 6 transactions;12 and 

W flow of subsidies from the national budget to the GOCCs increased during the 
1980s. Overall net flows to the GOCCs have declined, from an average of about 3 
percent of GNP in the early 1980s to an average of well under 1 percent in 1988-1990. 

. 'But this is due to a shrinkage of equity purchases. Direct operating subsidies actualiy 
grew aJsumingly in the 19809, from an average of 1.1 percent of GNP in 1984-1986 to 
3.2 percent in 1989 and 4 percent in 1990.13 

Qualitative considerations raise further questions about the effectiveness of the program. The 
policy, institutional, and regulatory structure put in place to implement and guide the privatization 
process had serious ,deficiencies: 

Some basic tenets of sound policy were either absent or overridden by privatization 
opponents. Bureaucratic, political, and intellectual opponents argued that there was no 
point in selling profitable companies, that it was desirable to restructure before selling, 
and that no sales should occur below the "transfer price" - the book value at the iime 
of state acquisition. They also argued against foreign capital participation. Such 
policies are inimical to effaive privatization. Yet government's policy stance was 
never strongly enough articulated and defended to beat back these arguments. l4 One 
example: although officials call for increased foreign investment, the prevailing policy 
until recently prevented foreigners from taking more than a 40 percent ownership share 
in any entity. The new foreign investment law changes this, and some foreign 
investment takes place in joint ventures, but government policy continues to emit mixed 
signals to potential foreign acquirers of divested state assets; 

The institutional framework contains basic flaws: 

- Most important was the creation of 14 disposition entities instead of 1. Thirteen of 
these (all except APT) were the oversight agencies responsible for administering 
GOCCs in their sector. This made the beneficiaries of the status quo the presumed 
agents of change, with predictable footdragging as a resu1t;l5 

l2 Asset Privatization Tmt, "1993 Third Quarter Report," pp. 9 ff. 

l3  World Bank, "Project Completion Report . . . ," 1993, Annex Table 3, p. 56. 

l4 The Manila Hotel, a moncymakw, is a case in point. President Aquino announced it to be ra, prime candidate 
fbr early privatization in 1989. It remains atateowned in 1994. 

IS For example, the National Development Company was responsible for privatizing 36 GOCCs, the Presidential 
- ,  Management Staff 13, PNB 12, the oil company (PNOC) 8, the Department of Agricdture 6, and ao on. (World 
I.. 

Baak, "Project Completion Report . . . ," p. 4.) 
0 



- Nowhere in the privatization legishtion and organizational arrangements was room 
made for the Commission on Audits (COA) - a terrible oversight, because this 
agency could claim large jurisdictio,r over public asset pricing. In the event, COA 
proved capable of blocking privatization actions and distorting policy. It was 
extremely zealous, perhaps overzealous, in its attempt to ensure transparency and 
avoid sales at bargain basement prices. It set unrealistic: sales requirements, including 
insistence on historical cost-based selling floors. It refused for 10 months in 1988 
and 1989 to allow the use of outside consultants in the privatization process;16 and 

- Low salaries and other personnel problems led to impetfect staff commitment and 
high job turnover among senior officials in charge of privatization implementation. 
The Committee on Privatization had four different heads between 1987 and mid- 
1992; the technical committee was headed by six different finance under-secretaries 
in the period 1987 to end-1992; 

The legal h e w o r k  got worse, not better, in some key respects. Republic Act (R.A.) 
rfn181 of January 1992, which extended the life of APT and the Committee on 
Privatization, introduced constraining new conditions on the privatization process. 

Not all the new legal requirements are bad: the provision that sales be for cash only, 
prohibition of sales to former owners who mismanaged or pillaged companies, and a 
requirement to offer 10 percent of diveateti shares in going concerns to small local 
investors. All these requirements have much in their favor. But other requirements are 
less defensible: 

- Provisions that sales of going concerns should not cause "undue dislocation of labor," 
and that disposition entities must prove to the Committee on Privatization that all 
severance and other legal or negotiated benefits were paid to workers; 

- A provision that sale prices to former owners cannot be below original transfer prices 
plus accrued interest minus loss recoveries at time of sale; and 

- A requirement that when a sale price is less than original transfer price, a loss 
recovery provision is mandatory. 

The privatizacon program seems to have been free of major scandals. This is no small 
achievement, given the large amounts of money involved, the complexity of transactions, the 
weaknesses of administrative capacity in general and financial controls in particular, and the popular 

l6 In Match 1990 these mattem were mrtcd out, and the role of COA clarified. But COA rules continued to 
impose rigid salts requiremd~lts. h the name of transparency, they required that ail GOCCs and transferred assets 
be sold by auction. The auction had to have a minimum of two biddm and selling price had to be above specified 
floor prices, which wem often based on COA recommmdations. Thew rules apparently ware not followed (or 
Wed bidding was commonplace), becaw, looking at APT tranaactione alone, plenty of negotiated sales took place 
- more than auctions: 115 negotiated sales compared with 88 salw by bida between 1987 and September 1993. 
And in the first 9 months of 1993, procads from negotiated sales of APT were 35 times as great as proceeds from 
sales via bidding. (AFT, "Third Quarter 1993 Report. ") 



perception that corruption and cronyism are widespread in the general environment. There have 
nonetheless been some criticisms of specific transactions: 

The Philippine Airline sale is faulted on several counts, The consortium that was 
successful in buying 67 percent of PAL stock (PR Holdings) turned out to be in large 
measure a front for Lucio Tan, an alleged Marcos crony. Moreover, the consortium 
claimed to have as technical partner Korean Airlines, but the Koreans somehow 
evaporated after the bid was won. Therefore, the hoped-for injection of new 
management and investment from a muscular technical partner will not result from this 
change in ownership. Moreover, the'PAL sale violated the spirit of the rule that 
prohibits buyers from reselling for three years after purchase. Although the buying 
entity, PR Holdings, cannot sell, nothing prevents the stockholders in PR Holdings from 
reselling, as one of the major shareholders seems to have done; and 

The Philippine National Bank offering of 30 percent of its shares in 1989 was sold at 
too low a price; its shares doubled in price a month after the initial offer. There were 
accusations of insider trading. Also, since the privatization was partial, government 
remained mqjority owner and carried on with old political practices harmful to efficient 
operations. After the 1992 elections, for example, Pmident Rarnos replaced top PNB 
management and its Board of Directors, just as he replaced the management of other 
GOCCs. Furthermore, the government seems unwilling to fully privatize PNB. In 
1992, pressed for cash, it sold 11 percent of its remaining 53 percent holding to the 
social security fund rather than to private buyers." 

Given the multiple obstacles in the way of speedy and effective privatization, it is impressive 
that so much has actually been done, and done well. But procedures remain laborious (see "How 
Time Flies" below), and sales of so-called big-ticket items lag badly. The public sector slimming 
process has a long way to go; the state presence remains strong in many markets. And the fiscal 
burden of the GOCCs has been reduced only in the sense that budget-financed investments have been 
cut back; direct operating subsidies from central government to GOCCs are - or were until 1991 
- substantial and rising. 

THE USAID PRIVATIZATION PROJECT 

The PAD project has history and context that merit some comment. It is a follow-on to the 
USAID privatization project contracted in 1988 to the Center for Privatization, PWIIPG's 
predecessor as principal USAD contractor in privatization. And it is part of the larger USAID 
privatization project that awards IQC contracts to local consulting firms and bankers. 

" Government needed cash to stay within the budget deficit specified in its program with the IMF. The 
. Department of Finance pushed to sell 8 percent to the private sector, which would have given private holders 
majority ownership. (The present ownership of PNB, after the sale to the social security fund, is 46 percent 
government and 43 percent private sector [Economist Intelligence Unit, Philippine Alert, September 19921.) 



HOW TIME FLIES: CHRONOLO~V OF PNOC PRlVATlZATlONS 

A chronology of one small subset of privatizations - that of several subsidiaries of the ! Philippines National Oil Co. (PNOC) - is illuminating. In Au~ust  7987 PNOC was named 

1 disposition entity for privatizing' six of its subsidiaries. In November it submitted to the 
Committee on Privatization (COP) its proposed privatization plan, based on the committee's 

1 guideline that full divestiture be implemented within one year. In December 7987 COP 
informed PNOC how to proceed - fgr example, to ssll assets of one coal-producing subsidiary, 

1 change the method of sale for another, and hire a third party valuator. In February 7988 
PNOC management countered that it believed the sale of assets was not advisable and ' proposed to pursue sale of shares. In June the ensuing bids were declared failures because 
of the lack of bidders. In July PNOC sought clearance from COP to negotiate a sale. The 
request was rejected, In September another coal area was bid and failed for lack of bidders. 
In November PNOC recommended alternative methods of divestiture. In December COP asked 
for details. Between January and March 7989 the two agencies discussed timetables. In April 
PNOC submitted to COP a draft scope of work tor privatization studies for three subsidiaries 
under USAID's technical assistance grant. COP rejected the negotiated saleijoint venture 
arrangements proposed by PNOC. 

In May 7989 the coal companies proposed that COP clarify alternatives, asked that second 
bidding be dropped as sure failures, and asked for an OK to negotiate a royalty scheme with 
a potential operator. In October a second round of bids nonetheless opened, with no 
response. In November PNOC again asked for COP approval to negotiate sale of the coal 
areas, which was granted. In April 7990 COP approved a PNOC proposal to reduce floor price. 
In July 7990 COP told PNOC that USAID-financed scopes of work were approved. In August 
COP approved the PNOC plan includine longer deferred payment terms and joint venture 
arrangements. In October PNOC invited 19 possible buyers, but only 3 came. 

In January 7997 PNOC sent a modified scope of work to COP for USAID consultants. In 
February the PNOC Board approved sale of several coal areas, and in March requested 
clearance from COP to negotiate on the basis of specified prices the sale of two arees. COP 
approved but required that the payment scheme be changed from four equal installments to 
four declining annual payments. (The latter was in effect a lower offer in present value terms.) 
In April PNOC said no and asked COP if it could proceed on the old terms, since the buyer 
would not change his offer. In May COP said OK. The final award had not been approved by 
the Commission on Audits as of 7993. 

In October 1997 the IPGIPW consultants began valuations and strategy studies for two PNOC 
subsidiaries (MCC and PDEC]. Their final report was submitted in February 7992 for PDEC, 
and in March for MCC. The PNOC Board approved sale of PDEC assets for P420 million in 
March, and COP approved the sale in April, with bidding to take place in October. In June 
7992 PNOC management approved the request of MCC management to restructure the mine's 
operations to gPrt a higher selling price than that recommended by the consultants. 

Source: Asian Development Bank, PNOC Energy Project, Loan # 726-Phil., "Project 
Completion Report," 1993, Appendix 13. 



Two Phases: Nonutihation 1988-1990, Rebirth 1991-1993 

The privatization project under CFP tutelage was something of a fiasco. It began in mid- 
1988 with financing of $5 million. By mid-1990 it had disbursed only $300,000. No project funds 
had been used to flnanh expatriate services. This extraordinarily low rate of utilization was due to 
various factors: the blockage of all hiring of consultants by COA; the desire of the disposition 
entities to use their own staffs, and their perception that the USAID money could be used only for 
the five IQC contractors (four accounting firms and one investment advisory firm) included in the 
contract along with the Center for Privatization; and the perception that banker-type services were 
needed, which in their view were not amenable to IQC arrangements.lS 

In tandem with the follow-on contract that was awarded to PWIIPG, much more utilization 
took place. (This refers not to PWIIPG alone, but to the associated local IQC firms as well.) By 
June 1992 almost $4 million of the $4.5 million grant was committed; 11 disposition entities and 
other bodies had tapped the project's funds. Eighty GOCCs and transferred assets had benefited 
from funding for technical assistance in policy reviews, asset appraisals or valuations, privatization 
strategy statements, or advisory services. 

Achievements 

This USAID privatization project received a highly favorable evaluation - at least for its 
1990-1992 perforrnarxe - in September 1992.19 The evaluators reported that the project's clients 
(the Department of F i c e  and APT in particular) were invariably satisfied with the consulting 
services made available under the grant. They and other DEs asserted unanimously that the project 
served as a highly useful catalyst in pushing the privatization process forward. The IQC mechanism 
allowed access to b w  consultants than would have been possible otherwise. Although some of the 
local IQC fiirms complained about lack of transparency h USAID award of contracts, they were 
,generally very positive about the USAID arrangements. 

According to the evaluators, the assistance provided through the project helped achieve the 
following: full or partial sale of 10 accounts, preparation of 32 accounts for bidding, studies of 10 
accounts and identification of one account for dissolution, and 17 accounts analyzed for privatization 
strategy. 

The USAID privatization project had several deficiencies and problems: 

Several of the IQC contractors found a lack of transparency in USAID contract awards. 
Competitive bidding was not used in the allocation of delivery orders; 

IE Carl Ludvik and Emmanwl Antonio, An ELvrluorion of the USAWPhilippines Privatization Project, Center 
for Privatization, Washington, D.C., August 1990. 

l9 Inhndos/International Management Group, Evaluation of the USAlD/Philippines Privatization Project, Final 
Report, Manila, September 1992. 



It does not appear that USAID or its contractors put much effort into remedying the 
institutional and policy obstacles that became evident as the program unfolded - the 
mixed signals on foreign participation; the lack of integration into the process of COA 
and important DEs other than APT; the frequent appeal in asset valuation to historical, 
cost-based price floors; and the use of so-called transfer prices that had dubious 
economic justification. It is important to note, however, that reducing these obstacles 
was not the primary purpose of the project, which was rather to prepare assets for 
transactions; 

The weaknesses and gaps in the privatization institutional arrangements led to some false 
starts. The USAlD project, for example, dealt with APT and the Committee on 
Privatization primarily. This left at the edge of the circle too many key players - 
notably COA and key DEs. It sometimes happened that USAID and APT or Committee 
on Frivatization officials agreed to do a piece of work for GOCCs without the assisted 
entities having been adequately consulted. Contractors selected to do the work 
discovered unwilling clients. Their access was obstructed, their study tended to be 
ignored. Once again, this deficiency is not one of implementation; the project was 
designed to assist APT and COP; and 

U.S. legislation limited the range of privatization services that could be offered. Thus 
PWIIPG had to pull out of its engagement ,with the Philippine Phosphate Fertilizer Co. 
(Philseco) because USAIDflManila judged it illegal under Section 599 of the 1973 
Foreign Assistance Act, which rules out USAID funding for fm in export processing 
zones unless there is a Presidential certificatio'n that such assistance is not likely to cause 
U.S. job loss.20 

THE PAD PROJECT 

Tfie previous discussion refers to the USAID Philippine Privatization Project as a whole - 
the provision on an IQC basis of consulting services on privatization by six fm, of which Price 
Waterhouse was one. The positive evaluations of that project - by users and by the USAID mission 
- reflect the achievements and good performance of all the IQC consulting firms, including 
PWIIPG. But IPG was of course only a part of the project; of the 80 GOCCs and transferred assets 
given assistance under it as of late 1992, only 6 involved PW/IPG.21 

A USAID document of May 1993 noted that Philseco was a registered enterprise in the Export Processing 
Zone Directory and that for lack of time and other reasom USAID/Manila would not seek presidential exemption. 

*' AYC consultants did 7; CFP 1; the Center for Resaarch and Communication 4; C. Valdes 15; Investment 
and Capital Corp. of the Philippines 19; J. Cunanan & Co, 14, and SGV Consulting 15. Of the 80 consultancies, 
37 were for privathtion plans and 37 for valuation studies. (Intrados/International Management Group, "Evaluation . . . , September 1992, Appendix Vm.) 



Work Accomplished 

WIIPG had eight delivery orders (DOs) or buy-ins under the PAD project (Table VIII-3).*' 
They were the source of most of the expatriate technical assistance provided by USAIDIManila under 
the Philippine Privatization Project. 

Under the technical assistance to APT, PW did privatization strategies and valuations for two 
copper mines - the North Davao Mining Corporation and Mariculum Mining - and die Paper 
Industries Company of the Philippines (PICOP), reviewed APT action plans, conducted a local 
training workshop, and provided general guidance in bidding and marketing procedures. For the oil 
company (PNOC), their assignments were valuation and privatization action plans for two 
subsidiaries: the PNOC Marine Corporation and Malangas Coal Corp. The Light Rail Transit 
{PAetrorail) study involved valuation. The OEA work was mainly for a study of privatization options 
in the power sector. The project design (a new privatization project) was done for USAID. The 
Philippine National Railway DO was for a preliminary analysis of its privatization potentials. 
Options for the north-south toll road were analyzed and a pricing study was done for determining 
the value of APT'S shares in Bagacay. 

TABLE Vlll-3 

PWIIPG BUY-INS, USAIDIMANILA, 1 990-1 993 

I Purpose I Commitment($) 1 

802 14 I 12 I PNOC I 247,380 

8021 1 

8021 9 I 19 I LRTA I 262,165 

90235 I 21 OEA 177,836 II 

3 

80229 1 28 1 Bagacay 1 79,697 II 

TA to APT 

201 63 1 4 1 1 Seminar 1 23,938 11 

667,400 11 
11 

90254 4 1 

201 66 I 42 I Railwavs I 151.812 11 

Design Future Projects 77,304 

PWIIPG Achievements 

I I I 

The USAID Mission (and in particular the Private Enterprise Support Office) rates the 
PWlrPG performance as excellent throughout. Personnel provided by PWIIPG were judged to be 
of consistently high quality and at appropriate levels of seniority. PWIIPG showed great flexibility 

" This section relies on information provided by the Private Sector Support Office of USAIDIManila, in 
interviews rand in their written response to the questiomaire cabled from Washington to all missions. 



and raponded quickly and well to USAID requests. They were judged to network well with other 
donor agencies. The Mission found the IPG outputs to be solid and pertinent. 

Responses by WP-using agencies to evaluation questionnaires sent out by the Private 
Enterprise Support Office were also very favorable to, PWIIPG. Top ratings of 9-10 were not 
uncommon; none seems to have been below 7 - which denotes better than average. Significant 
effort went intc capacity building, through seminars and training workshops and by on-the-job 
demonstrations. Everybody commented favorably about IPG's performance in this area. 

In addition to responsiveness, flexibility, and good rapport with USADD staff and client 
agencies, PWIIPG innovated in several directions. They included private sector representatives in 
their wxkshops - apparently not standard practice in the past. Following up on leads given in the 
rnidterm evaluation, which reflected their own staff insights, the PWIIPG consultants pushed hard 
for approaches to privatization that would supplement divestiture, notably through build-operzte- 
transfer schemes. 

Fast-track legislation and other measures aimed at encouraging private investment in power 
and other sectors through BOTs reflect in part USAID and PWIIPG proselytizing. There is presently 
more discussion of BOTs in the Philippines, and more initiatives, than in any other developing 
country. More than 160 BOT projects are in circulation, representing an estimated investment of 
$17 billion, though most of these are still at the concept stage.23 

The desirability of greater emphasis on private provision of public services is found also in 
the PWIIPGdrafted design for a follow-on privatization project in the Philippines. The proposed 
new project emphasized the spread of ideas about private provision by seminars and other means, 
and accelerated resort to BOTs and related inst~uments.~~ 

Finally, the PW/?PG presence, and the competitive atmosphere it created, galvanized the five 
local IQC firms, making them more aggressive in pushing the MOF and USAID for business. 
Studies done by the locai consulting firms between 1988 and 1991 did not use ilidrlstry expertise in 
valuing companies. PW IIPG did use such expertise, creating new precedents. Also, PWIIPG 
demonstrated the irnpomlce of a strong marketing effort in the sale of PNOC's ship repair facility. 

Project Weaknesses 

Few Transactions Completed 

Most observers put great weight on transactions actually completed as a criterion for 
evaluating the effectiveness of assistance for privatization. 

Most are in the power sector, but indvstrial estates, toll roads, ports, water supply, and other sectors are also 
represented. As of October 1993, only 4 projects were actually being implemented - 2 in power generation, 1 in 
light rail transport, and 1 in urban water supply. Contracts had been awarded but work not yet begun on 10 others 
and bidding was imminent or under way for 6 more. The rest - the vast majority - were at the concept stage. 
(Economist Intelligence Unit, Philippine Alert, October 1993, pp. 40 ff.) 

The proposed new project failed to obtain congressional approval. The ~h i l i~d ine  Privatization Project, and 
the PAD buy-ins that it financed, thus came to an end on December 31, 1993. 



Judged by this criterion, neither the overall USAID Philippine Privatization Project nor the 
PAD project can be said to have been very successful. The umbrella project helped bring about only 
6 full divestitures (sdes) and 4 partial divestitures, out of the 80 entities that received USAID- 
financed technical assistance. Only 2 sales seem to have resulted from the PWIIPG inputs - 
Mariculurn mining and the PNCIC ship repair facility. North Davao was closed down, as PWIIPG 
recommended. In any case, the number of divestitures is obviously an unduly harsh criterion, since 
many other factors beside the eificacy of consultant inputs are at work in explaining the nature and 
effectiveness of any program. 

Excessively Costly Valuations 

The second weakness - which is not specific to PWIIPG but seems to be general in the 
privatization business - has to do with approaches to valuation. As in other countries visited in the 
course of this evaluation exercise, many asset valuations have come to be too lengthy, complicated, 
and expensive relative to the value of the assets whose privatization is being sought. In many cases 
a range of asset valua is calculated, using different methods. The idea is to help establish floor 
prices. In some cases, also, restructuring plans are included in the privatization plan. 

mere are understandable reasons behind these phenomenons - the search for transparency 
and political protection, for example. But consultants should make clearer that historical costlbook 
valuelvalue at time of transfer to government are analytically empty notions, not really meaningful 
for evaluation. The fact that they have not done so with insistence contributes to the persistence of 
wrong-headed ideas about proper selling prices, especially among politicians. 

Moreover, it is not enough to fight the idea of book value as the criterion for selling price; 
consultants should also stress that selling price depends on what a buyer is willing to pay, and that 
this has only a remote relationship to the price that emerges from a consultant's estimate of 
discounted present value of future earnings. Buyers see possibilities that escape the consultant's eye, 
and buyers have unique needs and objectives that consultants cannot predict and that will determine 
offer prices. One of the PWIIPG privatization memoranda expresses this notion clearly." 

Value of metrorail to a potential investor will reflect unique objectives and 
circumstances, taking into account . . . commercial synergy, alternative investment 
opportunities and tax considerations. . . . In the end, the value of the business will 
depend on what price the Government can convince an investor to pay. 

The implications of this view have not always been recognized: that any buyer will want to 
do his own profitability assessment, from his own perspective, and consequently heavy up-front 
analyses by government privatization agencies and consequent heavy up-front costs should be 
avoided. What is needed from consultants is an informative and optimistic, yet brief and transparent, 
memorandum - something that will excite potential investors enough to take a closer look. And 
what is also needed is more marketing and less second-guessing of buyers. Multiple bidders are the 
best guarantee of a good price, not elegant privatization memoranda. 

'' PW/IPG, Priwtization Action Plan for the Manila Light Rail Transit System (Metrorail), May 8 ,  1992. 



It must be acknowledged that the consultants' explicit mandate was to carry out sales, not 
fight the idea of book value. Also, PWIIPG is often only responding to USAID requests when it 
underttes its privstization assessments and plans. Frequently, the consultants' terms of reference 
(scopes of work) specify such activities. For example, in Delivery Order # 12, for PNOC, the 
consultants were asked to "determine potential enhancements of performance" and "prepare 
appropriate restructuring plans. " But except in special circumstances, performance enhancement and 
restructuring is the business of the buyer (and his consultants), not the selling government and its 
consultants. 

Picking Inappropriate Tasks 

The PAD buy-in, like the standard IQC mechanism that it so closely resembles, is appropriate 
for bounded, focussed, limitedduration tasks. It normally involves mobilization of a limited number 
of specialists for a task that is well defined and doable in a reasonably short period. It is a perfectly 
good format for privatization assessments, valuations, preparation of company privatization plans, 
and other tasks normally performed under this contract. The consultants require skill and judgement, 
but they follow a well-travelled road. 

Sector analyses do not normally fall within this vision of what is suitable for projects like 
PAD. They are complex and take a long time, because indepth research is often required and also 
extensive technical analysis. Unsettled issues of policy and priorities are commonplace. Interested 
parties in the client country are numerous and stakeholders in the sector have clashing interests. In 
these circumstances, it is rarely possible to produce a technically and politically acceptable sectoral 
analysis using the typical IQC or buy-in model - three or four people each working for four weeks 
or thereabouts, with little up-front time and little time for writing and review of drafts.26 

The PWIIPG power sector report is an example. One major problem was that it coincided 
with an ongoing and large-scale Work! Rank study of the same sector. The Bank staff working in 
the power sector reacted badly to the USAID-PWIIPG report. Some of this was resentment over turf 
invasion, some may have been ideological, some simply personal. But their arguments are worth 
listening to. 

They say the report was too heavy on theology, that its authors started from the conviction 
or assumption that privatization in the power sector is a good thing, without adequately justifying 
that position. The Bank sector paper, they say, comes out with much the same general conclusion, 
but it is based on stronger technical analysis. It rests on extensive situdy of local conditions and its 
recommendations, rooted in local realities and usually reflecting intensive consultation with policy 
makers and stakeholders, have a good chance to be implemented. 

Several examples of technic4 weakness in the PWIIPG paper are cited by Bank critics and 
others: 

It draws too liberally on general experience or universal ideas, not enough on specific 
Philippine circumstances. (The writers could hardly do otherwise, given their 

26 The PAD doe9 not operate under the 120-day limit used in IQCs. But in practice its buy-ins have been mainly 
for short-term work. 



constraints.) Because it is not anchored in local conditions, its recommendations fail to 
reflect correctly the difficulties of implementation in these conditions. For example, the 
PWIIPG power sector report recommends consolidation of power distribution without 
mentioning implementation difficulties (and without fully exploring alternatives relying 
on more competitive solutions, as mentioned below); 

The report says very little about critical policy issues such as tariff setting-cross subsidy 
relations; and 

The report proposes two alternative industry structures - formation of vertically 
integrated regional utilities or ownership of transmission lines by distributors, who 
contract for generation. But the first ties together disparzte types of activities - a 
natural monopoly activity (high voltage transmission network), and competitive or 
contestable activities (generation and distribution). The PW paper did not analyze 
alternative models for separating generation, transmission, and distribution, and the 
potential for increased competition that might exist by separating ownership of the three 
businesses - separating generating capacity into several competing enterprises, for 
example; adding new capacity by private investment; and establishing separate 
transmission and distribution firms. 

This is a central set of issues, yet passed over lightly in the PW/IP@ study. The PWIIPG 
consdtants did not intend their options paper to be the final word. It. aim was to set odt options for 
discushiion, not propose final solutions. But unless underlying issues are carefully analyzed and 
optior!~ well chosen, issues or options papers may be of little use, or even counterproductive. 

Similarly, donors can be confused. Some, eager to help in the power sector but concerned 
about the policy environment and government commitment, are befuddled. They ask: The PW 
study exists, why doesn't the GOP iiiplement it? They may interpret nonimplementation as a sign 
of lack of commitment to reform, when it is due more to the uncertain sui'ahllity gf some 
recommendations. 

To have credibilioj and serve as a proper guide to policy and programming, sector analyses 
have to be much deeper than the firm-level privatization studies common undsr PAD, and they must 
call on a broader range of professional experience. The Philippines power sector study that the 
World Bank is now completing is indicative. TheBank started it in August 1993, with a preliminary 
mission of six staff and consultants for 3-4 weeks each, several of the consultants being world-class 
specialists. A long period of analysis, discussion, and drafting followed in Washington, and then 
a second month-long mission by a seven-man team. All of this involved not only abundant and 
expensive time, but a procedure that is deliberate and allows for lots of interchange of ideas, 
including critical reviews by peer specialists and intensive discussion in-country. 

Even if one has reservations about the Bank's approac. . and about the validity of some of its 
criticisms of the PW study, it is easy to agree with a basic ca~nclusion that emerges: PAD buy-ins 
for larger studies, such as that of power sector priwtization options, require much heavier financing 
than usual in this Vpe of project. They also demand greater planning and much more intense 
collaboration with other donors. 



During 1991, it became irrcreasingly apparent that the struggles in the transition to a market 
economy in Poland warranted direct intervention by donor agencies. One response to the struggle 
was provided by USAID in the form of a $2.2 million buy-in to the existing global PAD contract 
held by PWIIPG. Subsequent buy-ins brought the total assistance provided to Poland under this 
contract to $3.7 million, culminating in the sale or point of sale of seven enterprises in the glass 
sector. 

In addition to the transactions that took place in the glass sector as a result of extensive 
preparatory md transaction work by PWIIPG, two additional tasks were undertaken during the 

I course of this engagement: the preparation of a diagnostic on fast-track auction programs as a 
method of privatization, and privatization training at the vovoidship level. 

PROJECT DESCRIPllON 

Called the Eastern Europe Economic Restructuring and Privatization Project, the PW/IPG 
transaction activity in Poland became widel!/ known as the Glass Sector Project. The objective of 
the project was to provide related programs of technical assistance to achieve ccncrete results in the 
privatization of selected Polish enterprises. In addition, the program was designed to rapidly select, 
appraise, value, and divest certain Polish state-owned assets, while simultaneously exp'mding the 
capacity of the Ministry of Privatization to perform such tasks independently. Thus, the project was 
designed both as a practical exercise, with state budget and revenue implications, and as a model for 
ongoing privatization activities in Poland. 

Four programs to achieve the objective - concrete results in the privatization of selected 
Polish enterprises - were incorporated into the original project design: 

Selection, evaluation, and privatization of a select number of designated enterprises, in 
conjunction with ministry staff, using various privatization techniques; 

Creation and execution of technical training workshops for ministry and vclvoidship 
personnel; 

Design of an auction system to accelerate small and medium-sized enterprise 
privatization; and 

Design of a sector-specific privatization program. 



PROJECT START-UP 

The start-up of the project, in September 1991, concentrated on medium-sized enterprise 
valuation iind privatization. As such, it was not yet a sector-specific project, but rather one aimed 
at developirlg a set of "cleae and objective criteria for the selection of enterprise candidates to be 
privatized within a twelve-month period." In addition, the program was designed to assist the 
ministry to complete the privatization of the selected companies, by providing technical experts in 
enterprise appraisal, valuation, and industry-specific analysis. 

Early in the initial phase, the glass sector emerged as a likely sectoral candidate for 
privatization. This conclusion was based on five factors: 

Generally well-regarded technical capacity of the indwtry; 

@ Potential for export; 

Well-trained and motivated work force; 

Industry segmentation, which permitted privatization possibilities in different 
segments of the industry, from packaging glass, to flat, to consumer products; and 

Existing investor interest from abroad, due to long-established trading relationships 
with Western companies. 

The nature of the PWIIPG engagement was refined after start-up as follows. The engagement 
was refocused on and managed by two major departments of the Ministry of Privatization - the 
Departments of Capital Privatization and of Liquidation. The Department of Liquidation was 
responsible for the privatization of small and medium-shed, enterprises, training, and auctions, as 
well as "difficult cases." The Capital Privatization Department was responsible for the glass sector 
project of which the Sandomierz glass company, the eventual centerpiece of PWIIPG efforts, was 
a part1 

The Sandomien transaction had stalled at the time of PWIIPG's entry on the scene and was 
beyond the existing capabilities of the government. PWIIPG was specifically called on by the 
Ministry of Privatization (in its capacity as the advisor 10 the Liquidation Department on difficult 
cases) and the Ministry of Industry to kick-start and lead the transaction in spite of the longstanding 
presence and involvement of Pilkington (a potential buyer) and the International Finance Corporation 
(IFC). This rqumt was in addition to work on the glass sector, training, and auction programs. 
Thus, PWIIPG was chosen to represent as lead ad.visors two different governmsnt ministries 
comprising three different departments, on the first occasion that the Ministries of Industry and 
Privatization had worked together. 

As the importance of work in the glass sector gained momentum, and a PWIIPG team of up 
to 20 specialists became active in the sector and enterprise analysis, the training and fezsibility study 

' Sandornierz was managed, however, by the Liquidation Department. 



123 

for a privatization auction system - components of the Phase I delivery order - were delayed for 
future implementation. In return, Part IV of the initial delivery order took on greater significance 
- in other words, tha development of a pilot program for a sector-specific privatization program. rn 

This component called for the following: 

Selection of a sector for privatization; 

An analysis of the sectoral competitiveness of specified enterprises; 

An analysis of enterprise characteristics and operating performance within the sector; 

Gathering financial and operating date for individual enterprises in the sector to assess 
strengths and weaknesses; 

A strategy design for the reconfiguration of enterprise assets, if necessary, for enterprise 
privatization; and 

An overall strategy design for state-owned asset divestiture sector-wide. 

PROJECT EVALUATION 

The project as a whole provided useful inputs and support to the nascent privatization 
pragrarn in Poland. Though the beginning of the project was just over two-and-a-half years ago, it 
is easy to overlook, pivan the changes in the private sector in Poland during this period, that the 
sectoral approach wz8,; L we1  experiment. The experiment succeeded in giving a framework and 
hands-on method to !.~ ; . i i . . ,  j: the problems of state divestiture, while at the same time providing an 
indepth laok at industr; ixoblems and fatures. 

PWIIPG appears to have been successful in providing high-quality, professional experts, 
including qualified industry specialists, financial specialists, and transaction-oriented investment 
banker types. There is little doubt that the success of the Sandomierz transaction, though longer in 
coming than originally anticipated, was helped by the long-standing interest of Pilkington Glass, 
U.K. and the IFC. Nevertheless, PWIIPG, by its local presence and broad knowledge of transaction 
assistance, facilitated negotiations that became at times cumbersome and difficult to understand. 

Time Frame 

The project began in September 1991 and continued through September 1993. After 
expiration of the project funding, PWIIPG, on a success-fee basis, invested, and continues to invest, 
additional time and resources. The currtnt phase of the unfunded work is aimed at enterprise 
marketing cultivation of investor relations, and the potential closing of additional transactions. 



Types of Assistance 

Sectoral Analysis and Prospectus 

The sectoral analysis completed by PWIIPG, though some would suggest unduly time- 
consuming, produced a document that for the first time incorporated a full-fledged look at a Polish 
industrial sector, including market size, production capacity, product line breakdowns, and 
capitalization. The analysis provided a solid background for placing candidates for privatization in 
a fum contextual setting. From this document, the reader was able to glean the advantages and 
disadvantages of investing in the glass sector, and formed the basis for contacting potential interested 
parties. Here PWIIPG's role was invaluable, because PWIIPG attempted to broaden the audience 
of players who might be interested in the Polish glass sector. 

Company Profiles 

The company profiles that were prepared, covering all 34 participants in Lhe glass sector, 
provided a quick look at individual companies in the sector, along with basic financial and 
employment information. These profiles were also used as marketing tools, and attempted to 
quantify the level of management and labor interest in privatization. These profiles were updated 
as recently as November 1993, and continue to serve as the basis for further sector marketing efforts. 

Privatization Methods: Vadem Ecum past-Track Program) 

As part of the overall scope of work, PWIIPG was asked to develop an approach for a fast- 
:. . track auction program that could be adapted to economic and legal conditions in Poland. This 

approach is most frequently used when a fm is unable to raise capital for privatization through its 
, ' employees, though their desire to become owners is strong, and the firm has little or no contact with 
. outside investors. An additional characteristic is that this method is best used in small and medium- 
sized enterprises with employees numbering no more than 500. 

The FWIIPG work in fast-track programs produced a "cookbookn of sorts, explaining the 
uses of the method, its stages, and the activities required in each stage. In addition, the task 
incorporated into its final report to the Government of Poland an overview of privahition in Poland, 
a summary of the various methods of privatization used in Poland, and a discussion of the market 
dynamics of competitive tenders. The resulting reference manual serves as the basis for the 
implementation of the fast-track auction process by the vovoidships. This method has so far been 
the p r e d o h t  privatization route for small and medium-sized enterprises; approximately 50 percent 
of total. cases of privatization through liquidation (more than 800) have gone through the fast-track 
method; It is likely that with the new Regional Privatization Initiative (RPI) now started, more 
companies may choose to privatize through this method. 

The cookbook is a useful tool. Doubts about its use have arisen not because of the failings 
of the publication itself or because of a lack of diligence in its preparation; rather, it would appear 
that it became an item on various bookshelves around Warsaw and Washington, rather than resulting 



in adoption of the program it describes. Because PWIIPG was not given the resources to implement 
the program, the lack of transactions as a direct result of this exercise is not surprising. 

Privatization Training 

During April-November 1992, PWIIPG conducted a series of eight workshops, Negotiating 
Privatization Transactions. The two-and-a-halfday workshops were designed to strengthen the skills 
of vovoidship and government officials in negotiating the sale of SOEs in respective jurisdictions. 
Extensive training materials, in English and Polish, were prepared. Approximately 200 Polish 
officials ;and some 10 Peace Corps business volunteers participated over the course of the eight 
months. 

Specifically, the workshops sought to strengthen the skills of officials in four key areas: 

Assessment of enterprise performance and its ability to compete effectively in a market 
economy; 

Determination of a reasonable value, and sales price, for an enterprise to be divested; 

Selection of an appropriate privatization technique, incorporating the selection criteria 
of investor interest, valuation results, and enterprise competitiveness; and 

0 Negotiation strategies with potential investors. 

Participant evaluations were positi-e; comments included by participants repeatedly stressed 
the need for continued training of this type. 

Publications 

Extensive privatization literature, both enterprise and sector specific, as well as writings on 
the privatization process in Poland in general, were generated during the course of this project. 
Unfortunately, no cohesive bibliography of publications exists, limiting the ability to disseminate the 
information generated from this scope of the project. PWIIPG has stated that they are in the process 
of compiling such a bibliography. 

Transaction Assistance and Sale of Enterprises 

Significant time and resources were spent closing the sale of Sandomierz to Pilkington (and 
to a lesser extent, the closing of the sale of Jaraslov to Owens-Illinois), For example, in the first 
year of the project, PWIIPG assisted in: 

e Negotiating the value of all physical assets of Sondomierz, including inventory and 
work-in-progress, which was to form the basis of the joint venture contribution to the 
final financial package. These negotiations were seen as crucial, involving a myriad of 
parties in the United Kingdom and Poland; PWIIPG received consistent praise from 



parties to the transaction in developing a flexible, creative approach to this valuation, 
which raised its value some $5 million and. eased the way for the equity participants; 

Signing of the Heads of Agreement, which defined the proposal structure for all parties, 
to which the parties provided their agreement; 

Ongoing negotiations with the main equity participants (Pilkington, 
SandomierzlGovernment of Poland, the IF<:, and the European Bank for Reconstruction 
and Development @BRD]) on all key financial, corporate, and technical considerations; 
and 

Employment guarantee contracts generated by PWIIPG for 18-24 months following 
privatization, which have been a major contribution to the overall scope of Polish 
privatization. 

Following the above groundwork, though USAID funding had ceased, PWIIPG remained 
engaged in a number of capacities, including establishment of the joint venture company, review of 
bankers' term sheets for debt and equity financing, and discussions with Government of Poland 
officials on such topics as tax holidays, duty exemptiong, and establishment of foreign currency 
accounts. 

When funding was resumed in March 1993, PWIIPG continued its efforts in obtaining 
necessary concessions and permits from the Government of Poland, assisting in the preparation and 
interpretation of financial statements for the joint venture company, and the implementation of 
various funding mechanisms for off-shore lenders and equity holders. 

EVALUATION CRITERIA APTD CONSTRAINTS 

The following transactions have been completed in the glass sector: 

The privatization of HSO Sandomierz, which resulted in the creation of a joint venture 
with Pilkington plc (UK). The total transactior~ size was $171 million, consisting of $64 
million in equity and $107 million in debt. This is the third largest privatization 
transaction to date in Poland and the largest single British and IFC investment to date, 
respectively. Key participants in the transaction other than the Government of Poland 
and hlkington were the IFC (debt and equity), the EBRD (debt and equity), and the 
Polish Development Bank (debt). 

The conclusion of the Sandornien transaction, which meant that Poland will for the first 
time obtain float glass manufacturing technology to replace the sheet technology 
currently in existence in the other factories. The significance of this is that float glass 
if of higher quality than sheet glass, the latter having no more than three years of 
economic value left. The effect on the other glass factories is to cause a shift in focus 
to value-added activities such as fabricating and laminating, away from wasting 
resources on manufacturing low-quality glass. 



The sale of HSO Jaroslaw, the largest container factory in Eastern Europe, to Owens- 
Illinois of Ohio and its equity partners. The total transaction size was approximately $80 
million in debt, equity, and loan commitments. In addition, Jaroslaw entered into a 
licensing agreement with Owens-Illinois resulting in the introduction of Owens-Illinois 
technology to Poland. PWJIPG also negotiated an 18-month employment and salary 
guarantee for the entire work force. 

Sale of HSO Bialystok (ConsumerJTechnical) to a group of European investors. Total 
investment was approximately $4-5 m,illion. A two-year employment guarantee was 
negotiated for the entire work force. 

Sale of HS Rozalia (ConsumerJTechnical) to Minex Trading Company (Poland). Total 
transaction size was $1 million. 

Two companies, Kara and Wolomin, are currently being restructured according to . PWJIPG recommendations. Wolomin was recently the subject of a press article as an 
example of a successful restrucbring program. Ninety percent of its products are 
currently exported, compared with a negligible amount prior to the restructuring 
program. 

Impact: Pace of SOE Divestiture 

For a project of significant duration, some 22 months, it would seem that the impact on 
Polish privatization would be readily definable and quantifiable. However, quantifying the impact 
of the project is difficult, given the nature of a major poition of the project inputs: ongoing advice 
and transaction support. These inputs are soft inputs that do not readily lend themselves to objective 
tally because benchmarks are hard to define and establish. In addition, the sectoral approach, the 
bulk of ,the effort, is but one of many approaches adopted in Poland. Many other privatization 
success stories have been based upon experimentation with other methods of divestiture. 

The impact on the privatization of other SOEs arising from the activity under evaluation was 
limited nationwide, though felt broadly throughout the glass sector. The impact limitations of this 
project do not stem from PWJPG's lack of diligence or professio~lal capacity. Rather, the limited 
impact of the sectoral approach, and its nontransference to other state-owned sectors, points out one 
of the weaknesses of the approach - a great deal of time and effort is expended on coming to know 
the vagaries of a particular industry sector, which come to be viewed ,as peculiar to that sector with 
little applicability elsewhere. 

Furthermore, the difficulty of quantifying the intensity and complexity of negotiations for a 
$170 million transaction are daunting. The hours spent behind the scenes in creating documentation 
acceptable to all parties, for example, do not produce a precise definition in a scope of work for 
contracts of this type, such that only the achievement of the closing of the transaction becomes the 

I criterion for success. The spillover effect was marginal, due to the transaction-specific nature of the 
bulk of the resources expended, and the uniqueness of the glass sector (just as any industrial sector 
has its own peculiarities). Thus the argument can be made, despite positive press and the breaking 
of a privatization log jam in a particular sector, that the impact of the sectoral approach on the pace 



of privatization of SOEs, with success defined as closed transactions, is self-limiting, with little 
potential for providing models or solid know-how that can be applied in other segments of the 
economy. 

Overall, the dollar value of inward investment brought to Poland through PWIIPG efforts is 
estimated at $300,000, stemming from approximately seven transactions. 

Capacity Strengthening 

The number of sales completed in the glass sector is indeed small - seven - when compared 
with the entire industry, some 34 companies, even taking into account that certain of the universe 
of 34 will fail when confronted with market forces, and are thus not wise investor choices for 
privatization. However, the glass sector does benefit from a wealth of knowledge compiled during 
this project, making the remaining sale candidates at least knowable, and approachable. Negotiations 
are in progress for some of them, some of which benefit from continued PWIIPG assistance, 
provided on a success-fee basis. However, the local institutional and management framework for 
carrying out successful sales without outside consultant intervention appears to be weak. 

A concern repeated by government officials and enterprise representatives, garnered during 
interviews undertaken in the course of this evaluation, was that ,the PWIIPG team often appeared to 
be operating independently of the concerns or agenda of the local parties to the transactions. These 
types of obseivations are attributable, in part, to the lack of knowledge on the part of Polish 
counterparts of the complexities of a transaction of the types that took place, as well as the inevitable 
bureaucratic hurdles that successful transfer of ownership deals must ultimately overcome. One must 
also note that bureaucratic turnover during the course of this project has been high - four 
Privatization Ministers, five Vice Ministers, and six department directors. 

.. , 

A point to make here, however, is that the scope of work for this project, and PWIIPG's 
pursuit of the scope's'objectives and deliverables, did not plzice enough emphasis on communicating 
and incorporating I d  counterparts into the myriad activities and steps necessary to complete an 
international capital markets transaction. The PAD project, if rewritten and re-let for bid tomorrow, 
should place greater emphasis, particularly now that the climate for privatization in countries such 
as Poland have been tested and quantified, on insisting on clear counterpart support, with regular 
communication with counterparts to explain and describe actions undertaken. It is clear that the 
success of the transactions under evaluation were a result of, at times, feverish negotiation and 
professional dedication on the part of PWIIPG; incorporation of Polish financial and industry 
professionals, as well as government officials, into all steps of the transaction, including explanations 
throughout the process as to what, how, and why certain steps were being taken, would have 
enhanced the ability of the institutions involved to feel confident that those institutions and its 
personnel could begin to think about taking on the work involved in these types of privatization 
transactions on their own. As it stands today, parties to the transaction in Poland would be reluctant 
to state that they learned enough from the exercise to perform independently should another set of 
transactions arise. 

The lack of apparent capacity strengthening was not caused by any failure to execute 
PWIIPG's contractual duties. Indeed, as mentioned, the training sessions were well received, and 
the fast-track auction information was well researched and presented. The weakness inherent in the 



definitions of success in this contract, a9 the glass sector work evolved into focusing on two large, 
important transactions, is the culprit here. 

However, a further word on the glass sector is appropriate here. In the long run, the future 
doa  not seem very positive for some state-owned glass factories that are burdened by outdated 
technology, inefficient process layout, and potential environmental liabilities. For some enterprises, 
investors are interested only in parts of the business and are reluctant to take on the additional risks 
associated with other sections. The constraint in such cases is often government policy that places 
strong emphasis (for political reasons) on enterprises to be sold in their entirety, although the current 
legislation permits the privatization of sections of companies. This often results in an impasse in the 
privatization process as investors show strong reluctance to assume risks in business units that do not 
fit their investment strategy. These issues are some of the many factors causing many investors to 
become more cautious and selective, and to reconsider their options about whether to invest in the 
existing companies or start a greenfield operation. 

Managing government expectations on the likely number of sales possible in the industry is 
crucial. As the domestic market evolves toward greater economic convergence with the West, the 
industry can only support a certain number of glass factories. Thirty-four companies with obsolete 
technology will be difficult to privatize as the economics of the industry does not permit the existence 
of 34 glass companies in their current form. What is taking place, however, as indicated above, is 
that the presence of key significant worldwide players is causing the sector to restructure more 
efficiently. 

Key deliverables prepared and distributed to the government are as follows: 

Phases I and I1 Sector Reports, which provided an industry and company competitive 
analysis and privatization recommendation; 

Two-page profiles of each company in the industry used for investor solicitation; 

Detailed business profiles of each company sent to potential investors upon the execution 
of a Confidentiality Agreement; 

Information memoranda on Jaroslaw, Krakszklo, Kunice, Bialystok, Jelena Gora, Julia, 
Hortensja, Violetta, and Zawiercie; 

Holding Company Report: 

Estimate of value for each of the above; 

Key investor contact list for each of the companies; and 

1993 status report (prepared October 1993). 



Many of the above marketing reports are circulated worldwide and PWJIPG is recognized 
as the conduit for investors interested in investing in the glass sector. Although the number of 
transactions closed may be widely seen as the benchmark for quantifying success, much more value 
has been created that is not as easily quantifiable or evident. Typical is the enhanced profile of the 
Polish market as a viable investment opuortunity. Some of the potential investors may eventually 
choose to build greenfield plants in Poland instead of investing in the existing factories. Either route 
is ultimately beneficial to the Polish economy. 

PWJIPG activities in Poland under USAD funding have created considerable value in many 
areas of the Polish economy, much of which may become more evident as the transformation process 
stabilizes. These range from drawing attention to the benefits of the Polish glass industry, to 
nationwide training of key government officials on privatization issues, and preparing a blueprint for 
privatization through the fast-track method. 



In mid-1992 the Zambian privatization program - probably the most ambitious in Africa - 
seemed blocked by scarcity of technical capacity in the agency responsible for its implementation, 
the Zambian Privatization Agency (ZPA). The Government of Zambia requested help from the 
donor community. The USAID Mission responded quickly, using the PAD project and the 
contracting vehicle it made available. 

PROJECT DESCRIPTION 

I During a period of some 12 months, up to October 1993, the project financed some 25 
person-months of technical assistance from PWIIPG. Several resident advisors and short-term 
consultants wers made available. The resident advisors acted as operating staff members of ZPA. 
Along with the short-term consultants, they made up a significant proportion of the senior staff of 
that agency. 

Privatization initiatives began in Zambia well before mid-1992; preparatory activities had 
been launched two years earlier. Although no privatization transactions had actually occurred, the 
foundations were in place: a Privatization Law had been passed, specifying in detail the procedures 
to be followed; a new implementing agency had been created (ZPA); many preliminary studies of 
SOEs had been completed; and general decisions about the sequencing of sales had been taken. 
Trade sales were to be the chosen instrument. All SOEs were grouped into 11 tranches to be 
privatized in succession. The first tranche consisted of 19 small firms, chosen for their salability. 

The program was supported by two World Bank adjustment loans (Privatization and Industrial 
Restructuring I, approved in June 1992; and PIRC 11, approved in May 1993). Both contained 
substantial conditionality aimed at guaranteeing a satisfactory pace of SOE sales. 

The main tasks of PWIIPG assistance were to help make the SOEs in the first two tranches 
ready for sale, and to assist in the negotiation of sales agreements. The PWIIPG advisors provided 
major inputs to ZPA work on actual transactions. They were part of negotiating teams. In addition, 
the PWIIPG advisors made some proposals to ZPA management aimed at tightening the internal 
operating procedures of ZPA and raising staff productivity. They also provided training: a seminar 
on valuation procedures and on-the-job training. And one of the subcontractors, SRI, prepared a 
"lessons of experience" paper that the Mission and 7mbians found very useful. The cost of these 
services - the total cost of the buy-in - was $632,000. 

H 
EVALUATION CRITERIA AND CONSTRAINTS 

There can be little doubt that the project provided useful support to ZPA and to the 
privatization process. PWIIPG's skilled advisors provided technical backbone to ZPA at a time when 
national staff was especially sparse and inexperienced and when implementation of the privatization 
program was just beginning. The fact that PWIIPG could deliver two resident advisors of 



unquestioned competence and additional short-term consultants is itself an a priori indimtor of 
successful performance,' Their presence allowed the privatization program to move more quickly 
than would have been possible otherwise. Their efforts contributed to satisfactory performrmce in 
meeting World Bank privatization-related conditionalilty , and, hence, timely disbursement of the 
Bank's poky loan. 

But this general achievement is of course not enough to allow a meaningful assessment of 
the project's effectiveness. -4 closer look is needed, one that compares objectives and results. Two 
criteria, or guiding questim!, i a n  most pertinent for evaluation of this project: What has been its 
impact, particularly on the pace of divestiture of SOEs, but aho (secondarily) on capacity 
strengthening in ZPA? and How responsive has the project been to the: needs of USAID and the host 
government? 

The limitations and hazards of evaluation along these lines should be underscored. 

The Zambia buy-in lasted only 18 mouths and had just finished in late-1993. 
Expectations about impacts therefore should be modest. 

Most of the inputs (advice, participation in negotiations, training ) are soft, and the 
outputs are relative and subjective (quicker, better privatization and strengthened 
organizational capacity). 

@ Though they contributed significantly to ZPA work output, the PWIIPG advisors and 
consultants were not the only 'staff of ZP.A, nor even the only expatriate technical 
assistance. Other advisors were on the ground when the PW people arrived, and some 
had more influence because of their longer presence.' The expatriates were in any 
event a minority of ZPA staff; in mid-1993, ZPA employed more than 30 Zambian 
professionals. And of course PWIIPG advisors never had managerial responsibility for 
ZPA actions, much less .for managing the overall1 privatization process, though they did 
help manage the process of preparing sales information and sales negotiations. 

The PWlIPG transactional performance is not the same as the GO2 performance. Thus 
the team helped negotiate 17 "completed" sales of the 19 enterprises up for sale in the 
first tranche. But once there was verbal agreement between the negotiating team and 
the bidder, the PW advisors exited. If the ZPA Board, the Ministry of Finance (MOF), 
or ZIMCO (the state holding company) prevented the conclusion of SOE sales because 
they felt the price was too low, because MOF refused to sign the agreement, or because 
ZIMCO refused to transfer title, this was beyond PWIIPG's control. 

The externally provided technical assistarice could have been extremely effective in this 
period, and greatly enhanced the efficacy of %PA, but this could have failed to advance 

One resident adviser, however, proved to be unsuitable and had to be replaced after a few months at ZPA. 
1, 

During January-June 1993,4 advison and c o n s u l ~ t s  were provided by the United Kingdom, 3 of then from 
the Commonwealth Fund For Technical C~operation, 1 from ODA; :2 advisors were also provided by the German 
GTZ, and 11 by USAID. (Zambia Privatization /Agency, "Progre~ss Report No. 2, 1 January 1993 to 30 June 1993, 
p. 35.) 



the privatization program because of environmental factors beyond the project's control 
(weakness in the legal framework, cumbersome regulations, political interventions, and 
so forth). 

The presence of the PWIIPG advisors may have had important intangible effects - for 
example, higher-quality analysis, stronger negotiating positions, better use of existing 
national staff, introduction of better systems of information management, and improved 
internal management procedures. But many of these don't show up right away and are 
in any case difficult to measure. 

ASSESSMENT OF IMPACT ON SOE SALES 

All of this notwithstanding, the apparent yield from the PWIIPG (and other) technical 
assistance has been small. The large and carefully formulated privatization program creeps along 
at a snail's pace, despite intensive efforts by local and expatriate staff of the privatization agency, 
and despite the spur of World Bank conditionality. As noted, the PAD-financed technical assistance 
did move the ZPA's workload, and did thereby help meet GO2 commitments to the World Bank. 
But progress remains slow. 

The program calls for privatization of some 140 SOEs in 1 1  tranches. Tranche 1 consists 
of 19' small companies, most of them prime candidates for early privatization. Tranche 2 consists 
of 32 companies that should be relatively easy to privatize: three iue to be returned to farmer 
owners; about three quarters have minority shareholders with preemptive rights to buy government 
holdings; and four of the largest firms cue the biggest moneymakers: metal fabricators of Zambia, 
Chilanga cement, Zambia breweries, and Zambia sugar. 

The number of completed priv;atizations varies according to the stage at which a sale is 
regarded as completed. If it is when all the cash has actually been paid in and private buyers have 
taken over management, then it seems that there have been two completed sales. If point of sale is 
defined as signature by the Minister of I!inance of a sales agreement, then the number of completed 
transactions, as of October 15, 1993, is 6: AFE (agricultural equipment and supplies), Eagle Travel, 
Mwinulungu Cannery, Poultry Proc~ssing, Auto Care Ltd., and Coolwell Systems (air 
conditioning). 

More SOEs are in various stages of negotiation for sale, or are wending their way through, 
the layers of authority that must approve the sales agreement. Most of the 19 first tranche complanies 
will probably be sold succ:essfully; bidders were numerous and sales agreements have been signed. 
for 11 of them; 5 of these are being re-tendered, however, because bidders and ZPA could not: 
conclude agreements. Negotiations are also well along for some of the second tranche companies, 

However, one of these (Mwinilungu Cannery) is in doubt: on the day the agreement was signed by the 
minister, the buyer d i d .  One second tranche firm has been privatized by share dilution (Nanga Farms). All the 
firms sold thus far are s d l .  Three employ fewer than 65 workers; none has more than 185. Total employment 
in the six privatized firms is I ~ I  than 600. 



which are bigger; some of these should be easier and quicker to sell, because minority private 
shareholders exist and are eager to buy government holdings. 

In part as a consequence of the "start small" strategy adopted, the privatization program has 
so far yielded modest results. The 600 employees in the 6 privatized firms represent 1 percent of 
total employment in Zambia's state enterprise sector. The 19 first tranche firms together account 
for 4 percent of total SOE employment. 

For reasons mentioned earlier, it would be wrong to impute this slow progress to 
inadequacies in the PWIIPG-provided assistance. But impact on the pace of privatization transactions 
is a legitimate criterion to judge technical assistance of this kind, and it is clear that PWIIPG (and 
other external) inputs have not had much effect in speeding things up. 

The modest forwad movement on privatization in Zambia is something of a surprise, given 
the many factors favorable to rapid prhathation in that country. The program is not new; it began 
in 1990 and it benefits from prepilratory work done during the early years. World Bank 
conditionality has been present since 199 1. Although experienced and well-paid and motivated local 
staff have been in short supply, donors have been ready to provide much technical assistance. The 
political environment - government commitment - has been unusually favorable following the 
change of government in October 1991. 

Many of the SOEs in Zambia, moreover, should be relatively easy to privatize. A sizeable 
number were taken over from private sector owners; they therefore suffer much less from oversized 
scale and inappropriate technoiogy than SOEs that were born in the public sector. Many of the firms 
still have significant minority private shareholders - welldefined potential buyers. There is a 
sizeable group of still-lively capitalists anxious to buy divewxi SOEs; the tranche 1 and 2 firms 
attracted more than 120 bids, the great rnijority of them from Zambians. Credit policies during the 
period of government ownership were also less accommodating than elsewhere, so most of the firms 
are not carrying heavy debt burdens, a common headache elsewhere. 

WHY I8 IMPLEMENTATION SLOW? 

Despite these favorable factors, Zambian progress in divesting SOEs has been slower than 
anticipated. One reason is general and universal: a seemingly inevitable tendency to underestimate 
the time these changes require. Specific factors are outlined below. 

Cumbersome Procedures 

The privatization process, designed with a view to assuring transparency and implemented 
by inexperienced staff anxious to avoid mistakes, is extremely laborious. 

@ For every SOE, a long and elaborate company study is required to prepare the 
confidential information memorandum distributed to all bidders. 



Each transaction is negotiated by an autonomous team composed of an independent chief 
negotiator and a lawyer, supported by ZPA staff and consultants. The chairmen are 
busy people who travel a lot and are hard to get to meetings; insufficient pay for the 
work is also a factor. 

The lawyers take a long time to draft salw agreements and tend to be extremely 
legalistic, addressing every possible problem. 

Short-cuts are avoided. Short lists art: rarely short enough, prequalification procedures 
are neglected. 

Approvals by MOF can take many months; signature of the Eagle Travel and Car Care 
agreements took nine months. The minister tcnds to send agreements to the Attorney 
General for his approval. 

ZIMCO, the state holding company responsible for most of the SOEs to be privatized, 
engages in frequent footdragging. ZIMCO staff has to find and transmit to new owners 
all the legal documents attached to the enterprise. This gives plenty of opportunity for 
delay. Sometimes key documents are said to be lost - for example, title deeds to 
property -. which forces extensive delay. 

The process was conceived to give ZPA and its negotiating teams the responsibility for setting 
terms and concluding sales agreements. As it has turned out, other entities intervene all along the 
line. The Board of Directors was supposed to provide general policy guidance and oversight, but 
it was assumed that this would be used sparingly. And the MOF was to give approval by signing 
the final agreement, but, again, this was thought to be merely pro forma because representatives of 
the ministry sit on the ZPA B o d .  In the event, the Board or the MOF occasionally rejects 
agreements (requires that they be rebid). For example, the ZPA Board recently decided to cut off 
ongoing negotiations for three firms (Consolidated Tyre Services, Monarch, and Zambia Ceramics). 
And one sales agreement was being returned by the MOF to ZPA for more information on the 
winning bidder. 

There are various reasons for ZPA Board interventions: belief that price is too low, political 
opposition, l&or problems, and uncertainties about sources of financing. It is reported that in two 
cases the Bczrd intervened on the grounds that consultants had overstepped professional bounds by 
helping management buy-out groups find partners to finance the buysuts. PW advisors are unaware 

A of any case in which the Board based rejection of an agreement on these grounds. 

Weak Implementation Capacity 

ZPA was formed in June 1992 out of a previously existing technical committee on 
privatization. It is thus a brand-new organimtior?. Until April 1993, it occupied inadequate offices 
and had little equipment. Its staff is young and inexperienced, and not all are well trained. Salary 
incentives are modest, as in the civil service generally. Expatriate consultants have carried on an 



inordinate share of negotiating responsibility, and, according to some informants, Zambian staff have 
not benefited in experience as much as they might have, in part because of limited continuity of 
Zambian staff repretientation in the negotiating committees. Other observers deny this; they say that 
staff assigned to a parastat.1 work on it until the divestiture is completed. 

In addition, there are problems common to many organizations in developing countries: 
uncertain control and limited delegation by management; few nonwage rewards for good performance 
and few sanctions for poor performance; lack of communications and information flow within the 
agency; an overly cormplex structure, with too many empty boxes; and general slowness of decision 
making." 

Confusion over Vdaation 

One reason for Board, ministerial, and political interventions is the belief that offer prices 
are too low. This b#l:lief arises because some offers are lower than valuations based on asset value 
or net present valuarb of estimated future earnings - usually the former. 

The public and its political spokesmen in 2ambia (as elsewhere) are deeply attached to the 
notion that the value of an asset should be measured by its historical or replacement cost. Put 
differently, they have not accepted the simple idea that machines, companies, or anything else are 
only worth what somebody will pay for them. When they see draft agreement. with selling prices 
below physical asset values (or even values based on estimated future earnings), they disapprove. 

Contingent Liabilities 

Several SOEs have substantial contingent liabilities - retrenchment costs, unfunded pensions, 
and environmental claims. Many SOEs have made costly agreements with trade unions regarding 
severance benefits. This has caused few problems with first tranche SOEs, aside from some 
misunderstanding among workers in several of the privatized first tranche firms. But it is important 
in second tranche privatizations. 

Other Problems 

Financing of SOE purchases has already posed a few problems: some bidders are unable to 
produce statements from banks on their financial status, and several have withdrawn bids because 
of inadequate access to credit. But this will be a greater obstacle to Zambian participation in the 
future, when bigger enterprises are up for sale. 

The political commitment to privatize is weakening, and bureaucratic resistance increasing. 
The October 1991 anti-Kaunda alliance is dissolving; a reform and anti-reform schism has emerged, 

' It apparently took two months for staff to win approval to write bidden who had incorrectly submitted bids 
based on deferred payment - for example, partial payment up front, and credit for the rest. This is not allowed 
by the Privatization Law except for individuals, for purchases of sham. 



making privatization a more sensitive and contentious issue. There is some talk about non-Zambian 
roles; one winning bid was contested because the winner was not a "pure Zambian." The resistance 
of existing stakeholders, notably ZIMCO, has been a contributing factor to lagging sala. ZIMCO 
has done effective political lobbying at presidential and ministerial levels. 

The present strategy postpones confrontation of the liquidation problem. No SOEs are 
formally slated for liquidation, though many will have to be liquidated. Effort had to be given to 
putting these nonstarters up for sale. Growing recognition of the need to liquidate some of the 
SOEs, with its disemployment potential, erodes political support for the program. ZIMCO argues 
that "every parastatal can be profitable"; combined with macroeconomic uncertainty, this feeds the 
reluctance to liquidate. 

Given these many obstacles to quicker sales, it is obviously not possible to impute Zambia's 
lagging privatization performance to inadequacies in technical assistance, from whatever source. No 
matter how magnificent that assistance, or how humdrum, it is not likely that outcomes would have 
been much affected. This is not to say that quality does not matter, but only that environmental 
factors matter more in explaining global outcomes. 

THE VALUATION PROBLEM 

Questions can and should be raised, however, about one aspect of the approach followed by 
PWIIPG consultants, other donor-provided technical assistance, and ZPA: the nature of valuation 
exercises and the weight given to them. 

PWJIPG in general, and its advisors and consultants in Zambia, has always emphasized that 
market value is what counts in the pricing of enterprises that are to be sold. The fact that this is a 
technically uncontestable idea, universally acknowledged in the communities of accountants, financial 
analysts, and economists, does not diminish its practical importance, because many laymen - 
especially but not only politicians - find it a hard notion to swallow. Their view is that the sale 
price for an SOE should depend on its book value, usually measured as the historical cost or 
replacement value of its assets. 

The valuation process seems to have gone awry in Zambia in part for this reason. The 
Privatization Law, terms of reference of company privatization studies, and prevailing practice 
require that company valuations based on the worth of physical assets be included, and this has 
become common practice. This is harmless enough on the surface, and is even usefid as an estimate 
of scrap value if liquidation is a possibility. But it has mischievous consequences in many cases: 

The estimates tend to be too high. They rarely take into account the external factors that 
condition the value of these physical assets, such as technological obsolescence and the 
market demand for the goods and services they produce;' and 

' The legally defined fee for valuers in Zambia is a percentage of the final valuation. This creates m obvious 
incentive to overvalue. 



The elaborate calculations of value based on physical assets that are contained in 
company privatization studies give a pseudo-scientific justification to thinking about 
value this way. They confirm the instincts of decision makers about how to measure 
company worth; they take it to be a floor price, and often reject offers that fall below 
it. Even ZPA management in some cases has taken physical asset valuations as floor 
p r i~es .~  

A second distortion characterizes the prevailing approach to valuation, and is somewhat more 
subtle than the first. Elaborate projections of future earnings are used to calculate net present values 
of SOEs; these are the heart of the company privatization studies that are used to guide government 
negotiators. This is conceptually on target - the right way to measure company value. But what 
matters is not how consultants see probable future earnings flows, but how potential buyers see them. 
The only situation in which detailed government projections of future earnings are required is for 
initial public offerings. 

When SOEs are sold as going concerns, these elaborate valuation exercises are superfluous, 
a waste of time and money. All that is needed is a short (perhaps 25 page) prospectus - a summary 
of the company's past earnings history, its present market position, its problems, and its potentials. 
What's required is attractive bait, a marketing device - a document that tells the potential buyers 
there's something here that's worth looking at. Any genuine potential buyer is going to do his own 
analysis; his vision of the company's potential will determine whether he will bid and what he is 
willing to pay. 

So simple an approach is not pursued for four main reasons: 

Habit or tradition: the preparation of country privatization studies and confidential 
information memoranda are standard practice worldwide; 

Everybody seeks the greatest transparency possible in these transactions and the 
preparatory studies are seen to contribute to that objective; 

Country privatization studies provide political cover for everybody concerned, especially 
responsible officials and political authorities; and 

Company privatization studies are free goods. Donors are willing, even anxious to pay 
for such studies. The German aid agency (GTZ) has financed 16 company studies, and 
NORAD (Norwegian aid) another 3 or 4. GTZ will finance 20 more company studies 
in the next phase. The cost of each of these is between $120,00 and $140,000. We 
thus have a third party payer problem. Demand for such studies is high because while 
not essential for effective privatization they provide some benefits - primarily political 
cover but also some direct advantages - and cost the consumer nothing. Supply is 

For example, Zambian Clay Iadwtries, Ltd., a nearly defunct operation, had two offers. ZPA management 
rejected them as too law, on the basis of valuations in a compny privatization study. Monarch Zambia, Ltd. had 
a numbor of bids of which the highest was $1.5 million. The ZPA Board rejected the sales agreement at that price. 
The company was valued at $5 million; the Board set a floor price of $3 million. Adherence to recommended floor 
prices clun be rigid. The floor price fixed for Chilanga Cement was $19 million, for example, and the 'Eoard 
rejected an agnement based on an offer of $17 million, though later negotiation resulted in agreement. 



buoyant because donors see these small aid allocations as making vital contributions to 
a transparent, successful privatization process. 

Indepth valuation exercises are not only costly and largely redundant, but have an 
undesirable indirect effect as well. They contribute to the neglect of marketing, which should receive 
much higher priority in the privatization process than it has yet been given. You don't have to be 
Michael Porter to recognize that the one important way to get a better price for any company is to 
increase competition on the buyer side. Yet most marketing efforts in Zambia (and probably 
elsewhere) are perfunctory - a few advertisements in newspapers and journals. There is clearly an 
imbalance between inputs devoted to preparationlvaluation and those allocated to marketing.' 

CAPACITY-BUILDING IMPACT 

Success in institutional development in ZPA is a second criterion for assessing project 
effectiveness. It is not evident that the capacity of ZPA is significantly stronger now than it was a 
year and a half ago. Formal staff training did take place - a seminar on valuation methods, for 
example, and weekly staff meetings were used as forums for formal and informal training and 
information dissemination. Counterparts were trained in PC use, business correspondence, valuation, 
and marketing. But systematic approaches to on-the-job training do not appear to have been 
developed. Evidence of strengthened organizational competence is not apparent. 

The lack of evidence of stronger ZPA capacity may in part be the result of the brevity of the 
PWIIPG presence. But 18 months is perhaps long enough to have left some impact. However, 
many factors worked against capacity-building efforts. Over this period, ZPA itself was brand new 
and concerned mainly with establishing itself. The threat of unrnet conditionality required that 
priority attention be given to negotiating sales. All concerned parties - ZPA management, USAID, 
and PWIIPG and its consultants - wanted the focus to be on pushing through tramactions. No 
capacity-building mandate is evident in the Terms of Reference or scopes of work. 

Also, according to some ZPA staff, the PWIIPG-provided technical assistance suffered some 
rnisforlunes of a kind not uncommon in the technical assistance business. One key staff member who 
came on board early turned out to be patently unsuitable and was fired after a few months. The 
other members, though individually strong, reportedly did not jell as a team. There appears to have 
been some public airing of intra-team differences within ZPA, which reduced the impact of the team 
on that agency. 

' It is true that marketing companies involves marketing the country, which can create special difficulties if the 
investment climate and external perceptions are unfavorable. 



RESPONSNENESS TO USAID REQUIREMENTS'' 

With one exception, the quality of personnel provided by PWIIPG was excellent. The 
USAID Project Officer and ZPA management give very high marks to two of the longer-term 
advisors (Edwards and Johnson) and acknowledge that almost all the consultants provided by 
PWIIPG were competent and fully sati~factory.~ One advisor who was supposed to stay for six 
months was found unsuitable and was asked to leave after a month. 

USI1IDIZambia staff concerned with the project expressed considerable dissatisfaction with 
the contractor's performance, in particular that of the Washington office.1° The following concerns 
were noted: 

The references of the unsuitable advisor had not been carefully checked; if they had 
been, it is highly unlikely he would ever have been selected; 

PWIIPG took two months to get a replacement incountry; 

PWIIPG did not take the Mission's request for additional consultants seriously at the 
outset, and suggested weak candidates; 

PWIIPG was unwilling to extend Mr. Johnson for the two to three months that his 
services were urgently needed. The Mission's view is that the new post to which Mr. 
Johnson had been assizned could have been filled by another person. They believe the 
attitute of PWIIPGIWashington in this matter reflects lack of re~ponsiveness;~~ 

a In February 1993, USAIDIZambia was asked by ZPA to supply additional short-term 
consultants. They turned to PWIIPG, but were told that a PIOIT would have to be sent 
first by the Mission to the PAD project officer in Washington; PWIIPG management 
explained that funds would have to be committed before they could act; and 

The Mission observed that the contract included persons (such as an intern) whom they 
never requested and from whom they did not receive any work that they could recall. 

See the Zambia Mission staff's extensive comments in their response to the questionnaire sent to all Missions 
for this evaluation (Annex B). 

They note, however, that all but one of the PWIIPG consulting team had a prior successlll record with ZPA 
.under other contracts, so success in consultant selection was nearly a sure bet. 

'O The Nairobi regional office of PW was very supportive. And in implementing the "lessons learned" study, 
both the responsible subcontractor (SRI) and P W  were "exceptionally responsive," according to the questionnaire 
response. 

" The questionnaire response puts it this way: "The general attitude seems to be that 'Well, we have enough 
other work so your demands are not that important.'" PWAPG staff point out that Johnson and Edwards were 
extended for two months beyond their original end-dates, prior to additional requests for extonsion. They note that 
Johnson's assignment was not routine, as the mission implies; it involved managing 26 professionals engaged in 
Kyrgyzstan's mam privativltion program. 





Privatization and Development Project (No. 940-0016) of the Bureau 
for Private Enterprise's Office of Emerging Markets (PRE/EM) . 

To provide a team o f  experts to make an interim evaluation of the 
project and to answer the following broad ques t ions .  

~ e v a n c ~ .  Are the services being provided to the designated 
countries well correlated with the original designs of  the 
project? 

Ef%actvrnesg. Is the project implementing privatization 
programs as well as helping decision makers secogniza th'e 
potential banef its which divestitura and privatization can 
bring [ i . e .  supplying technical Assistance ,to confront 
specific technical  implementation problems such a s  
establishing a sales price for a given 'asset pl: 'crafting 
legislation to permit the use of Employee Stock Ownership 
Plans (ESOPs) 1. 

- Are the policies introduced by Missions wall 
received and effectively integrated into the host 
goverment? 

- Are programs presented in a manner easily 
comprehensible to the clientele? 

- What components are successfully put into action 
and can they be usefully replicated elsewhere? 

'ciencv. Are project outcomes being produced a t  a cost 
=parable t6 the 'a$timated cost?' Ara less costly alternative 
methods of implementation possible? 

- Are the countries able t o  take f u l l  advantage of 
the services supplied 'or are there some 
restrictions? 

- Are the project's services such as technical 
assistance and implementation strategies being. 
provided in a *timely manner? i 6 

F. !. 
-act. What positive and negative effects havo 'resulted from 
the project? - Is this project stimulating the interest and-, 

providing the awareness needed by o ther  agencies. 
and Missions to i n i t i a t e  similar programs? 
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E. Susta TO what whatxkent are tho ~ ~ i . j i & t * ~ ~ i a i ~ o t t P  

permanently integrated and effectively institutionalized 
within the country's organizations and/or the Mission's 
planning process? 

- Is there sufficient demand for and supply of the 
various components introduced through the project? 

- What changes are needed in order to implement 
sustainable perf omance and long-term capacity of 
the project ' 8  r e f  o m ?  

F. ons iven~ss  of P r o w t  @ m Me-. As a ganaral 
%view, what impact are suggestions by the Contractor for 
changing the project having on the success of the project? 

a - Are suggestions for improvement -- made by the . 
Contractor -- implemented into the already existing 9 -  

framework of  the project by the Missions' teams? 

111 .- - c c g  1 IL L 

! .  
A. The privatization and Developldent Pro j act: was originally 

designed in ordir to continue and enhance the e f fo r ts  of i t s  
predecessor, the  bivestiture and Ptivatization project (940- 
0008). Under this project, a two year $ 4 . 9  million contract 
was awarded to Scientax Corporation.. The contract established 
the Center for Privatization (CFP), a consortium af s i x  
coldganies t o  provide expert advioory.serviccs t o  governments 
and private firms in developing countries OR privatization and 
divestiture. CPP established als a t e n s i v e  bibliography and 
library 02 publications on privatization. They have also 
produced and issued a numb- of publications on privatization 
(i .  8. country reports, '#Why Pr i~a t i2e?~@,  and "A Privatization 
Conference Planning G ~ i d e ' ~ ) .  ThB Contract provided central  
Bureau cote funding for numerous tasks designed to advance the 
Agency s privatiza-t ion objectives and ,allow overseas A. I I D. 
missions to buy-in to t h  contract t o  obtain needed techniaal .. 
assistance. This project was dominated by the arduous task of 
changing the mind-sat of the governments, populations, and 
busindss people in countries where the project was being 
implemented. The project s activities comprised the 
folPowinq: 

1. Privatization Strategy 
2 .  USAID Mission Program Reviews 
3 , .  .Dialogue with Multilateral and other Donors 
~Qc'Publications 
5 .  Establishing Country Priority Criteria 
6. State Enterprise Marketing Study 
7. Privatization Conferences 
8. Privatization Data Base 
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an* LbddiUlopmont Pxoj act hopes to gain include: - - - . I  
I. To assist decision makers in A. I .D. recipient  countries in - rncongnlzing and understanding the potential economic benefits . 

of privatization; 

a .  To assist R.I.D. recipient countries i n  developing and - 
implamenting effective privatization strategies and programs; 

3 .  To help A.I.D. recipient countries develop the capacity to 
indepenaently implement their privatization programs without f l  
need of further donor assistance- 

In order f o r  these improvements to be gained, the Contractor should 
meet the following objectives: 

..) 
I 

1. Develop and implement a mechanism for monitoring and 
evaluating priyatization ef f in A.  I. D . recipient 
cotmtri es. 

2 .  Develop a framework for identifying target countxies in 
which project interventions have high potential for 
success ' in initiating or advancing a privatization 
project . 

3 .  Provide a method for advancing interest and knowledge of 
privatization a c t i v i t i e s  and techniques among the 
decision makers of the developing world, 

4 .  Provide a vehicle for assisting overseas A.X.D. missions 
and host countries i n  developing and implementing an 
affective privatization strategy and action plan. 

S .  Provide A . I . D .  w i t h  tha capabi l i ty  of providing high 
quality technical assistance on short  notice i n  a wide 
fangs OF skill areas related to privatization. 

. . d . .  . - 
6 .  Provide a maaG for gathering and distilling experience 

in selected important aspects of privertizaticrn. These 
analyses should integrate the lessons learnad i n t o  useful 
guidance which should be widely disseminated to 
privatization practitioners, government officials, and 
the donor community - including A.1.D. 

Has the Contractor maintained: 
i' 

1. weekly inibrmai meetings 
2. quarterly reports. . 
3 ,  annual work plans 
4 .  field reports 
5. delivery order report requirements 
6. final'r'sport. 
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The evaluating contractor shall conduct a survey, w i n g  a cable 
survey ~ostionnaire and telephone, to miasionr which h a m  
cornplated or ongoing delfvary order6 under the P6rb project 
contract. This survey will genglratr answers to tho quostions 
balow. In addition, thr contractor will v i a i t  E, sample of llclient" 
countries, srlected f o r  masons o f  the complex, "cutting edqm", or 
probllernPt5.c nature of tasks called for und,mr tha PhD deXivory 
ordu(s )  . In these coutries, the contractor w i l l  use the same set 
of quo~tiana as the basi6 for a more in-depth inquiry of  project: 
performance and rasults,  in intarviews w i t h  VSAID mission staff, 
and key host gavarnment officials selected by USAID project staff .  
Wherr there have been evaluations undertaken or in proceas of USAID 
privatization projects, the cantractor will draw information from 
such evaluations, in consultation with USAZD s t a f f ,  to enhance t h e  
breadth and dopth of this evaluation. 

A. & J , e v w ,  Have tho various strategies used by the contractor 
allowed for sufficient analysis of problems to be addressed by 
the contractor undcrr AID-assignad tasks? If so, have the 
strategies been ralevant and flexible enough to meet changing 
political and econcrmic conditions in host countries, or USAID 
private sector/privatization program objectives? 

B. Eifsctivene~~. The evaluation should provide information to 
determine whether the presentation of the project has made 
satietactory progress towards achieving its stated specific 
objectives : 

1. Develop and implement a mechanism for monitoring and 
evaluating privatization efforts in A.I.D. recipient 
countries . 

2.  Develop a framework for identifying target countries in 
which project intexventions have high potential for 

a success in initiatng o r  advancing a privatization 
project. 

3 .  Provide a method for  advancing inteiest and knowledge of 
privatization activities and techniques among the 
decision makers of the devolping warld. 

4 .  Provide 21 vehicle for assisting overseas A. I. D. missions 
and host countries in developing and implementing an 

, e f fect iva  privatization strategy and action plan. 
'.a I., . . '.:,r . . * \ I  ;$,*Is I ::on?, 

5 .  Provide .: A. I. D. with ., the capability of of faring hi&. !, eb: 
crualitv technical assistance on short notice in a wide 
iange o f  skill araas related to privatization. 

6. Provide a means for gathering and distilling experience 
in selected important aspects of privatization. These 
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guidanca which aho'ur4 be, widely disseminated t o  
privatizations practit ioners,  govcarnment officials;, and 
the donor community - including A,I.D. 

t C. w o n  of Info 

a. Has the contractor maictained updated r e l a t i o n s  
with PRE Bureau through its reports and meetings? 

b. Were the newsletter, pre#s clippings, and other 
publ icat ions  targeted to tha appropriate audienccts? 
If not, what other staff members or interested 
personnel should be included i n ' t h e  mailing list. 

a. Is the PRE Bureau effectively and efficiently 
managing and promoting the project? Specifically, 
what could the Bureau do in order to stimulate more 
interest or awareness? 

b e  Have t h e  Contractor and PRE Bureau completed the 
work needed t o  maintain a sharp focus of the 
project? In what ways, i f  any, have these two 
entities drifted from the original objectives? 

c. Is t h e e  evidence that the previously mentioned 6 
object ives  are relevant and effective in achieving 
the overall project goals? 

d. What can be done specifically to revise the project 
design, focus, and coverage, t o  further improve any 
other projects of this nature? 

1. B r i e f l y  describe a l t e r n a t e  approaches and mechanisms for 
Fsivatitation and Development that PRE might employ in 
the future (These can be broken down into the 6 subject 
areao mentioned .above). 

2 .  Are the subcontractors maintainirrg close xelations with 
the governing contractor throughout the project so that  
the. contractbr+is .evidently benefitting from their ., : 
seltfriess?'! y If  no^, what' services can be provided by the .. . #  

subconCractors in the future to more effectively a s s i s t  
the Contractor? 

I ; ' !  8; 9 



1, Are the rocommerndationa o f  tho project consul tants  baing 
communicated to a l l  countries poeaibly jnterested? 

2 .  Are t h e  press clippings, case studies, Privatization 
Databiifbe, puk~lications , and prrdsentations producr?ti 
succe~seilul in communScating alL current aspects of ths 
developm~rr~t o f  the gjtoject, or has their information bem 
limited? 

3 .  Ia thera evidence of substantial interest in tho mataria:L 
presented at tins various conferenccis and/or presentations 
so as to lead to tke developmsnt of similar additional 
projects? 

4 .  Is PRE maintaining close contact with other intsrnationa.L 
donors throughout the project? Briefly descr.ibe tho 
cooperative e f f o r t s  made by these organizations. 

5 .  I d e n t i f y  the countries where the Privatization and 
Development p r o j  act has most successfully carried out its 
pr inc ipa l  objectives. 

6 .  Are the countries and A.T.D. Missions integrating into 
their policies the recommendations furnished and projects 
implemented by the Privatization and Development project? 
Is there evidence that these suggestions were actually 
implemented by the host governments? 

1. What appears to ba the institutional imp.ediments of 
promoting a sustainable, s t r a t e g i c  approach t o  the  
development of the role of Privatization as a development 
tool? 

2. What additional resources are necessary to increase the 
feasibility of sustainable a c t i v i t i e s  which the countr ie s  
researched w i l l  be able to build upon and improve in the - 
future? 

3 .  What changes can be made to improve the idea o f  
Mownershipla or: wstakeholdingM a t  the mission levell? 

4 ,  Looking ahead, what t ,new programs or e f f o r t s  can bp .&: . .:r L 

implemented internally and externally through1 , st. P 

Privatization and Development to make it a more 
successful and lasting project? 

i ? Y  0 ; n.2:: 

4 .  '. 
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Aro del,ivarabl~aa produced by the contractor, or 
recommendations and suggestions made to the  mission or 
host country by the contractor cle!ar, a~ccaptable ,  aad 
readi ly  implamentad? 

A. The C ~ ~ n t r a c t o r  shal l  d ~ v e l o p  a work plan $or this evaluation 
that fits within the  framework set forth below. 
Modifi.cation8 within this frinmsvork shall require PRE 
approval. 

B e  A t  the etart  of tha evaluation, the waluat ion  team shall meat 
with representatives of PRE and the dffice of Project  
Development and/or Private Enterprise Bureau to prepare a 
detailad work plan. 

1 b xerviewa.  The evaluators shall conduct interviews with ; 
individuals identified from the following groups using a 
questionnaire o r  other appropriate methodology developed , 

the  evaluators and approved by PRE/EM: 

Representatives of the project contractor(s) and 
subcontractors ; 

A. I. Dm /'PRE personnel responsible for managi~g and 
monitoring the project, including PRE and regional 
bureau staff, and other A,I.R./W s ta f f  
knowledgeable about the project; 

by telephone and/or telegram (as necessary), A.I.D. 
~ission directors, privats sector officers and 
other personnel who worked with project consultants 
or are otherwise familiar with specific project 
activities abroad; 

through v i s i t s  to  a sample of client countries, 
tentatively including Russia, Poland, Moracco, 
Burundi, Zambia, Nicaragua, Bolivia, Ecuador, 
Philippines and Indonesia, senior host country 
officials, host zountry c o n s u l t a n t s ,  
representatives of other donors providing 
privatization assistance.  This list may be amended 
by mutual agreement of the contractor and PRE. 

1 b 

2 .  1 l B ~ . ~ . ~  Research shall include,. but notibe 1 imited to, 
I: review . o f  t h e  following: 

a. Project consultantsf  reports and any other 
. - documentation generated by project 'contractor (s) , 

subcontractor(a) and consultants; 
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~ . . 6 ' +  ! b. A.X.D. docummtationof thaprojact ,  Lncluclinr;;r& , . :: . , -Proj ' ir~V hpibr, tho corm con t rac t  and moditicat ion& 
for Mission buy-ins, the Request f o r  Proposal and 
proposal for tha project contract) 

c. C~ntractor~s regular reports t o  A.X.D. 

d. Previour assessments of project work, including 
Mission reviews of consultants' reports; and 

a. Other additional quantionnairea. 

-,a: V I  LEVEL OF EFFORT AND WORK SCHEDULE 
. .  ., . . 
1. The scope ot work calls for three'senios Policy and 

Program Analysts m d  one Budget and Financial Analyst: 

a,  The Policy a73 Program Analysts shal l  each have 
formal education in the fields of development 
f inance,  economics, business administration, and 
substantial professional experience in - 
privatization AND one or more of the following: 
macroeconomic policy analysis and development, 
financial markets development, and business 
administration. Each of  the three analysts must 
have suBstant.ia1 experience i n  the above areas 
working in developing countries, and must have 
served aq the team leader on at least one prior 
evaluation missiomr, and/or privatization mission - 
involving a privatization transaction using a 
transparent (e. g. , public share of Per, tender) R 

mechanism. 

.- A total of 93 workdays w i l l  be needed. 

b. A Budget and Financial Analyst will assist in 
preparation 0% the survey schedule, tabulation and 

/ 
collation o f  survey responses, basic research, 
preparation of budgets, cost accounting, 

I backstopping and ather supportive ta sks ,  
\ 
\., Total workdays; 20, 

2 .  Work Schedule 

Weak 1: Review a f  relevant materials and interview 
with PRE, other A. I .  D.  /W. staff connected wi&;. 
the PPD project, and other donor cf f icials, as; 
recommended By PRE/EM. Evaluation work plan 
and survey questionnaire schedule submitted& 

' for PRE approval. Survey cabled t o  USA=-' 
missions. :-. 

. . .,. '4 
::"-- - 
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a $ 4 , : 0 , , ~  * .  cl't'.ej;..o to sumpPo of P&D,c l iont  countriras to 

intarviaw UEIAXD, hoot ' country o f f i c i a l s  and 
other donor o f f i c i a l s .  Budget rand Financial 
Andlyst will collate And ' tabulate eurvey 
rssponspss. I 

week 5: Formatting and construction of evaluation 
report. F h t  draft submitted to PRE. 
Debriefing t a t  AII)/W staff  and P&D contractor. . u 

Week 6-7 :  AID/W review and finalization of report. 



The Priva'tization and Davslopms~t (PGD) project ia 
fulfilling the intent and purpose of the Office of Emurging 
Markets project portfolio o f  providing state-of-the-art 
technology in private ~mctor devslopmant to A.I.D. and P&D 
flcl,ientl' host gfevernments worldwide. The project, arguably the  
trend-setter for the agency in the field of  privatization, has 
proven a star performer in overall quality and volume, Par 
exceeding the original sxpaotationa of worldwide demand, The 
project's rapid growth hae nonethelaas resulted i n  crrtain 
stresses in performance. The purpoea o f  the mid-term evaluation, 
to ba conducted by Development Alternativee, Xne., ir.(a) to 
dstSsemf ha 'whether" boch' the Cora and-.requirrmernta-acontra~ts are .- - 
being fulfilled in accordance with their stated requirements, and 
(b) to recommend alterations in the two contracts, and in the way 
the contractor is performing that will better fulfill project  
goals and objectives . 

At the project's halfway point, SO Delivery orders (D.O.) 
had been completed or were underway, totalling .just under: $30 
millioli;' "This.,giguro is three times the original estimated value 
of #a Requirements contract o f  $10 million. Much of this gtowth 
was driven by high prorile U . S .  initiatives i n  Eastern Europe and 
the N I S  region before AID had in plac8 instruments to grovida 
other rechntcal support to those regions. A t  the same time, PRE 

.-. I-... was aware frontme start that impbemantation problems might arise 
*-- as a result of a tight core budget re la t ive  to a complax sat of 

Core tasks. Key core staff to develop and oversea the Large 
overseas program, operate a privatization data and information 
storage and rettieval servica f o r  AID and host country users, as 
welZ as f u l f i l l  PRE bureau needs for privatization technical 

-. ,- ----*'aB@%?fiab rtrasiaedJhree pers,ons. However, a change in the 
functions of tho t h i r d m 3 w ~ f i o n T i i b e e n  .initiated to" 
cosresgonet w i t h  actual exparfenbe which has calllea for less 
research and more day-to-day caordination. oP and PREjEM have 
discussed from t i m e  to Q L m s  'implementation issues relating to -.- ---. . C-  

eo25 a t a f  f and cos ts ,  m h  as t h e  time s p n t  by the project 
executive director on 0 . 0 .  projectso We look to the evaluation 
to assist Ok and PRE in identifying such issues and recomm@pding 
solutions. We expect also that careful analysis of project 
perfcrmance under the requireantants and core contracts will reveal 
trends in privatization technologies and financing, as well as 
salient political and social issues that .beg .for solutions, to 
enhance the effectiveness o f  privatization tacnical  support. . , . 

- .  
Given'tke high profile of this project i n  tho rgencyt's 

private sector strategy, and the role it plays' as t h e  ircutfhg'  
edgew Jn privatization technology, it i s  essential t o  ensure an 
objective and high quality product from this evaluation,. '& 

Therefore, PRE/EM has selected one ~f AID'S evaluation IQCs k o  
undertake the evaluation. Davelapment ~lternat ives , Inca (DAI ) 
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bas a sound keputati on in ,conduct inp w;. , +:)e?.:-em, .for AIb . In 4- pa.rtlcular, DAI has had recent e*xpexieriur ' in L~acing b 

privatization programs in devrrlopinq countria5 in particular. ~ t s  
expertise in privatization as wall as financial markets 
davelopment and wacro~conomic analysis qualify DAX to examine the 
"big picturem o f  economic restructuring in which privatization 
plays a central role, hs well assess the quality of privatization 
policies and institutional structures at the host country level. 
To the best of our ki?owledga, no DAX principal likaly to work on 
this evaluation has worked on a s  PSD project for Price 
Watsrhous~ or its subcontraetors. (DM principal Elliot Berg 
recently completed an evaluation of privatization programs in 
A S r i c a  for the World Bank, which should be an asset in carrying 
out this ova1.uation. ) 

-.- It -is-expeated .-that the evalua$f ~n .viklja_k_e ,.eghs weeks. 
the final report should be dalivered to PRE not later than" t&e 
end of November, 1994. The evaluation scope o f  work calls for an 
investigation o f  P&D alclientsM in AID/W and ovarseas. Three 
senior DAI investigators will hold in-depth discussions with PRE, 
OP and regional  bureau staff responsible for P&D core or D.O. 
activities before travelling to a sample or countries where they 
will interview USAID and host country sanior officials about P & D ~  
proj8et perfOrmanC& DAI visits to countries where missions are 
conducting their own evaluations of USAID-funded privatization 
projects involving PGD will be brief exchanges of pertinent 
information, while more in-depth discussions w i l l  take place i n  
the  other project s i r e s .  At the sama time, DAI will survey by 
cable the remai~ling missions using PtD services; informatiun 
derived from the cable survey should conSirsa patterns or point up' 
anomalias or problems worth further investigation. The first 
draft of the report: should ba delivered to PRE/EM no later than 
the end o f  the fifth weak, followi.ng debriefing of PRE and other 
AID/W s t a f f .  



APJNEX B 

MISSION RESPONSES TO QUESTIONNAIRE 



Mission 

SSlQN RESPONSES TO QUESTIONNAIRES 
I 

U W  PAD I R e s ~ o n r e r  

X According to our records, USAID/Dhaka has not used PAD. The mission Is in the process d recasting ik private 
sector development strategy, including the role of privatization and future demand for s m b s  h Ws area 

1. Yes, on several occasions, dating back to 1989. 
I 

2. The mission's assessment of TA provided by PAD, wadd vary according to the tkne period hokedinvdved 
Before 1990, our experience was average at best As PW took charge, the impnwemerrt was @e 
noticeable. 

USAID/Boliv& has used IPG on 3 major DO'S, 2 of the 3 related to privatbation TA, and the third 
geared towards the development of a PR campaign for ongoing activities in a ~ o v e i i  oi Bolivia 
(GOB) initiative to 'privatize' its pension funds system. The mission was particuiarly satisfied with 
IPG's performance in DO'S I and II. (rating: excellent). DO Ill, unfortunately, ,was not condudd doe 
to continued delays on behalf of the GOB in authorizing a fullfledged PR campalga 

3. Excelled in prompt and responsive service. RexWity in providing TA was the norm Several tasics 
required a significant leve! of locally-hired staff, particularly in the case o( pension reform initiativas 
This has helped in establishing a cadre of Bdivian professionals that will m h h t e d y  find its way into 
key pitions within those entities that will monitor and supervise the new system 

4. Of contention, in this mission, Although USAID/Bdi r e a l i i  the bendks of using contract 
mechanisms such as the IPG buy-in, the negotiated overhead rates for said contracts have, from our 
point of view, been excessive. In fact this missions experhm has tea that in rrrany krstances FW 
TA was supplies via TCN's or other US-based consurtants that were nut W staff. This puts into 
question the reasonableness of lofty overhead rates. On the other harid we realiie that PW was very 
understanding of this situation and where possible sought to. ammoda te  oklr concerns depending 
on the nature and content of the tasks performed. 

This mission has always believed that the JPG consortium had the best mix d apefhce to satisfy 
the TA requirements needed for the Bdivian privatization program. We have not used the services d 
any srnall IQC's, and therefore cannot comment on how they compare to IPG. As merrtbned eadier 
wt, have always been very satisfied with the quality of the work provided by PW and its consortium. 

.- 

6. A2hr~gh this question may be best answered by the end-user (i.e. the GOB), it is our h p s s h  that, 
die to the nature of the TA provided, and the extent of coordination with local GOB samtwparts, rtrat 
significant amounts of IYechcdogy transfer' has taken place. 



Botswana 

Chad 

Cote d'lvdre 

718. PWIIPG has provided TA in a number of different areas But perhaps where P has had the most 
impact was earfy on in the Bdiv&n program, when deckion makers had to be irEormed of the 
importance of designing a wd-planned privatization strategy. These efForts evmWly led to ttw 
development d legislation that has proven to be Redbie enough to a8cr;u bor a m m h  af diveshpes, 
induding - as d late - the possiWity to sell what are considered 'strategic' entYies @he Natknd 
Hydr- Company, local and long distance companies, railroads, etc). Futhennore, PW work 
performed under the Bolivian pension reform initiative wid undoubtedly sat Um stage for 
unprecedented maw- change, ttte comerstone d a stnrcbral adjustmerrt program which 
we antidme wPI go into effed in early 1995. 

USAID/Botswana did not receive mw request asz;ifitance under the PAD pmject The missbn may rsquast 
privatization services through the PAD during FY94 and FY95 to assist h tfie development .and inplementadbn oi a 
medium term privatization strategy for stateowned entePprisas in Botswana. 

To date, UWD/Chad efforts have not induded a prDvatization program nor do program projechbrrs emrlsion such a 
program. Neverthsless, USAID/Chad welcomes information on currend rescnrrces aw&& on prwa;tnatwn 

. . . 
T4 

espechlly in regard to training. 

I do nd Mieve that REDSO/WCA has requested or rec'd assistance from PAD. To the best of my knkouuledge, the 
only direct privatrzation assistance that has been provided by AID to Cute d'hrole has been the funding d several 
participaRts to us-based seminars on the suqeci. 

1. We had requested assistance but the GOES changed its ts and no a s k b n x  has has been 
requested. 

6. lnfomration has been received and kept on fia 

8. - A method for advancing interest and knowledge of p&atbW~ activaes and techfdqus among the 
decision makers of the developing world. 

- A vehicle to help overseas AID mission and host countries develop and imphmt eifectivs 
privatization 

- Organizing trips to see other countries wpwkmes in the process, to learn the mistakes and tb 
SUCCBSSBS. 

1. Yes. 

2. Above Average. 

3. PW/IPG was both responsive and flexible. The delivery orders were focussed solely on the 
priMtitation of the Gambia Produce Marketing Board (GPMB) and therefore had no designated 
training acPivities. However, in valuing the assets, writing the sales prospectus and &Mng on the 
negothtion and bid evaluation methoddogy, the consuttant% worked closely and successfutiy with 
USAIDIBanjul and more importantly, the national investmmt bard od We Gainbia. 

4. Unknown. 



Ghana 

Guatemala 

5. During ' f in Washington, a representatbe from USAID/Banjul met wid\ several pro@& managers to 
discuss using comuhant services. Mission represenaative recgived good support from Penny Farley 
a m  was able to dlsmss mission needs with PW. Based on these fruitN dkambm, it was deddgd 
to contract with PW. 

6. Not to my knowledge. 

7. PrhratizationdtheGPMBwasacondWonpr8C8denttothefirst~cloclpcOIect~krthe 
Financial and Private Enterprise (FAPE) program. The Privatitation and Development (PAD] projed 
was instrumental in USAiD/Banjul iderrtayhg and moMidng, on a thdy basts, apdse  mquM to 
complete this adion., The GPMB was the Gambia's largest SOE. As with many d Africa's early 80's 
privatization efforts, the GPMB had long lust its profaability and had become saddled with a diverse 
portfolio of poorly maintained assets. 

The PW/IPG team segregated the company into core assets or those critical to GPWs ~&EUY 

business adhrity, (the cdlection, processing and marketing of groundnuts and grourdr#lt by- 
products), and noncore assets or those that were not This was followed by a valuatbn anci 
marketing strategy for each. The core assets were packaged in a pmpa%ts that was w b i y  
advertized and distributed both locally and internationally. PW/IPG mahtahed itwbmmt 
throughout the receipt of offers stage as well as provided much needad guidance with resped to 
negotiating the final sale. On July 28,1993, the cora assets of the GPMB were succgsshPy sdd to a 
Gambian/Swiss joint venture. 

8. The Gambia has had a vwy attractive and enviable record of prhmtizatlorrs over the past five years 
The remaining key targets d opportunity indude the telecommunications company (GAMTEL), the 
transportation company (GPTC), the port (GPA), and the airport fadlities (GCCA). Although 
USAID/Banjui's continued involvement calls for assistance in developing and h p h m h g  a nu&& 
year dhrestikrre plan, it Is not possible at this time to d e t h  if and when specific privatimtion 
technical assistance will be required. It is most likely, given budget projeabm, that a d d i i  PAD 
services would not be required prior to December 20, X95. 

Mission has not used PAD and therefore cannot comment on its perfomrance. Mission does not anticipate wddng h 
the privatization area during the next year or more. So it is unlikely that the mission wiU wed assis&nce from PAD 
during that time frame. 

1. The mission completed one buy-in in 1991 to provide assistance to the RAinLdry of Communicafions, 
Transportation and Public Works on the feasibility of the concession opemtion of a portion of 
Guatemala's road network 

2. The assistance provided under this project was above average/excdlent 



Met the needs d the Minisby, even staying a few unphnnsd days to make a presentatbn, in Spantsh, 
d M r f l n d b r g s ~ e a g r o u p d p r i M t e n w d ~ ~ a t t h e t e q u e s t d t h e ~ .  They 
mwkedw#hadv isors to thembdstwmthet~~dtherepor t toensue~theywere  
understood and that the Mhidry would have mxgh Mmwtk~~ to proceed with road concsssbning 
h the future. Following the completion of the technical assfstance, the kep h touch with 
the mission to see how the ministry was progressing in implemerrting hhek and 3 
any further assisbnce was requked.. 

4. The PAD project was the only source considered for this assistance. It is thereiore d m  to assess 
its relathre cost &ectiYeness 

5. Following the use of the PAD project, the mission deckled to use huds remaining h an ddsr kw 
to the Prhmte Enterprise Development Support Project to provide TA for the prhratizatbn d EPrqagm, 
the rnunkipal water authority. This dedsion was prima@ based upon the midon's desire or a fdt 
needtotryattemativesoun;esofprhmtimtiontechnicd~ ~ ~ i s i n d ~  
in the list of topics covered by the PEDS project, it is not its centraj focus This W e d  ir: 3 
significant delay on the part of the consulting firm managing the PEDS project in iddfyhg s&aM 
comldmk 

6. The mission nas benefitted ftoon PWs information d i n a t i o n  activaes by being m the pm@S's 
d i n g  list and therefore receiving monthly summaries oi woMwide prhratitarbn adkns excerpted 
fromnewspapersanddherpublications. AmoreusefulundassiCiedsenrjcewolddhavebeenashort 
analysis of what approaches were working in other countries and what problem were being 
encountered based on the project's own axperiences 

7. The TA provided by the PAD project es&bilshsd a solid analytical base on wMch road c a m s h i m a  
c o d  proceed. Due to a d i i  political environment and a change in ttm Mrnister of 
Communications, Transportation and Public Works, no adion has been taken the cmesdon portiorrs 
of the highway system. 



8. The concept d prhratizakn h Guatemah has recentty surged h poprrlarity with the recent c b w  
government We plan on continuing to work on prhrati;tation ksua thrwgh an agmmmt with the 
Guatemalan Enterprise Chamber, the umbrella o r @ m W b  of the orgsnized priva!e sedor tftrough 
1997. Themiss ionmayrequestat ione l~MthePADpro)ect ,but i t fs too~aQWs 
point In the time to be specifk in terms damwnt of Wing, the frsrme oreventhe exact wbjaS 
area Astheneedsbecomemorespeciiic,wwillbeincontadwithG/Pre. Ghrenourposftive 
aKperience with the PAD it would certainly be Ngh on our Ust d tednicel sssLstance c@ons 
If you would like darfficgtions on any d the points addressed in this pleas8 slug your qwsths 
to Kim Dehney in ISPRIE/USAiD/Guatemah. 

The mission does not anticipate partidpation to this program in the foreseeable fubm. 

1. ThemissionispresentlyreceMngTAunderPADfostheprivatizationdthet~ 
system in Honduras. 

2. Ow experbm has been limited to the work presently being carried out for We 
system. We rate their p e r f m i  on thk job as excellent 

3. The contractor has been sensithre to capacity building needs of the host government and h s  been 
prompt, very responsive and flexible. 

4. We have no basis to compare the cost effectiveness d PW/IPG services wYh other soucss 

5. Theselect iondPADwasbasedontherepuAat ionancl~of~~JI f f igroupIn 
privatization in other countries. 

6. The information dbemhated on primthation under PAD Is very good and will ba used locdly h 
privatization confeuences/seminars that are p h n d  by the chamber of commerce and other private 
sector institutions for next year. 

7. It is too early to measure the impact of W s  efforts to pcivatize Hondrrtel. However, we believe that 
the work performed to date is high quality, has met the needs of the GOH, and wiN be a sigrdficslnt 
factor in achieving the privatization of this entity. 

8. We expect that by the end of the PAD mandate, most of the stateuwned errteqxkes In Honduras 
would have been privatized and the Privatization project win snd. Thesefore, we do not errvisjon any 
further needs beyond 1995. 

1. Yes. 

2. Average. 

Guinea 

Honduras 

Indonesia 

X 

X 



Performance and d m  satisfaction have only been average bcause d lack d abCatW p r ~ g e ~ f  
toward dedred achievements. Much d the reason for this, howver, has been outsbje PWs ambA 
Such as instiMbnal reorganization. 

Both PW and USAID/lndom& are currently t a m  a more proadive postue and !ha GOI are 
currently taking a more ploadive posture and the GOD has now taken steps to revke Its 
privathationprogram. Missioniscanfidentthat,withal~morethenaymrleAh 
USAlD/lndonesia's privatization  ad^, PW will be producing residps far exceed ttwJse a c b h d  in the 
actMty to We.  

The contraceor has been sensitive to capac#y-building needs d the host gommmt PN/lPG, 
already working in Indonesia for several years, has been pmq% responske and bxibie, abwgh n, 
new contractins has been involved. 

One such case in Indonesia involved an expgnshre expert for two years to e&Wh a fh&d and 
administrative framework for the private provkh of public servicas. The cmsubnt despite some 
good, was not successiul in b!Mng this framewrvk In another bPstance, PW started a tlgtring 
needs assessment for the GO1 entity overseeing privatization, oniy to have a major r e a m  
relder it almost useless. 

USAID/lndonesia selected PAD because we needed a cordrador w d k f s d  in pfiWbW~ over a 
three-year period. We could not use IQCs and when we were loddng. h 1991. fflE/EM had the 
most attractive product. !Ye have used no othef suppliers 

6. We are aware that PW publishes press d i  on privatization We are not fandfanjlm with cSher 
information dissemina!ion adivities. 

7. Impact to date has been minimal. Mission predicts impad over next 12 - wils be sjgrrfimnt 
Tha difference can be attributed to two bctm: (1) the GOI, after a slaw s&r9 and much scnd- 
ssrching, is now making movement in privatimtion and (2) as a result d a raceat e v d d m  d the 
financial market project (of which privatbation is one component) USAlD/lndonesia is now taking a 
more active rde in pushing the GO1 and PW for red&. There is also a change h program appmach 
We are shifting from relyhg on a long term advisor who ended up in a resporrsive mode raher than a 
proactive one - to short advisors which will have very spedfic muhratly agreed upon actMtk which 
are dearly linked to desired proiect outputs. 



AID/Mexico has never requested or received assistance under PAD. The GOM k one d the leaders h p4- 
AlD/Mexico Rep Jerry Bawers explored the possiWRy d AID support with GOM kt they dedined the 
offer. 

Wehave recdvedsome materials, butwithout knowingwhat has beenp~fordissemhatbn, itisditkukto 
know if we have received waything. 

No Mure requests under this project are phnned for AID/Medco- 

2 PAD assistance has been excellent in all the activities outlined belcrw. Ow prinary corbador is Rice 
Waterhouse with lntrados as a subantractor. Thus far, lntrados has been dobg ail the work, 
however, we expect people from Price Waterhouse for some d the more complex pm&mbom 

. . . 
still to come. 

The contract is for provkli constdtants both Nepali and expahtes, mPsying nt valrration of p b l  
and machineries, ddng financial analysis, recommending Mng strategies, prepare ptb&a&m 
action phn, hpfementing adion plans, etc. We have had the amdtmts fw less than four m t N k  
In this period, four pu&k enterprises have been privatized and turned over to the private sector. Two 
are on the market now and another two scheduled to go to market wittdn the next tm, aeeics This 
process will continue Laas 14 are privatized. The contract & to privathe 14 erW@se in m e  year, 
and at the pace it is currerdly moving it is not difficult to meet the target There is a very good 
coordination between the contractor, USAlD and the host government, and the c c m d m b  are &ad 
in as the need arises. 



3. Technical assistance provided by the conh.actor has hen excdk& As the h;as cJso 
become t q m h c d  with prhthtion they lawm the quality d tectnicians oifensd and am wry 
saledive when going aver the resumes. These ~ O C S  are Nred on the bssis d thet eqmdmms 
onprivatlzationandrBC8Yedonlyifwearesatisfied Theamtmctc~hasbeenwyprornpZ 
responshre and flexible, Le. they have not pushed for any cocrst#ant that U s  gammmt has 
rejected. 

The contractor has also gone out of their way to use Nepali contractors whenam ~OSSW, W u h g  
h a v i n g s p e c k d t r a i n i n g p r o g r a m s t o g e t ~ i ~ ~ W i t t r ~  

5. We selected PAD becaw we needed a qukk contrad to coratinue wah the pA&ath work after 
the first three were prhratized with the assistance oi UNDP. Also we had been w y  pbad with ader 
prtvatkation mining done by Intradss. As they w m  a wdp ~ 0 1 ,  we used the PAD as a 
waytosecwe~senricesoflntrados WehavenotcOntracIgd-Prithothar~sowwr?o! 
give a amparison. We had tried to secure a person to help wiRh p fh tb&m from a m t h ~  USAID 
cocltrad,withChsmonics. %uttheywerenotable tomovefastenough,norm~wl j lg to~  
t h e P r h r a ~ C e l l t o c o n t r d h w o r k ~ t h e ~ ( ~ f o r ~ .  

6. We have not received any informam from PW on privatbation. 

7. Theworkthecontractor isd~soParhasmadee!s igni f icant~ont t reprooessoi~  
inthecountry. A s t h e c o n t m d w a s t o p m m t i z e 1 4 ~ Y k ~ a l m g w s l .  Ithasbeen 
menZlonedabovethsatthreeenterprisesarebei.~~dtothe~sedor,fou~be 
advertisedforsalesoon,dudanotherthrwor~arebeing~focptivatbarion ARWswWn 
a short period d less than four months. This definitely is an exdent record. 

A consultant from DAI conducted field work for the subject evaluaih during the week d Odober 25-29, wtkh 
induded an assessme~~t of all aspects of the activity. Thersbe, this cable is in response to questien 7 and 8. 



Jordan 

Philippines 

Beyond December 1995, privatimtlopl ca93 indude ofm ore more d th8 bS'% 
p e r  genentbn, some port facilities, and a mmpmbmb andysis d the &k t  d on 
the ecorvrrvly as a whde- 

The mission has neither asked for nor received assistance wder the PAD project. 

During the period 1987 through 1989. USAID/Jordan used the services d the Center for Privatizsdion (CFB) to ass& 
the Government of Jordan ( G a l  conduct studies for privati;jng &teamed en&pbs specftcaay. sirort4errn 
comubnts conducted studies for privatizing the Royal Jordasrian Aidbs, the t- atpadon a d  
the public transport company. The CFP has been responsive to mksh's r e d  and on many oc@adans vme 
to provide alternative candidates for consultants GeneraMy the CFP axwbnts were capable with good eqmieme 
I n d y o n a i ~ n c 8 h a s t h e m i s s i o n h o t s a t i s f i e d w i t h h A e ~ d a ~ ~  

Currently privatization is not on the mission's priocity list However, there am indkatbns lhat h the aftmmth of 
recetnt parliamentary electkm, the GOJ may make a major push on privatization and may request USAID askance 
If they do, we will endeavor to be as respcmiw as our human and fhamd resources pamh 

The mission did not receive infomration about PAD. The host government did not bene# from khmaion 
disseminated under that project. 

1. Yes. USATD/ManPa through PESO had sever! dd- orders to 'buyin" to the PW/IPG mtmc! with 
PAD, funded by the mission's prhratization prqed These CO(IStjMed mostty rtae foreign techrid 
assistancr provided under the project. 



Del. order 19 TA to light-mil transit alrthariPy/abve averam IPG consritants developed Phd adivay h 
the face of redstance to change by h e  knplemnting esltay- The hmewak that was pressnted )sd 
to increased awareness by tha government d alternative mocks k carrying oil privati+idbn 

Del. order 21 TA to 0EAjaba:e average. The study on optiorrs for the pc~ller sector gemmtd 
serious comments by other mdthtwal agendes and became a i a  bnportant iwfemce for the 
dwdopment of the ~ovemment's energy 

Del. order 41 TA for seminarjde~ig~ d supplement/wcellent IPG guidance h the pqmrsikm process 
including the identification of speakers and materiais resuked in a well m&md and higYI hdommh 
seminar. Therecommendations~weremrldeforamlssiondesignofa~tothe 
privatizatbnptojectindica!edsensitivitytofurtherhsWLdionaldevelspment The--was 
eventually approved by the mission haporated many of PW/IPG's rscsrnmendations 

Del. order 42 TA to Phil. National Railwslys/excelient. PW/IPG study is higHy regarded by the dient 
and fs considered an important paper in the go~emment's phning d the i?rfvrrtizaaion & he 
~ P a n Y -  



4. Yes. The LGC pwt-hi a quick method d mpmdhg to need for assktma and the cost campad 
favorably when c ~ d e r l n g  other slink Correacts entered into by the grnrrwrPmert tk@ b 
cornpetithe prOCUi6;i~nt procesS. 

6. Yes. The monthly digest end the readings whk31 ware widely d- h CCSAID iMd h the 
implmenting entity were sources d updated hformatkwl The miterids especialy cn lhe Of 
privateprovisionofpuMkservkeswere~0~lc8sdnew~ontheslrbjed Theframework 
developed for condwhg a privatization adon p h  and hpkmdng prhratiraQhn actbus becams 
standard guidance for developing corrsuhants' scopes d work 

7. It is dMWt to assoc/ate directly with PAD the overall impact d asktame for becruse 
USAID/Manila did not avail of PAD c m t d y  funded activities, as it has 'Bs o m  pWia&n 
The project had buy4ns under PAD'S contract with the PW/IFG. These wem directed at state 
c o r p o r a t i o n s a n d n o r r p e c i o r ; n i n g ~ ~ h S 8 C e o c s s u c R a s ~ ~ m h i n g , p a p e r I  
d o d < y a r d s , s h i ~ , a n d ~ w M c h m t h e o v d ~ o f t t r e ~ p r i v a t i z a t b r r p r o g r a m  
had complex and difficult transactions Two cases d adstame resulted in sala The ahess wrere 
prepared to a status where the ~ovecnment was able to determine an pma&atm 

. . .  
strategy, and in same cases to received bids. In t m  of p m m g e  d totd Mkles, the propartion is 
not significant because of the large number d transactions. In temrs d edding to the c M y  d 
thinking, and advancing the process to next h i g k  level, the buyins were krrportant and h W sense 
a- 



3. The contractor has worked extremely well with mission d host gaversvnent oiticids hhding lhe 
prhratiatkncommission, and has been prompt and mspomh ForPhase2. missbnwassommht 
that an kdemal corrtrad dispute benNegn PW and one Y its wkmtmtm delayed for mdy fou 
weeks price waternouse's response to the scope d work approved by the garerrment 

4. The cost d the servicas seemed to be in line with the going rates but AFR/ONI wodd be in a Wer 
position to iudw cos; effec;;riveness since we don't have a lot d dRer privadizaBkn exwkma 

5. PAD was selected on the basis d its relationship with ON!. M i  was not awm d any fQCs that 
wuld p r M e  the same quality TA on such a timely basis M i  has rot ussd any other 
privatization contractor during the past 2 years 

6. The mission has no knowledge of any other Ldormatiocl disseminated under PAD other than Wwgh 
Price Waferhouse contract Mission and host country have hen satisfied with the Wornration 
disseminated. 

7. Thee is no doubt in our mind that PAD adhrihies have had an impact on process in 
Senegal. The work with the other major donom, the host ca#ltry and gavemment offidats have thus 
far provided the kind d rnothmtion that was necsssary to begin the privatization d the gmmdmd 
sedor. Yettfieworkto&tehasstimula!~theGOSatttreMghestkdtothinkthroughtireknpacds 
of a major privatization adhrity. 



Swaziland 

Thailand 

Tunisia 

8. Mission believes that the continued utiihation of the same key personnel in prhrattzahkn is d rrtmost 

some time before the mission, the dher donors and the GOS can dedde I ue w3 cordhue ttds 
activity with a 3rd phase. However, Cn the event we do ~KMX& to phase 3, we wiB stroslgly conskler 
Utphing the PAD project's privatization services to 191 this need. 

USAID/SwazPand has not requested or received direct assistance from PAD. 

Missionr8C8hlessubstantialrrjormgtiononpriMtizationacMtksandtxdemms I t i s ~ t o s a y w t i c h i d o  
generates from PAD and which does not. lntormatlon is shared with Mhistry d Fhance/Public Enterprise Unit At 
least one PEU offic&l attended a conference sponsored by PAD (Telecommunications Prhratbatbrr h Nambh). 

Mission has no funding for new activiUes/hdtiatives although work in ~/~~ is viewsd as 
important Through a Wlateral project, we have been able to use limited funds for a PASA with Treasury Oepartmert 
(all salary costs born by Treasury) to fund attorney to draft brsumnce/penskn legkkth for newly 
industries. Through another activ&y we have funded an WPD(ER' in PEU who has been very efiectivg; however, 
funding for this terminates in mid-1994. We are In procass of a fdlow-up conslrltancy on privatbatbn d waste 
management for city councils with financial inputs from REDSO. 

For a mission with limited ~~SOUTCBS, both personnel and finandall such as SwazPand. P is for PAD 
resources to be easily oMalnable with limited mission time and inpub requked. 

Mission Mieves longer tenn future requirements (wer next 5 years) for technical support Wude training d mid-kd 
government employees (techddam and undersecPetaries) in nuts and bdts d resbuchrrIng public ampadas Atso 
needed for privatization are functioning financial markets. Government d Swazibnd will probably need more 
assistance in this field re drafting updated legislation and regrJatory responsibifities 

In addion to future requirements listed in paragraph 2 above, mission suggests that PAD organize and fund a 
regional workshop (2-3 days) on privatization adivities and experiences h the regbn Such an ewM wouW allow 
interested private and public persons, as well as responsible USAlD o(ficers, to share regkndty relevant privatitatiorr 
experiences, thus promoting and faditating privatization in the region. 

USAIDflhaiIand has not repeat not used G/PRE's PAD project's TA or training savks and therefofe wriEl not 
participate in this project's mid-term evaluation. 

1. USAlDflunisia bought into PAD for the following work; (a! a brief l6day Wel of efFort diagnostic on 
two SOE's (SAKMO and SOTAC) proposed by the Government d Tunisia (GOT) for p&atWh; @) 
an action plan for the prhratization of the national flag carrier Tunis Air. Prior to these two efforts 
mission requested a hrger buyin covering a range of services requested by the GOT, but contractor 
and USAID/W turned down the request as being too general. 



2 SAKMO/SOTAC: The as&ance, though limited in nature, was high quality (abcnm avlerage). USAlD 
e n ~ a g e d t h e s a m e c o n s u l t a r c t t o a s s i s t t h e ~ i n d e s i g n b r g k ~ a n d ~ m a r k e a S  
development project. Howevers due to prior dYficuities in negotiating buy-ins under BAD. P was 
decided to go through Coopers mi Lybmnd. 

Tunis Ak: Average. See additional comments below. 



Tunk Air: WhYe the final report has been generally well accepted (wah the e#ceptbn al GOT and 
Tunis Air's resendom on the assessed value), both USAID and the GOT share the fd&wing 
COncems: 

The hpse d time between the GOT'S islitial request and the anival of in was too 
long: about 5 months. Much of this delay W e d  from the lengthy negoWhs wYh Price 
Waternouse (PW) over lwel of effort. 

Management of the work: PW subconb.aded wWI swed d i i  k d M d r t a l ~ / ~  
to perform the work. The lead who was not a PW employee, was techddy qualified kt 
in the opinion of USAID was not given suCficient aLithority to adequately manage the work As a 
result, the finalization d the report was done by home office staff who had never been to Tunkia 
Over theper iodofexecut ionofwork( i rom~~toJanuary93) the~~managementkw 
the wwk d\anged hands at least four times, and with each change, the new person Rad to be 
brought up to speed. Admiltedly, the more timely provision d commts a d  lhmdal idwmtbn 
from Tunis Ah might have overcome this problem, but a dearer delegath of author@ to the lead 
consultant woukl have obviated the problem altogether. 

Use of local consultants: The scope of work dearly called for the conbador to inducted a bcai 
financial mns&an? in the development of a marketing strategy for Tunis A+ shams The concspt was 
that the local consultant would work dosely with the lead a m d a n t  an $rrastment banker, and that 
there would be some 'transfer of techndogf. Unfortunately, PW concluded &er its iirst visP hers 
that such a person was not available locally, and instead iri high paM Solomon 
Brothers. While PW informed AID that tMs person was being sent a$ ttiey did not request USAID'S 
authorization to replace the specified local comdtam USND was instead left with the hrpression 
that this new consultant would be using some of the person days docated to the iead 
previwsly described. This problem was later brought to the atten$;on of PW. 

Stays in Tunish: The mmdtant spent too latle time in Tun& to obtain tha reguked fmandal 
infomath from Tunis Ah and to adequately discus the repoiis findings and The 
draft report was circulated one day before a meeting with the responsible Turdstans and U W D  staff., 
the consultants left the country almost immediately after the presentation AddYional discuss&rs wi4h 
the Tunisians would have been an extremely useful way of answering gmslbns and avercoming 
natural concerns abart what is a major undertaw in the Twdsian cont&. 

Delivery of final report: The final translated report was delivered almost two months aRer the deadtjrre 
provided for in the delivery order, which had already been extmded by three m o n l k  Dehys 
occurred for a variety of reasons and include slowness ont he part ot the cocltractor in finstidng 
pricing information and in providing an acceptable transJation. To Price Watemwse's credR &J 

charges were billed for work performed after the e>rpiration d the delivery order. 

4. Cost Effectiveness: PW was competitive. 



6. The only infomation we are aware d is the perkdic prhratitatbn news c&@qp drcrlated by PW. 
Whi le~e for themisskn , theymrotveryhdph l  totheGOTpersomel mostdwhomdo 

speak English. 

7b. G i v e n t h e d ~ t h e m i s s i o n ~ w i t h m e e L i n g b ~ t l e e d s t f v o u a h b u y h s a n d  
the atkipted I& dadMties inTunisia, wedsdded ovsa yearagoto-a &don 
C m t m d f o r t h e ~ d o u r ~ a r P d f l n a n c i a i ~ ~ ~ ~  
Enterprise Promotion Projed). A $4-9 million, three year contract with ABT Associstes was exaxW 
in August of this year. Price Watemoprse is a major wbmdmbr. 

Mission has not received assfstance mtk PAD. Our privatiza;ion adivities haw been iunded urder one d olr 
bilateral projects, the Rehabilitation of Prbdudive Enterpdses (RE) (6174104). Whle Uganda wll regute tectvricd 
assistance and trakring wer the next half decade to support its prhmtizatbn ehtts, mWon has not yet dstemrhed 
what USAID's level of i n v m  should Se. Privatization has not been an area d direct hdvmmt to data W h h  
USAID may well wish to tap into PAD to address targets of opptmQ as they arise, rrltsskn is rot h a pasit[on to 
forecast specific services to be requested between now and December 1995. 

1. The mission r e q W  from PW/IPG and received the senhs  d Messrs Nelson Eciwds, 3ohn 
Johnson, and Jamas McDade under PAD during the period Decembr 1992 thrwgh Odober 1993. 
In addition, a major research piece on relevant devehpmnb in prhratizsldbn in oher wwhies was 
completed by Peter Boone d SRI with PW cOOperatjOn/owsi@t dlirirg mi61993 Lsder ONI 
financing. We also offered the IPG the to subma addbnal p e r m  for SVTA abng wiW 
Chernonics and Checchi, but finally selected the chmmks team. 



B) We have favd the relatbnship with P'cNfIPG to be spotty, w&h dHia&b in /a some 
arMtraryr~tothemisskn(EGnoresumesforsuggested~lsnt l therewasigned 
PIO/Tforthem;unwPlbrgnessto~endJohnsonevenhhoughfffiwas~~weneedgdhbs 
services for anotRer 2-3 months. Mr. Jdmon was going on to a new post which amher persorr 
could have filled.) The general attitude seems to be that Wel, we have enough other mwk so yrwr 
demands are not that I m ~ '  Mission found this Smn$y tnm d the WasMgkm dfice, with the 
Kenyaregkd~dFWsmoothingthingsoutandbekrg~suppatk Watthiilewas 
markedly e x a m  after FW/IPG found ola that they and theif 8A partner did rPoa wh the 
institutiond contract under this pr4e 

3. PW/IPG and SRI were very prompt and exc@cnaHy reqmdw on the lessom sbcty, and 
we appreciated the fad that they went far further than the scope of work h amwdng car questiorrs 

Mission decided to go with a regionally-based IQC with PW for a hraman msnme study radher than the PAD 
due to stated incapacity by AD/W contracts office to do contm&g during year-end 

4. Cost of IPG ssn!ces, witti a 2.65 muitiplbr, were higher than aher services rec&ved uder this 
project 

5. PW/IPG services were equivalent in quality to those received under a ChamorJcs ammrtbm deihrery 
order. 

6. Mission and the Zambia Privatization Agency have benefbd gr- froq~ the W a m t h a l  Wdy 
listed in 443 above. The news dippings were mildly brfomratiu(e, mainly being annancements rather 
than anything with much detail. We regretted nd seeing Zambia dipphgs. corrsidering that thee o w  
staff were here and could foMmrd them. 

7. There is no doubt that ths timely - of both Edwards and Johrrson enabled a mudl more rapid 
start to the prhmtizatlon process in Zambia. Wiohart thek senrices, first tmnce company 

. . 
might have been delayed enough to have prevented a critical Wocid Bank balance oi payments 
support disbursement to Zambia (this was a condition of disbursement) 



8. Needs under the Prhrmaization Support project wiE diminish with the advent d the institsrbiorral ambaa 
At this tkne mission does not anWpatefulwe used PAD 

For a fdow-on project to PAD: General needs under p h t b t h  for such htedrn sqpm hciude 
setting up d a legal f rammk for phdzdcm to commma of a Cgllbel agency for 
privatization, fkrandal market developments and assgssments d all kinds, compeeCkrr d mark& and 
~ y ~ i e s , ~ ~ t i o n s , p u b l i c # y ~ t o ~ p r k r e t t z a t i o n , v e r y ~ - t o b o h g  
senkr pdrtidans akbmd. and sodal impact reviews and Thk bmd set d 
needs requkes a very broad set of skills: legdl human resource, fhtandal, accourrting, ksiness 
anabsk valuatkn, publWl pditical, unioll/labor adwk A consortkm d companias, each of 
w N c h s p e d a l i z e h o n e o r W d t h e s e a r 8 ~ ~ s e e m s t o b e h ~ ~ i o r t h e W I Q C  
award. 

1/2/3. PW and lntrados corrsultants were used to develop, organize, and h'lplsment a sorrthem AAican 
regional telewmmmfcations pdky WOCkshop on behalf d SADC in 1992/1993. Furded by 
USAID/Zbhbwe. Overall, th& work was abate average. Most d the spatakers ohCained were vsry 
good,oneorhm,dWrous, oneorhm,excellent T h e P W s k l e w a s n o ! ~ ~ t o  
AID/SAW=inplrtastothespeciCicconcemsdthesblahemAfricanm;forewample,PWdidnd 
incorporateadiscussiondnationaleissuesdespiteavq-mbdosa The 
&tionship belween PW and Intmdos was tense, to the derrhmt d semhar mky. Howeuer, 
despite these diffhkh, overall, the above average qualiiy d the seminar had a pmfound inpact on 
severalof thepart ic lpa~SADCcwntr ies,andcaused~toview~SBCt~~ 
partidpation/prhratization in tel-unications in a new and positMe [ight The seminar has set the 
stage for program a M e s  which will directly lead to private sector partidpation in this sector 
tradipionally resewed for the ate .  

PW consuftants were also used to help the M i  d Communication and Tramport d Zambia 
develop a comprehensive telecom;nunicatbns strategy. The work unclertaken by PW was 
above average to exceilent, and the PW team brandled itsetf in a very manner. 
Unfortunately, the minister himself has not 'bought in' to the condusions d the PW mporL For the 
time being the impad of the PW effort may be minimal. 

4. The high multiplier 2.65 for servkes under the PAD project makes the adstaim relatMy expemh 
The intense level of oversight from PW office for qdity contml no doubt COntribLdes to Ws qmme, 
and is a two-edged sword. While find prod& beneM from the additional review at horns diice. 
USAID/Umbabwe has experienced delays in receiving draft and final reports Such a lack oi a* 
irriwmation on a timely basis has delayed our r esp0nSrv~11~~~  to regha! poiicy needs 
USAID/Zimbabwe chose the privatization and development pmjec? vehicle because d its apparmt iit 
withactivity~desandtheantjcipated-ofcontrac.tingthroughabuyh Wtdethemissiora 
did benefit in tenns of reducing the time required to have a contradoc in place, we expe&md other 
daficulties in being able to access top flight tachnical peopla for the qmSk tasks require& 

6. Artides dipped and circulated by PW have been useful to the mission and to some of ow 
counterparts (e.g. The Southern African Foundations for Economic Research or %fef. 





ANNEX C 

SUBCONTRACTOR ACTIVITIES 



C 3 
PAP 8C1000NT#ACTOR ACTtVrrY 

I ( Mongolln I Guppork to tho State Prtvatkatlon 1 $Of17,7671~~ 

I 
PrlvathrUon Guidebook $18,284,04 $1 8,284- 
SUBTOTAL $1 8,284.04 $1 8.284.00 


