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PRIVATE SECTOR PARTICIPATION IN
TRANSPORT AND COMMUNICATIONS

OPERATIONS IN AFRICA

I INTRODUCTION

1.1. Objective and Scope of tbe Study.

1. As part of its policy analysis activities, the Economic Commission for Africa carries out
occasional comparative studies in order to analyze experiences and identify best practices as role
models for development activities in Africa. The introduction of private sector participation in
the African economies represents a marked policy shift in African development and the
experiences in those reforming countries would provide useful lessons to those countries which
will be considering similar reforms. Such analyses are intended to help member states to clarify
development concepts and processes influencing the orientation of their policies and strategies.

2. The objective of the study is therefore to examine the experiences of a sample of African
countries in the process of reform in selected modes of transport and communications which
resulted in greater private sector participation. It aims at illuminating how the African countries
have handled the intricacies involved in the reform process designed to achieve the key
objectives of developing their transport and communications. These objectives are:

*

*
*

increased investment in transport and communications - the key test of the
benefits of reform;
improved efficient services;
expanded transport and communications infrastructure, including the regional
integration dimension.

3. The issues to be examined in this regard include, but are not limited to the following:

*
*
*
*
*
*
*

*
*

the objective and impetus for the reform;
who were involved and what role they played in the process;
what obstacles were experienced and how they were overcome;
what changes in the regulatory framework;
how the assets were evaluated and prices determined;
how the sale/divestiture was carried out;
what changes have occurred since the reform was initiated (price and service
quality, etc.)
what benefits does the consumer see from the reform; and
what lessons drawn from the studies may be applicable to other African countries.
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1.2. Methodology.

4. The case study approach was adopted for selected countries and modes of transport and
communications. The following countries and modes were selected: Tanzania
(telecommunications); Kenya (airlines and ports); and Morocco (railways). It is expected that
similar studies will subsequently be undertaken covering other modes and countries, depending
on the experience gained from these cases and the lessons learned from these experiences wit:
be shared with other African countries which intend to embark on the reform process.

5. In order to provide a framework for comparative analysis, a general theoretical
framework on private sector participation in development is presented, based on a review of the
extensive literature that already exists. This framework will subsequently be tailored to the
specific mode according to its peculiarities.

6. The case studies were generally based on findings of field missions undertaken to th e
countries by experts from ECA in order to carry out consultations in the countries with several
key constituencies: government, public and private operators, as well as large users. These
consultations provided different perspectives on on the developments and problems arising from
the introduction of private sector participation. These consultations were supplemented with
information from other sources generally involved in the countries, such as financial institutions.

1.3. Conceptual Defmition.

7. The term private sector participation is deliberately used in its broadest sense in this
report to mean activities in which private sector investors or operators participate, in partnership
with the public sector or totally on their own. It covers a wide range of different activities, all
of which imply a transfer of the provision of goods and services from the public to the private
sector. For example, it covers the sale of public assets to private owners, cessation of
government programmes, contracting out services formerly provided by the state organization
to private providers, and entry by private operators into markets that were formerly public
monopolies. This refers to the investment of private capital as well as management and
operations by private operators. Similarly. private sector is defined as non-government, and
includes the formal and informal operators.

Private Sector Paticipation in Transport and Communications in Africa
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8. The following definitions are used for the purpose of this paper:

(a) Public sector: comprised of State-owned enterprises which are operated as on
going public concerns - these include infrastructure services;

(b) Private formal sector: made up of foreign and domestic owned enterprises which
comply with most or all of government requirements in terms of licensing,
taxation, regulation, etc.;

(c) Private informal sector: has two components: (i) often small and micro-scale
enterprises outside of most government regulations, taxation, etc. (including most
urban activities such as vendors); and (ii) traditional activities mostly focused on
subsistence activities in the rural areas such as small-scale agriculture.

(d) Privatization is used in its narrow sense of sale or divestiture of existing state
owned enterprise in part or in total to private owners or operators.

9. In most African countries, the formal sector dominates the economy in terms of value
added, but employs less than ten percent of the active population. In transport and
communications sectors, it is assumed that most of the informal activities are carried out in the
urban areas and, therefore, reference to the informal private sector will imply urban informal
sector. Examples of informal urban operators include kiosks which provide telephone services
in the neighbourhood while serviced as residential subscribers by the telephone company; pirate
taxi operators who are not registered nor licensed; and back-yard mechanics for vehicle repairs.

1.4. Structure of the Report.

10. Following this introduction, Chapter II presents the theoretical framework for the study,
presenting the shift back towards greater private sector participation in the African economies
in the 1990s, an overview of the various forms of private sector participation as well as a
definition of certain concepts. Chapters III to VI review recent trends in reforms and in
particular private investment in the various transport and communications modes around the
world, including a summary of the case studies of private sector impact in transport and
communications sectors in selected African countries. Conclusions and lessons learned from the
studies are presented in Chapter VII.

Private Sector Paticipation in Transport and Communications in Africa
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II. THEORETICAL FRAMEWORK FOR PRIVATE SECTOR PARTICIPATION

2.1. Background

11. Upon the attainment of political independence in the early 19608, the development
framework adopted by the majority of African countries emphasized strong state control of the -

economy and the public sector became the driving force for economic development. This was
in part a continuation of the development models which had been practised by the colonial
powers, but also due to the political regimes adopted at independence, such as socialism. The
colonial governments had established large public enterprises to run large businesses mainly in
mining and agriculture to produce raw materials and in transport for export to the home
countries. Examples of these are the Uganda Development Corporation (cotton, coffee, tea,
minerals), the Cameroon Development Corporation (tea, bananas). In the transport and
communications sectors, the Posts, Telegraph and Telephone organizations (P'FTs), national
transport companies, national broadcasting services, etc. still exist today in many African
countries. These public enterprises were established to develop the strategic areas of the
economy.

12. For decades prior to 1980s, governments around the world increased the scope and
magnitudeof their activities covering areas which had previously been undertaken by the private
sector. In the United States of America, the Federal government built inter-state roads and huge
dams for power generation, conducted research and gave money to state and local governments
to support infrastructure development. Similarly in Europe and Latin America, governments
nationalized companies, whole industries, banks, etc. This development practice in fact
influenced and indeed supported the heavy public involvement approach adopted by the African
countries, particularly in infrastructures. While in the developed countries states succeeded in
mobilizing resources, through taxation or other means, for development of transport and
communications infrastructure, African states were mostly constrained by lack of financial
resources.

13. At the time of independence, African governments tended to view private sector as a
continuation of the old colonial domination of their economies, mainly because of the well
founded fear that the Africans did not have any private resources for investment. Whatever
private enterprises which then existed inevitably were foreign-owned. In addition, as some
countries opted for socialist systems, some foreign owned private businesses deserted the
countries and sold their businesses to the government. Thus, state ownership was the norm in
the immediate post-independence period in most African countries.

Private Sector Paticipation in Transport and Communications in Africa
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14. Furthermore, the aid-based development strategies adopted by the African countries in
the immediate post-independence period also continued to encourage state ownership. By its very
nature, aid money came from donor governments and were given to receiving governments,
which meant that governments that depended on bilateral aid have been driven to develop and
keep these enterprises in the public sector. In addition, the multilateral development agencies,
such as the World Bank and the African Development Bank, also followed this development
approach of lending to governments. Unfortunately, this practice was also the root cause of the
debt burden from which Africa has not recovered and continues to constrain economic
development up to this day.

15. However, the development paradigm shifted drastically in the early 1980s, a turn-around
which in part may be attributed to Thatcherism and Reaganism, two leadership styles in the
United Kingdom and the United States of America which became dominant, replacing the old
debate between capitalism and communism with that between privatization and public ownership
of enterprises. The proponents of privatization argued that the shift from public to private
management would produce improvements by boosting the efficiency and quality of remaining
government activities, reduce taxes, and shrink government expenditures. The privatized
functions would in turn lead to greater customer satisfaction. Furthermore, there is increasing
perception that excessive state domination had led to a loss of economic dynamism, resulting in
slow pace of growth. Accordingly, the role of government should be reoriented so as to allow
the domestic and foreign investors in the private sector to effectively participate in all aspects
of development; the State simply does not have sufficient resources nor the capacity to meet the
ever increasing demands of modern society.

16. Developing countries also quickly joined in the privatization drive, sometimes as an
imperative to raise money either from sale of state owned enterprises or by reducing state
support to non - performing enterprises as a means of reducing public budget deficits, but often
in response to conditionalities attached to external financial assistance from development
partners. A major force in this drive is the need to mobilize sufficient resources for
development: financial, technical and managerial. For the public sector to bear the sole
responsibility for mobilizing such resources would severely restrain growth in view of other
competing demands. In addition, access to technology for development at the international level
is easier for the private sector than through public channels.

17. Africa did not escape this change because its fiscal balances were generally even in more
perilous state than those of the richer countries and, increasingly, the need to create necessary
changes for increased private sector participation in the economy in general, and in the transport
and communications sectors in particular, were impressed upon the African countries through
different channels. Several reasons have been advanced by Africa's development partners in this
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regard and aid organizations and the multilateral lenders are actively pushing Africa towards
greater private sector participation while reducing assistance, thus leaving African governments
no choice but to restructure their economies and embrace private capital. The fact remains that
African countries in general face a number of constraints that hinder their abilities to meet the
enormous investment requirements to provide their populations with adequate services, including
severe scarcity of resources for development activities, especially in view of the current need
for fiscal discipline imposed by the heavy debt burden in most countries. The government,
which has traditionally championed infrastructure development through public investment, is
faced with major new challenges to rapidly develop the infrastructure required for sustainable
economic and social development in the twenty-first century. The State simply does not have the
resources nor the capacity to meet the ever increasing demand for infrastructure services.

18. The net result is that several African countries have embarked on public sector reforms,
including the restructuring of state-owned transport and communications enterprises. Such
restructuring programmes typically include measures to enhance the autonomy and accountability
of the enterprise through corporatization while providing better and clearer performance
incentives. The reforms have also been part of the overall structural adjustment of the
economies, opening up the economies to wider participation of the private sector.

19. The development challenge, therefore, is to devise policies to break the vicious cycle:
for Africa to attain rapid economic growth, it needs more investment, including private
investment; but in order to be able to attract private investment, it must compete with other
regions as well, and a major factor in international competitiveness is sufficient and efficient
transport and communications services; the cycle is completed by the fact that, in order to
develop its transport and communications systems, Africa requires more investment. The
experiences of developing countries in other regions which have succeeded in breaking this
vicious cycle may provide useful lessons for Africa.

2.2. Private Sector Participation: Pros and Cons.

20. The benefits of private sector participation have been amply demonstrated and accepted
throughout the developing countries. A country can benefit from private sector participation by
contributing to economic development in several ways, including accelerated expansion of the
sector, improved quality of service, reduced prices of service, protection of and increase in
employment, as well as transfer of technology and know-how. The supporters of privatization
argue that ownership is a significant determinant of enterprise performance, because experience
has shown that good performance by State operated enterprises (SOE) has been difficult to bring
about and sustain since political interference tends to re-emerge as the crisis that brought about
the reforms dissipates.
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21. To the private participant the benefit is, of course, pure and simple: an attractive return
on investment. Privatization of state enterprises in developing countries is viewed as attractive
to investors for several reasons. The main reason is that the revenue growth potential is
enormous since the developing countries typically have serious capacity constraints and pent-up
demand. In addition, equity investors often bring in management capacity besides financial and
technical inputs, thus the resulting efficiency gains translate directly into higher earnings.

22. The general economy of a country, and specifically the infrastructure sector, can derive
the following benefits from private sector participation:

(a) Increased efficiency in investment, management and operations which flows from
private commitment to cost-covering, improved incentives for operational
efficiency, opportunities to tap competitive discipline and access to management
experience and modern technology;

(b) Access to private finance either through equity investment or by borrowing on
own account;

(c) Reduced government responsibility in operations so as to focus on the principal
policy and regulatory function;

(d) Reduced government expenditures and increased revenues from direct sale of SOE
or from increased tax revenues from private operators;

(e) Improved opportunities for capital market development in the country as a result
of increased issues of equity and debt instruments in large and evolving private
operators and widen the ownership base;

(f) Increased potential to stimulate foreign direct investment (FOI) in the
economy;

(g) Spill-over benefit to government's effort to overall economic reforms by
signalling international investors about the positive orientation of government.

23. On the other hand, several reasons have been advanced in support of State ownership
and operations of the physical infrastructure sectors, including national security, national
priority, strategic sectors and equitable development, as well as the natural monopoly
characteristics of these sectors in that they require substantial investments to achieve the
necessary economies of scale for efficient operations. The natural monopoly argument was based
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on several factors, key among which were the generally small economies of the small nation
states, lack of local resources and the high capital investments required to provide these public
services.

24. The political arguments against privatization of existing State-owned enterprises or
services are quite wide ranging. The sale of public enterprises, which are regarded as public
assets, to private concern is often considered as robbing the public to enrich further those who
are already rich. In view of the generally low level of average savings in the country and lack
of financial intermediation mechanisms such as stock markets in the country, the purchase most
often involves foreign capital. This generates a feeling of neo-colonialization through economic
power.

25. Other arguments point to the need for equitable development. Private operators are often
seen as insensitive to the development needs of the country as a whole. This generates the fear
that private operators would target only profitable regions and neglect the rest of the country.
Affordability of services by the poor and job security for workers are also issues of concern
regarding privatization. Having sold its assets, the government is still left with the problem of
providing services in the non-profitable and poor areas as well as the problem of unemployment.
Additional burden on the government arises from the fact that it has to set up a regulatory
mechanism to ensure that there is no abuse of trust by the private sector including anti-trust,
safety, health and general environmental protection regulations.

26. Table 1 summarizes some of the key motivations for increased private sector
participation in the economy in general, contrasting the arguments for and against.

Private Sector Paticipation in Transport and Communications in Africa
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MOTIVATIONS FOR PRIVATE SECTOR PARTICIPATION
Table 1.

ARGUMENTS IN FAVOUR ARGUMENTS AGAINST

1. Theoretical Argwnents:

* Improved efficiency in the private sector * Natural monopoly may be more
due to competition. efficient, especially in small economies

such as is prevalent in Africa where
free market competition may not be
achievable.

* Freedom from political interference thus * Total freedom is not possible since
avoiding market distortions (such as economies serve society. Large state
"necessary" service provision) which may enterprises can make significant
vary among ruling parties, thus introducing contributions to economic growth. An
uncertainties. "independent" regulator will still

continue to influence the industry.

* Easier access to finance and technology in
the private sector through private * State enterprises can access public funds
investment, strategic partnerships with through subsidies or government
international partners, etc. guarantees of loans.

2. Practical Reasons:

• State can raise revenue through sale of slate • Such sales may be short-term gains and long-term
enterprises, licenses or granting of concessions, and loss of revenue streams for public finances.
reduced government outlays in non-perfonning assets.
These resources can be redeployed to other priority

areas.

• Avoid political costs of restructuring state enterprises • Large job losses resulting from sale of state
which may result in job losses and other labour enterprises can grossly affect the overall economy
problems. and government cannot escape the blame.

• Increasing international competition and international • Large sections of industries are considered
scope of technology and communications encourage "strategic" to the country and cannot benefit from
cross-border operations best handled by private international business.
companies.

• Reforms required by financial institutions can be
• Meet conditionalities from financial institutions. achieved by public enterprises as well.

Private Sector Paticipation in Transport and Communications in Africa
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2.3. Introducing Private Sector Participation.

27. Private sector participation in the economy may be introduced in several ways and may
take various forms. The approaches most often adopted in the transport and communications
sectors include: divestiture ( i.e. direct sale of existing public assets, in part or in total, to a
strategic partner or through public stock offers in the financial markets); liberalization of the
market by allowing new private operators; contracting out or out-sourcing specific aspects of the
operations of the State enterprise to the private sector; management contracts for operations or
lease of facilities of a public enterprise to a private operator; granting franchise for service to
private providers; forming joint ventures between public and private partners; and various forms
of the build - operate - transfer arrangements. Some of these methods are defined in the glossary
in Annex I to this report.

28. The basic guiding principle is that private sector participation works best when private
operators find it in their interests to serve the public interest. In order for this to occur,
government must define the public interest in such a way that private providers can understand
it and contract for it. The best way to encourage this alliance between the private sector and the
public interests is through competition among potential providers, which may include
government entities. 1/

29. In a proposal on reviving private investment in Africa, the Economic Commission for
Africa identified several constraints to the expansion of both domestic and foreign investments
in Africa and proposed several policy measures to attract more investment.j/ The key issues
are summarized below:

(a) Macro-economic Framework: Appropriate policy framework must be
established to provide stability. The promotion of investment requires a clear
perception of the proper role of the public and private sectors.

(b) Incentive programmes: Incentive systems are part of the policy instruments for
influencing the size and allocation of investment in a country. Incentives include

l/Does Privatization Serve the Public Interest?- Goodman, John Band Loveman, Gary W.;
Harvard Business Review, November-December 1991.

2./ Reviving Private Investments in Africa: Policies, Strategies and Programmes, United
Nations Economic Commission for Africa, Document - E/ECA/CM.21/7, 1995
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tax concessions, interest rate policies, wage and employment legislation,
depreciation allowances, repatriation of profits and foreign exchange transactions.

(c) Return on Investment: Investment will flow into areas which offer the best rates
of return, taking into account the associated risks.

(d) Human and infrastructure capacity: These are two key factors of production
to complement the capital investment.

(e) Social and political stability: A major' factor in the recent slide in Africa's
development has been the lack of political stability in most of the countries.
Recent recovery in Africa's economic growth reflects the generally improved
political environment.

(t) Financial intermediation: The financial market instruments are important in
facilitating capital flow. The banking and other financial systems should play
major role in promoting productive investment in the country. The development
of capital markets is another important aspect.

(g) Market size: Domestic markets in Africa are small; in fact, considered
separately, the African markets may be termed fragmented in the business
portfolio theory sense. Thus, regional approach is important in attracting
investments into Africa.

30. In the process of increasing private sector participation in the economy, several issues
must be addressed, including:

(a) Impact on employment - Can increase in efficiency be achieved without
reductions in labour force employed by the present public enterprise?
Privatization of a state enterprise is usually accompanied by reductions in
employees as a result of efficiency drive by the private operators.

(b) Social goals - Will the private sector fulfil the State's social goals (such as
universal telecommunications service)?

(c) Sustainability of services - Can the government assert the necessary control over
the services without ownership?

Private Sector Paticipation in Transport and Communications in Africa
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31. Experience suggests that a favourable policy and economic environment, including
measures to improve the institutional setting, is instrumental in attracting private capital. The
sequence of reform may differ, depending on the macro-economic policy of the country.
However, at the minimum, competition and private sector participation require explicit
regulatory and policy framework aimed at promoting investment, facilitating new entry and
protecting the public interest. These objectives can be achieved through various mechanisms
including, but not limited to legislation, regulations, contracts, licenses and regulatory
institutions.

32. However, privatization must be properly structured for it to yield enduring benefits, and
eight key lessons for proper structure of privatization programmes were drawn from World Bank
experience; these are: 3/

(a) Privatization works best when it is part of a larger programme of reforms
promoting efficiency;

(b) Regulation is critical to the successful privatization of monopolies;

(c) Countries can benefit from privatizing management without privatizing ownership
of assets;

(d) The sale of large enterprises requires considerable preparation;

(e) Transparency is critical for economic and political success;

(I) Governments must pay special attention to developing a social safety net;

(g) Privatization should encourage competition;

(h) In changing the public-private mix, privatization will sometimes be less important
than the emergence of new private business.

33. The transition path chosen to private sector participation will depend on national factors,
including political commitment, level of opposition to change, institutional capacities for
implementing change, investors' perceptions of the country and sector, and domestic economic

J./Privatization: Eight lessons of experience; World Bank Policy Research Bulletin, Volume
3, Number 4, August-October, 1992.
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and legal environment. Assuming the starting point is a state owned enterprise which operates
as a monopoly with little regulation, private entry may be through: f/

(a) Deregulation and "unbundling", allowing the private sector to enter parts of the
market to provide infrastructure services. This often focuses on the construction
of new assets, such as cellular telecommunications networks or new ports. This
approach may involve relatively low political costs, as many existing assets
remain under state ownership. It is typically characterized by contractually-based
relationships (such as concessions), rather than wholesale regulatory reform.

(b) Divestiture of state assets, which requires considerable political will. This
approach which was used in Chile's telecommunications sector, can yield a strong
investment response, and in the medium term it may set up pressures for
unbundling and deregulation.

(c) Simultaneous unbundling, deregulation and divestiture.

34. Thus, privatization of state enterprises often requires extensive preparations, including
new laws and regulations, restructuring the enterprise to make it attractive (e.g. by unbundling
components for sale), and agreements must be reached with labour regarding job security. The
process requires solid political commitment and institutional capability.

2.4. Foreign sources of capital for private investment.

35. International sources of capital have become an important part of private investment in
developing countries in recent years, indicating the willingness of international investors to
assume risks and rewards associated with developing country investment. The major sources of
such investment are:

(i) Foreign Direct Investment (FDn: This represents direct investment and
associated control of the enterprise by the investor. FDI flows are
propelled by the rapid globalization of production, increasing integration
of developing countries in the world trade, and improved economic
policies of the receiving countries. They respond to economic reforms in

f/Financing Private Infrastructure Projects: Emerging Trends from IFC's Experience; IFC
Discussion Paper No. 23, 1994.
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developing countries, reflecting macro-economic stability and rapid
growth. FDI is the predominant form of investment in the developing
countries although Africa accounts for less than 5 % of the global figure.

(ii) International debt issues: These involve the placement of bonds and
other debt instruments with international investors, largely through
Euromarkets. It is a new instrument which amounts to about 5% of total
private investment worldwide. However, Africa has not gained a
significant share of this market as yet.

(iii) New equity capital: This involves the placement of equity offshore with
international investors. Only South Africa and countries of North Africa
have benefitted from this form of investment so far in the region.

(iv) Net international bank lending: This is direct borrowing from
international banks. Once again, sub-Saharan Africa is not a major player
in the international scene, mainly due to the already high debt burden in
most countries.

(v) International portfolio equity flows: These represent equity investments
by international investors in equity traded in issuing firm's domestic equity
markets. With the introduction of capital markets in several African
countries, this is playing an increasingly important role in investment in
Africa.

2.5. Mobilization of Domestic Investment.

36. Infrastructure investments are typically large, requiring significant volumes of equity and
debt capital. Reliance on foreign capital alone has a number of potential weaknesses, including
greater exposure to exchange rate and convertibility risks; greater political sensitivity of
foreigners dominating sectors that traditionally have been viewed as strategic to the country; and
reduced opportunities to develop local capital markets. At the same time, Africa's capital
markets are still relatively underdeveloped, thus the dilemma of resource mobilization for
infrastructure development in Africa.

37. During the implementation of the first UNTACDA programme from 1978 to 1988,
domesting resources accounted for only about 40 per cent of the total estimated US13 billions
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mobilized for the programme. Indications are that this ratio will have to increase if the second
UNTACDA programme currently under implementation is to make any significant impact on
the development of the sectors between 1991 and 2000.

38. The sustainability of transport and communications development in Africa will depend,
in the final analysis, on the level of local private capital. Despite the current low level of
domestic savings in Africa, there seems to be considerable potential for mobilizing local capital,
especially for infrastructure projects. The challenge is to institute policies to allow for
development of debt markets, stock markets, institutional investors such as pension funds,
insurance and leasing companies, and introducing measures to attract flight capital back into the
countries. Such developments would not only increase the level of domestic investment, but
would also attract foreign investors as they gain confidence on the basis of greater domestic
participation.

2.6. Private Investments in Infrastructure in Developing Regions.

39. As previously indicated, private sector participation in the development of infrastructure
in general and transport and communications in particular is on the increase in all parts of the
world, but probably more in developing than in developed regions. This is reflected in the
unprecedented increase in world-wide investment in physical infrastructure sectors as a whole,
where private investors have demonstrated great interest in recent years.

40. The upsurge in private investments is mostly a response to a combination of factors, the
most significant being:

record of poor performance by public operators;
lack of finance for public enterprises;
technological changes; and
innovations in the financial markets.

41. Nevertheless, government continues to playa major role in promoting and encouraging
private sector involvement. The strategies summarized in Table 2 have been proposed for
government action in this regard. 2./

2./ Financing Private Infrastructure Projects: Emerging Trends from IFC's Experience;
IFC Discussion Paper No. 23, 1994.
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42. Developing countries the world over have recognized that modern physical infrastructure
(telecommunications, transportation, water and power) is necessary not only for domestic
growth, but also to be able to compete in world markets and attract foreign investment.
However, the gap between demand for and supply of such services is rapidly widening instead
of closing as a result of a convergence of many factors, including: technological advances which
have lowered the financial barriers to entry in many sectors of transport and communications;
changed world economic order including globalization of the economies and financial markets;
and increased social demand for more participation in development activities as a result of the
emerging information society of the twenty-first century.

Table 2: Government Strategies for Encouraging Private Sector Participation

Encourage laIdai private Cbtry Some private participation Exteoslve private participation

Dv...an Prndent macroeconomic management, inclUding currency convertibility, is a priority. An institutionaVlegalframework is necessary to
ensure contracts can be implemented.

Sectoral Demonopolizenicbe sectors, allowing entry to Broaden the scope of private entry Extend private sector participation and
cellular telephones, power generation, ports etc. and competition. Initiate overhaul of C<I11testability to sectors where regulatory
Use ConCe:ssiODS and BOOs as appropriate to regulatory framework. issues may be more difficult.
sector and political acceptability.

Size Focus initially on small projects. Break large Mediwn-sized projects should be Project size should not be a constraint.
projects into components. fiaanceable.

SecIorai and Start process of removing subsidies, preferably by Assess regulatory options. Increase Review regulatory experience. Convert
regulatory announcing(and adhering to) a phased progrem. competitionwithin and for markets; BOTs to concessionsby annoUlldngthat
issues Allow tariffs to be automaticallyadj\L9tcd to regulate natura] monopolies. they will be re-bid. Maximize

reflect changes in costs. competition.

Prlvatiutloll of Ccaaider (partial. if appropnate) privatization of Privatize a broader range of SOEs. Complete privatization process. Mok,
SO", most fmancially viable SOEs (e.g. teleccm). tariffs fully commercial.

Fordp Remove or minimize bemers to foreign capital Encourage foreign participation in Remove remaining constraints to foreign
participation and expertise. privatization. participation.

Sponsors Ensure strong sponsors, technically and Scope for greater participation by technically and tmllllcially sound local sponsors,
financially. Ensure that they make significant and demomtrationc:ffccls.
equity contributions.

FlDanciaiissues Adjust regulations to allow foreigners to repatriate Access international capital markets. Improve access to international capital
dividends. AUowuse of escrow aCCOWITS if that SU'engthen local capital markets; through better country risk ratins.
gives extra comfort 10 foreign investors. public share Issues, invesunents by Encourage private rating agencies, reo

local peaslon lllld insurance funds. insurance: industry, full use of foreign
and local capitallIlllrke~.

Government Where really necessary, guarantee SOE Assume less risk as private Limit commercial presence of

",drin contractual obligations, and build in buy-out participation increases; adapt government. Focus government
provisions for private sponsors.. Do not subsidize regulatory framework on the ba.'1is of involvement on providingenabling
finance to private or public enterprises. expenence. environment.

Source: IFC
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43. Experience in reforming economies in Latin America and Eastern Europe confirms the
potential of infrastructure privatization to catalyze large inflows of foreign direct investment.
Private participation in infrastructure development tends to increase overall private investment
as well, besides contributing to management capacity and access to new technologies.

44. In the decade 1984-1994, some 86 countries around the world had privatized a total of
547 infrastructure enterprises, and almost an equal number (574) of new private infrastructure
projects were under way in 82 countries. During this period, private investment activity in
infrastructure averaged US$60 billion per year.fll

45. Infrastructure development continues to attract major investments around the world and
special funds are being set up in the capital markets specifically to finance infrastructure
projects. The Emerging Markets Corp. of Washington, D.C. has set up the Asian Infrastructure
Fund, capitalized at US$1.08 billions to finance infrastructure projects in Asia. Another
example, the newly created Prudential Asia Infrastructure Investment Ltd. in Hong Kong expects
to attract millions of dollars at initial offering, and by year 2001, Prudential expects to be
managing two or three such funds worth $2.5 billion.j,' Similarly, the Emerging Markets
Corp. is setting up the Latin American Infrastructure Fund with an initial subscription of
US$600 million and expected to be raised to US$1.06 billion.

46. Unfortunately, much of the ever increasing foreign private investment has not been
flowing into Africa. For instance, while in 1995, net foreign direct investment to the developing
countries reached US$65 billion, only a mere $2.2 billion or 3% of it was invested in Sub
Saharan Africa. In addition, most of this went to South Africa.

47. One explanation often given by private sector fund managers for the low level of FOI
flows into infrastructure sectors in Africa is that the multilateral financial institutions, most
notably ADB and the World Bank, were lending for infrastructure projects through the public
sector, which tended to "crowd out" private investors. In addition, most of these lendings
(which were on concessional terms of ADF and IDA), were inefficient and ineffective. It is
further argued that private investment in Africa continues to be constrained, not only by the
region's low per capita income and paltry savings rate, but also by the generally small size of

fllSo, Jae and Shin, Ben: "The Private Infrastructure Industry - A Global Market of US$60
Billion a Year", At a Glance, World Bank, Note No.45, October 1995.

}I Mezzanine View; Infrastructure Finance, May 1996, page 25 and June 1996, page 6.
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most African countries, low levels of inter-regional trade, weak legal and regulatory structures,
under-developed local capital markets, and substantial political and currency risks.~/

48. The following chapters review the extent of private sector participation in selected modes
of transport and communications globally with special emphasis on experiences in selected
African countries.

~/ Deepak Gopinath; Concessions to Development; Infrastructure Finance, May 1996.
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m, TELECOMMUNICATIONS.

3.1. Global Overview.

49. The telecommunications sector is undergoing major changes throughout the world, thanks
to technological advances, in particular the convergence due to digital technology which brings
together digitizable business segments of computers, software, telecommunications, information
services, electronics, entertainment, media and publishing. The technology factor is further
enhanced by increased demand generated by the technical possibilities that have brought
telecommunications closer to the reach of many developing countries. These factors are
buttressed by the general changes in world economic order which have made telecommunications
a key factor in global competitiveness.

50. As a result, many governments have realized that private sector could effectively harness
these factors for a more rapid development of telecommunications. Thus, policies were
implemented to encourage private sector participation, starting with the removal of monopolies
and deregulation of the industry in the United States, Canada, U.K. and Japan, privatization of
companies in Europe and Latin America, and the liberalization of the industry in many parts of
the developing world. The pace of reforms varies among countries as well as among the regions.
For the purpose of this review, we will consider the developed countries as one group. the other
developing countries and Africa as separate groups.

3.1.1. Developed Countries.

51. The break-up of the Bell System in 1984 arguably marked the beginning of a new err in
the world telecommunications industry. Following the court order deregulating the industry.
which effectively ended the near-monopoly structure of the telecommunications industry in the
U.S., AT&T was restructured, divesting all its local operations into seven independent regional
operating companies (RBOCs).

52. The reforms in the U.S. were closely followed by that in Japan in 1985. The
telecommunications business had been operated by the government ministry until 1952 when
Nippon Telegraph and Telephone Public Corporation (NTTPC) was created as a state-owned
enterprise. The Nippon Telegraph and Telephone (NTT) was formally incorporated as a joint
stock company in 1985, accompanied by liberalization of the industry to allow competition in
all segments of the market.
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53. In Europe, the governments are under intense pressure to sell their telecommunications
businesses for commercial, regulatory and budgetary reasons. On the one hand they need the
cash from sales to shrink budget deficits, bringing them into line with the Maastricht Treaty
criteria for the monetary union membership. On the other hand, competition will increase when
the European Union deregulations come into effect in 1998. However, European reform has
been slow. Except for the UK which was in the vanguard of structural reforms under the
Thatcher government, the other European countries have been reluctant to increase private sector
participation in their countries. Table 3 summarizes the trends towards deregulation and
privatization in European telecommunications.

Table 3. Deregulation and Privatization in Selected European Countries

Country/Company Year Revenue Generated
DeregulatedlPrivatized

UK - British Telecom 1984 US$25 billion floatation

Portugal - Portugal 1995 US$1.5 billion
Telecom

Netherlands - KPN2 1995 US$5.5 billion

Spain - Telefonica 1995 US$1.5 billion

Belgium - Belgacom 1995 US$1.8 billion

Germany Deutsche 1996/7 US$1O - 15 billion share offering
Telekom

Denmark - 1994
Teledanmark

Sweden - Telia 1997/8 US$2 billion

Italy - Stet 1995 U5$7 billion

France - France 1997/8 U5$10 - 15 billion
Telecom

Source: Infrastructure Finance (February/March 1995; OctoberlNovember 1995)
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3.1.2. Other Developing Regions.

54. In the developing countries, privatization has brought massive inflows of new funds and
helped governments reduce deficits and modernize industries, thus transforming parochial
domestic equity markets into modern and liquid sources of capital. Telecommunications has
topped most governments' sell-off lists.

55. It is estimated that Asia region will require about US$90 billion in this decade for
telecommunications development, with South Korea accounting for US$32 billion (over a third),
China (US$25 billion), and ASEAN countries (US$21 billion).2/ Most of these requirements
is expected to be financed by the private sector, most of it foreign. Recent financing successes
in Thailand's TelecomAsia (US3 billion) and Malaysia's sale of 25 per cent share of Telekom
Malaysia have attracted further private participation in this region.

56. It was in Latin America that telecommunications privatization in developing countries
first began: fifty per cent of the shares of Compania de Telefonos de Chile (CTC) was sold to
private partners in 1988, and Telefonos de Mexico was sold in totality in 1992. The East
European countries have also embarked on massive privatization of their telecommunications
sector, notably Hungary (1993).

3.1.3. Africa.

57. According to the latest ITU estimates, Africa will require at least US$14.8 billion in
investments between 1995 - 2000 in order to bring its telecommunications to a level which
would be sufficient to support sustainable development. In light of other development
requirements, it is clear that these requirements can not be obtained only from the traditional
sources of funding, namely internally generated funds (which usually account for over 50 per
cent of funds sources in Africa), government guaranteed loans from multilateral development
banks, and development grants and loans from bilateral sources. Consequently, private sector
participation would be essential to fill this gap.

58. However, private sector participation continues to be hindered by lack of appropriate
legal framework needed to regulate the sector as well as reluctance of some governments to
relinquish the sector. Nevertheless, there are encouraging signs that Africa is catching up on the
need to encourage private sector participation as evidenced by the increased level of interest by
the international private sector in Africa. One notable example of this increased interest is the

2/Infrastructure Finance, April/May 1994.
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planned US$2.6 billion Africa One project in which AT&T and Alcatel propose to lay a 21,000
mile (33,600 km.) under-sea fibre-optic cable that will encircle the continent as part of the
Global Information Infrastructure and provide the ramp for Africa to get onto the information
super-highway (infobhan). Of course, the establishment of the Regional African Satellite
Communication (RASCOM) organization in 1994 as a commercial enterprise has greatly
increased confidence of foreign investors in African telecommunications.

59. Following the decision of ministers at the first African Regional Telecommunications
Development Conference (ATDC-90) in Harare, Zimbabwe in 1990, several African countries
embarked on reforming the telecommunications sector. They are now at various stages of this
reform process as summarized in Table 4. The Harare decision called for separation of
telecommunications from posts as a first step, to be followed by commercialization, i.e. the
management of operations as a business enterprise as opposed to a government department or
administration.

Table 4. TELECOMMUNlCATIONS SECTOR REFORMS IN AFRICA - 1996

Type of Reform Number Countries

Liberal terminal trade 45 ,

Reforms in progress 43

Advanced stage of reform 15

Separate posts and telecom 34

Independent regulator 21

Private or joint-venture operator 26

Private participation under 16
preparation

Source: lTD

60. One country in which major reforms have been initiated and private sector participation
encouraged in the telecommunications sector is Tanzania. Its experience is presented in more
detail in the next section.
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3.2. Telecommunications in Tanzania.

3.2.1. Background.

61. The recent experience of Tanzania in reforming the whole communications sector is
analyzed in terms of its legal, policy and institutional framework. The actual experience in
implementing the reform in terms of the process and results achieved so far, keeping in mind
the short period under consideration, can provide a basis for drawing lessons for other African
countries.

62. The Tanzania Posts and Telecommunications Corporation (TPTC) was formed in 1978
to take over the functions and powers of the defunct East African Posts and Telecommunications
Corporation. TPTC continued to enjoy an exclusive right to operate Public Switched Telephone
Network (PSTN) for the provision of telecommunications services until 1993 when it was
dissolved by the Communications Act (1993). Postal and telecommunications operations and
regulations were fully integrated functions of TPTC.

63. In 1991, there were 188 telephone exchanges with a total capacity of 104,460 lines, with
78,000 lines connected, which equalled 85 per cent capacity utilization or fill rate. The
telephone density in the country averaged 0.3 lines per 100 population, compared to the average
of 0.46 lines per 100 population in Sub-Saharan Africa, and well below the 1.0 lines per 100
population target of UNTACDA I programme 101. The quality of services was poor, the
worker productivity low, while demand was about 200 per cent of supply. Local tariffs were
very low (equivalent of US$0.02 per minute), while international tariffs were some of the
highest in the world (equivalent of US$6.40 per minute). In terms of financial performance,
TPTC was not very profitable, and in fact was technically insolvent in 1989 with a net negative
equity of Tsh 19.5 billion (US$l00 million)l1/.

64. The structure of the sector before the reform process was a reflection of the previous
centrally planned economy of the country. The Ministry of Communication and Transport was
responsible for setting policies. It delegated to TPTC the responsibility for carrying out
regulatory functions (licensing of private operators, setting equipment standards, granting
equipment type-approvals, etc.) in addition to its being the sole monopoly operator. Thus, there
was little opportunity for private sector involvement.

101 The United Nations Transport and Communications Decade in Africa (UNTACDA):
1978-1988; UN Economic Commission for Africa, 1983.

III World Bank Staff Appraisal Report No. 11539 - TA, 1993.

Private Sector Paticipation in Transport and Communications in Africa



TRANSCOM/1077
Page 24

3.2.3. Programme of Reform.

65. Participation of private sector in telecommunications was introduced as part of the
communications sector reform in particular, and the reform of the national economy in general.
A comprehensive Economic Recovery Programme (ERP) was introduced in 1986, followed by
an Economic and Social Action Programme (ESAP) in 1989, both based on the strategy to shift
from a centrally planned system to a market-oriented economy. The government duly
recognized the important role of telecommunications in this process and thus decided on the
reform of the sector.

66. The new sector policy broadly aims at providing universal access to telecommunications
for all people in Tanzania wherever service can be supplied on a practical and economically
justified basis. These services should satisfy aJl customer demand for all types of
telecommunications with quality and secure services at a fair and affordable price. The policy
aims at encouraging investment in the telecommunication sector by creating a liberalized and
competitive environment for operators whose stability is to be ensured by a regulatory agency.

67. The reform of the communications sector was aimed at achieving the following
development objectives:121

(i) To ensure that efficiency and financial viability drive sector development;

(ii) To eliminate the existing bottlenecks in the availability of
telecommunications services to business subscribers in key areas of
economic importance; and

(iii) To optimize the availability and effectiveness of public and private
resources invested in the sector.

68. The above objectives are expected to be achieved through the strategy of establishment
of a market-oriented regulatory and policy framework; legalizing and requiring a regulatory body
to license private operators to provide non-basic services; commercialization and corporatization

121 The United Republic of Tanzania - Third Telecommunications Project; Staff
Appraisal Report, World Bank, Report No. 11539 - TA,. 1993
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of the State-owned telephone company; and rehabilitation and expansion of the basic local and
long distance telecommunications network.

69. In view of its limited resources, the government sought and received assistance from
multi-lateral and bi-lateral development partners for carrying out the reform programme. A
special project, the Telecommunication Restructuring Project (TRP), was formulated specifically
to facilitate this reform. The main objective of TRP was to meet the most urgent medium-term
requirements of customers for telecommunications services.

70. The reform of the communications sector came into effect on 1 January, 1994. In 1993
the Parliament of the United Republic of Tanzania passed three basic laws, namely, the Tanzania
Communication Commission Act, the Tanzania Telecommunication Company (Incorporation)
Act and the Tanzania Posts Corporation Act. In addition, the Vesting of Assets and Liabilities
Act No. 21 was also passed. The enactment of the these laws led to the dissolution of the
former Tanzania Posts and Telecommunications Corporation and the creation of the new
Tanzania Telecommunications Company Limited (TICL) , the Tanzania Posts Corporation (TPC)
and the Tanzania Communications Commission (TCC). These three new organizations would
operate as separate and autonomous public entities.

71. As a result of the Act, the three major roles, which were previously vested in the
government, have been clearly separated in terms of policy, regulation and operations as
follows:

Policy formulation and oversight to remain under the line minister of government;

Sector regulation to be under an independent (in terms of legal status, finance and
operations) government agency;

Operational aspects to under autonomous commercial entities, which may be
wholly or partly owned by the government.

72. This arrangement has not only reduced government budget, but has also allowed
government to distance itself from day-to-day operational issues and to concentrate on its policy
role. Before the reform of the sector, the Ministry of Communications and Transport was
responsible for policy and overall supervision of the sector, including regulation. TPTC was
responsible for frequency allocation as well as type-approval of terminal equipment.

73. .Under the new Tanzania Communication Commission Act of 1993, the line minister is
responsible for sector policy. This role in a liberalized telecommunications sector is directed
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towards defining policies to guide the development of the sector and to ensure that the various
operators act within the policy guidelines. However, it is important to note that the line minister
has power only to give general policy guidelines but not to get involved in any operational or
regulatory aspects.

74. The current government policy is to reform the economy by clear definition of its own
role to provide policy framework, national security, law and order. The development policy
recognizes the important role of the public sector in providing services which the private sector
is unable to assume in part or in total. It therefore provides for public-private partnerships in
order to achieve development goals in the most efficient manner with minimum government
involvement in operational activities.

75. The regulatory role is vested in the new Tanzania Communications Commission (TCC),
under the general oversight of the minister. TCC is composed of a Chairman who is appointed
by the President of the country and six Commissioners appointed by the Minister of
Communications and Transport and drawn from a diverse background (lawyers, politicians,
engineers and bankers). The Commission is supported by a secretariat ·of experts headed by a
Director General who is also appointed by the President. The secretariat currently has a total of
16 senior officers who were drawn from the then existing structure where they were performing
almost the same functions: former TPTC for frequency management, telecommunications
services and postal affairs; Ministry of Communications and Transport and Ministry of Justice
for legal, consumer and industry affairs. Some were recruited from the open labour market.

76. The Commission is self-financed through licence fees, royalty charges as percentage of
revenues of operators, and fees for services rendered (frequency management, type-approval,
etc). Any reserve funds will be invested as part of the rural development fund which the
Commission expects to set up and manage.

77. The institutional capacity building for TCC was supported through TRP and consisted
of overseas training study tours in various parts of the world. A programme of capacity building
to increase the capacity of individual staff members has been instituted. However, TCe is of the
opinion that it is currently under-staffed in terms of numbers and technical capacity for the
responsibilities it is expected to carry out.

78. The Tanzania Telecommunication Company Limited (TICL) was incorporated as a
wholly state-owned but autonomous company operating as a commercial enterprise. The
government appointed a Board of Directors which is fully responsible for the management of the
company, including the appointment of the Managing Director (of course with the approval of
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the line minister) and ensuring the attainment of the objectives outlined in the Memorandum Of
Understanding (MOU) signed between the company and the government.

79. The reform of the communications sector also affected postal services in Tanzania.
Created upon separation from TPTC, the Tanzania Posts Corporation (TPC) remains a state
parastatal organization. It views the reform as having been particularly beneficial to postal
services which had been rather neglected when it was part of TPTC. In particular, it cites the
fact that, with its own board of directors, decisions are more focused and faster.

3.2.4. Introduction of Private Sector Participation.

80. Private sector participation in Tanzania's economy was introduced in mid-1980s as part
of ERP and the broad government policy is to encourage private sector investment in
telecommunications through various modes, including total or partial divestiture of state-owned
enterprises, as well as removing state monopoly and allowing private operators.

81. The Tanzania Telecommunication Company (Incorporation) Act (1993) has provisions
for privatization of TILC. However, it is unlikely that it will be privatized in the near future
for several reasons, notably: strong public opinion against sale of profitable state assets,
particularly to foreigners; partners in TRP are against immediate sale of TTLC; and the
Presidential Parastatal Sector Reform Commission announced that TTCL would not be privatized
at this time.

82. Nevertheless, government recognizes the investment potential of the private sector and
its ability to meet the requirements of specific groups such as the business community. It has,
therefore, decided that private sector participation should be allowed in providing non-basic
services such as value-added services, specialized services such as mobile cellular telephone, sale
and installation of customer premises equipment (telephone sets, fax, telex, etc), and in wiring
subscriber premises. The participation of private sector operators in each of the service groups
is reviewed in the sections which follow, and the views of customers on the provision of services
are also presented. The licence for value-added services and local mobile cellular telephone
operations includes the conditions that locally owned shares should not be less than 35 %, and
that a foreign company which owns majority shares (over 50 %) must submit to the Commission
guarantee of network performance for the duration of the licence.
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(i) Basic and Fixed Services.

83. The Act envisages, in the long-run, competition in all services, including fixed telephone
services, terminal equipment and related services, mobile cellular services and non-basic
services. However, initially TICL has been granted an indefinite period of exclusivity in the
basic and fixed services, except in rural areas in which other investors have been encouraged
to set up local services to be connected into the national network of TICL. Furthermore,
ZANTEL Limited (Zanzibar) has been licensed to compete with TTCL in providing basic
services in Zanzibar and the islands.

84. TICL is encouraged in its licence to enter into joint-ventures with private partners. In
this regard, TAZARA expressed interest in reviving discussions with TICL on possible
cooperation in developing joint operations of communications network for its own railways
operations (management, signalling), as well as for public services by TICL. However, TICL
intends to maintain exclusivity of basic services as long as it is allowed to.

(ii) Mobile Cellular Services.

85. Given the high demand for mobile cellular services, TCC has divided the country into
four service areas and will allow a maximum of two service providers in each. The limitation
of the number of operators in each zone to two is partly due to frequency band availability (890
960 mhz), but this will be reviewed after a period of five years. Millicom (Tanzania) Ltd was
licensed in 1993 to provide service in Dar es Salaam and Zanzibar; it started operations as
Mobitel in 1994. A second operator, TRI Telecommunications Tanzania Ltd (of Malaysia), was
licensed in 1995 to provide services in the Coastal (Dar es Salaam) and Northern Zones, but so
far it is only operating in the Coastal Zone. TICL has been granted license for Northern,
Central and Southern Highland Zones, and is seeking partners to develop service in these areas.

86. MIC Tanzania is part of Millicom International Cellular SA, incorporated in
Luxembourg. Its other African operations are in Mauritius (Emtel) and Ghana (Mobitel). It is
a private operator providing mobile cellular telecommunications services in the Coastal Zone of
the country. It is a joint company between Millicom International Cellular SA (51 %) and TICL
(49%). It started operations in 1994 as the first cellular mobile operator in the country.

87. MIC entered Tanzania having won a tender offer by TPTC for a partner. Incentives for
investment were under the Investment Promotion Council (IPC) programme and includes no tax
and duty on equipment during construction phase and a five year tax hoiiday after operation
begins. The private operator's policy is to develop and rely on indigenous human resources and
has invested extensively in capacity building.
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88. MIC expressed concern with the change in licence after it was granted; upon its
inception, TCC decided to review the licence previously granted to MIC and this apparent
instability in the licensing procedure has eroded some confidence by the company.

(iii) Other Services.

89. Public Radio-Paging Services: Licenses to cover the whole country were granted to four
companies in December 1995. TICL. Beep-Me Limited. Call Systems Limited, and African
Communications Group Telesystems Limited (ACG). However, none of them had started
operations by mid-1996.

90. Public Data Services: Three licenses have been issued to the following companies since
April 1996: Wilken Afsat Tanzania Ltd., Datel Tanzania Ltd., and SITA Group. However,
service had not yet begun as of September 1996.

91. Cardphone Services: These are currently being provided by three companies: TICL,
Jupiter Communications and African Communications Group Telesystems. The service is very
popular with the public and seems to have eliminated the traditional long waiting lines at public
telephone booths when calls were of unlimited duration. Cardphones offer cards for sale at cite
for different units. At present they are used only for local, national and East Africa calls.

92. Several private companies have also been licensed to import, distribute and service
customer premises equipment. Subscribers are allowed to acquire equipment from any supplier
provided it is type-approved. Dealers have been licensed to provide equipment, wiring and
maintenance.

3.2.5. Results: Views of Major Customers.

93. The user is supposed to be the ultimate judge of the results of reform and privatization,
and, in order to assess the results of private sector participation in the sector, several major users
in both public and private sectors were consulted on their experience with the new order in
telecommunications in the country. These views were generally consistent with those expressed
at the Workshop on Telecommunications Sector Development in Tanzania, which was organized
by TCC in September 1995. The following is a summary of views expressed by several
customer representatives regarding each type of service.
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(i) Fixed and Basic Services

94. Except in Zanzibar, fixed and basic services are provided in the country by TICL, the
dominant operator. User views may be summarized as follows:

(a) Access: There has not been any noticeable increase in the number of telephone
lines. Many users, especially in Arusha, felt that it takes as long as - if not
longer than - in the past to obtain a residential or business line. For example: a
large tourist hotel chain has been unable to secure much needed additional lines;
businesses located in the Arusha International Conference Centre have waited in
excess of one year for telephone connections which have yet to be made. There
are complaints of demand for up-front unofficial payments to acquire service.

(b) Local Service: - Many users complained about poor service quality and lack of
maintenance, with up-country areas unable to communicate with Dar-es-Salaam.
Furthermore, there were complaints about allocated lines being "loaned" out by
technicians to other users at night and on week-ends.

(c) International Service: This has noticeably improved. Many users felt that it is
much easier to make an international than a local call. However, the cost of
international calls is very high and tends to have a negative impact on tourism,
a major contributor to the economy of the country.

(d) Customer Relations: Users in upcountry offices feIt that top management of
TICL does not pay sufficient attention to them; complaints to the company often
go unanswered.

(e) Billing: Many users are very displeased with the billing system. Bills are
irregular, which affects their cash flow management. In addition, when finally
presented, TICL demands immediate full payment or service is disrupted.
Moreover, inaccuracies in billing give the impression that some lines are illegally
transferred to other users by technicians of the telecommunication operator. In
one case, the telephone subscriber telephoned his number, which was not
working, only to get a response at a different location.

(f) Rural Service: Compared to other countries in Africa, telecommunications
distribution in Tanzania is fairly equitable; all district centres have telephones.
However, service is still unreliable, thus inhibiting electronic publication of
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newspapers throughout the country. For example, a private publisher expressed
concern that it is not able to establish a central database for its business due to
unreliable or non-availability of communications facilities in the rural areas.

(ii) Mobile Services

95. Mobile services are provided by private operators. At present, only the Coastal Zone
(Dar-es-Salaam) has services provided by two operators: MIC and TRITEL. Users in Arusha
look forward with great anticipation to the introduction of mobile services in their region. Users
have noticed significant improvement in telecommunication access in Dar-es-Salaam as a result
of introduction of mobile services. This is one very positive contribution of private sector
participation.

96. The cost of mobile services is often regarded as very high. However, with the entry of
a second operator, this cost is gradually declining. Nevertheless, mobile services have filled a
very important gap in telecommunications service, especially to the business community which
can afford the service.

(iii) Cardphone Services

97. Cardphones have replaced coin boxes in public phone booths in Dar-es-Salaam. These
have greatly improved access and many users are pleased with the service.

3.3. Conclusions.

98. The Government of Tanzania recognized that private sector participation and competition
are not standard in all countries; changes must be managed within the framework of the overall
economy of the country. A suitable environment must be established in order to assure investors
a fair return while achieving sectoral development objectives of the country. The decisions by
Millicon International Cellular SA and TRI Telecommunications of Malaysia to invest in mobile
cellular market in the country are partial realization of the government's policy to promote
private sector participation in the country.

99. Private sector participation in telecommunications was introduced in a very systematic
manner. It was part of the overall economic reform and reflected government policy to open
up the economy. The necessary legal and policy frameworks were established and a regulatory
mechanism put in place before monopoly of TPTC was reduced, the market partially liberalized
and competition introduced in selected segments of the market. In Tanzania, the following
sequence was adopted for transforming telecommunications development: public monopoly
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operator-s liberalization of the sector-s commercialization of the public operator-s introduction
of competition in specific sectors-« privatization of certain components of the business of the
public operator.

100. The establishment of the regulatory agency at the time of liberalizing the industry ensured
order, which is very essential during transition from a restricted centrally managed operations
to a competitive environment. In Tanzania, regulatory reform preceded private sector
participation.

101. Assessing the impact of private sector participation in a country requires a much longer
period than has so far elapsed in the case of telecommunications in Tanzania. Nevertheless,
there are already some tangible results. The mobile cellular telecommunication market in the
country amply demonstrated one of the benefits of private sector participation in a competitive
market environment. MIC (Tanzania) was the first to provide mobile services in the coastal
zone. Being the only operator in this market segment, its charges were perceived by customers
as being rather high, including charges for receiving in-coming calls on the mobile telephone.
However, upon the entry of TRITEL in 1996, MIC immediately dropped charges for incoming
calls because its new competitor did not levy such charges. Furthermore, MIC also reduced the
cost of its service. The entry of a competitor directly benefited new customers by providing
additional services; it also benefited MIC's customers in reduced cost of service.

102. An important aspect to be noted from the experience of Tanzania is that the process of
introducing such participation also bears some useful lessons: the formulation of new policies
(1992); the reform of the sector such as separation of posts from telecommunications and
operations on commercial basis (1993); enactment of appropriate acts of parliament (1993); and
the creation of an industry regulator (1994).

103. Another useful lesson from Tanzania is in the establishment of the regulatory structure.
Building and sustaining regulatory capacity requires resources and commitment. Tanzania has
shown definite commitment in setting up TCC as a self-financed and largely independent (arms
length) regulator. The regulator has been able to ensure that the interests of each stakeholder are
protected. The regulator should have the authority to counter any resistance to change in a fair
manner.

104. It should however be noted that, although regulatory reform has opened the way, private
sector investment in the country still faces obstacles, key among which is the lack of financing
for local investors. In order to support more private sector participation, the Government has
issued a policy through the National Investment and Protection Act, which sets out guidelines
for foreign investment in the country, including issues of arbitration and repatriation of capital
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and profit. Furthermore, preparations are at final stages for the establishment of a stock market
in the country. It is expected that the operation of the stock market will provide access to the
public at large to participate in investment activities, including in the telecommunications sector.
Since the stock market has yet to be set up in the country, most private investment so far is
foreign.

105. Private sector participation has been introduced not by divestiture of existing state-owned
enterprise, but by opening up specific market segments, a process called horizontal unbundling.
The major telecommunications operator, TICL, though incorporated as a limited liability
company remains wholly owned by the State. This approach of "virtual" privatization13/ is
usually referred to as commercialization. Furthermore, TICL has been granted an indefinite
period of exclusivity in the mainland in the provision of fixed-line basic telecommunications
services. Consequently, a strong and independent regulatory agency, TCC, is essential in such
a case to ensure fair competition between the dominant operator (TICL) and the emerging
private operators (MIC, TRITEL).

106. Finally, users at large should be involved in the reform process in order to gain their
inputs on the one hand, and, probably more important, to avoid generating the crisis of
expectations of the impact of the reform. For instance, while significant technical changes have
been made by TICL, their impact on services is not quite evident as yet. Since users tend to
expect immediate and noticeable change, it is therefore essential that a conscious effort be made
to inform the public of developments as they occur.

107. In conclusion, it can be seen that the introduction of private sector participation in
telecommunications sector in the country has indeed resulted in some benefits: there is increased
investment in the sector, especially in mobile services and phone bureaus; services have
improved as mobile services offer alternative access and cardphones have eliminated waiting
lines at public call places; new technology is coming into the country; and telecommunications
equipments are more easily available to customers. However, some problems still persist from
the past, especially as regards the operations by TICL, the dominant operator: lack of telephone
lines; poor service; expensive international calls; and irregular and inaccurate billing.
Nevertheless, there is a general consensus that allowing private sector participation has had a
positive impact on the development of telecommunications in the country. This experience could
provide useful lessons to other African countries.

13/ Otobo, E.O. Regulatory Reform: An Imperative for Successful Privatization:
Economic Commission for Africa, Addis Ababa (1996)
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IV. AIRLINES.

4.1. Overview

4.1.1. Global Airlines Industry

108. In 1978 the American government introduced a profound structural change in its aviation
policy called "deregulation" and in so doing, eliminated many impediments to access of the
national market by domestic airlines and developed new policies for negotiation with other
countries. In reaction to this, the European Union revised its member countries' aviation
policies around four main themes: liberalization, harmonization, infrastructure and external
policy.

109. These profound changes in air transport policy have led to the globalization of
competition which has pushed airlines to initiate mergers and alliances with airlines from the
same country and/or from other regions. In this regard, many institutions such as WTO and
OECD believe that air services should be liberalized and rules for airline ownership should be
changed in order to allow private sector participation.

110. The aviation industry has long resisted the general trend of privatization, as was seen in
other industries, because of the following reasons, among others:

(a) Security and defence interest: Many countries have traditionally viewed civil
aviation as critical to their national economy, defense and security interests. In the United States,
for example, although the government refrained from public ownership of airlines, it imposed
conditions on ownership taking into account the fact that the American Civil Aviation law
stipulates that the country must maintain a Civil Reserve Air Fleet to assure emergency airlift
during crisis.

(b) Flag carriers and prestige: Many countries established national airlines mainly
for prestige and as "flag-carriers". Those countries believe that privatization or relaxation of
ownership would affect their primary concept of an airline.

(c) Ownership rules: Privatization of an airline may lead to possible change in
ownership, but the bilateral agreement regulating industry until now is based on the rule that,
"airlines operating under bilateral agreement should be substantially owned and effectively
controlled by nationals of contracting States, if not, operation may be refused or revoked."
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Although this rule is optional, most countries have in their national air transport policy the
provision for national substantial or majority ownership and or effective control.

(d) Financial risk: The air transport industry has a very high degree of risk and, as
a result, the private sector has not been keen to participate in it.

111. The airline companies, especially the African airlines, specifically resisted privatization
because they risked losing the following benefits: relative ease of purchasing aircrafts because
of government guarantee; subsidies provided by government to ensure survival as a national
"flag carrier"; government protection from competition especially in granting traffic rights and
against labour unions; and job security at all levels.

112. Despite the above tendency to resist change, there has been a significant move towards
greater private sector participation in the airlines industry throughout the world. For instance,
in 1995, there were more than fifty airlines around the world undergoing full or partial
privatizationI4/. The first wave of these privatizations was pushed by governments as a result
of the shift towards free market ideologies. Twenty six privatizations out of the fifty indicated
above have been completed or are in progress. The analysis of these experiences shows both
success and failure.

113. The privatization of British airways is a good example of success; the airline succeeded
in attracting significant foreign investment and is now considered one of the most profitable
airlines in the world. In contrast, the Aeroleneas Argentinas case was, in the view of its
workers, considered a failure; the airline was generally profitable during the early 1980s before
its privatization in 1990. However, soon after privatization, the airline was reported to have lost
an average of up to US$11 million per month. Its total debt was estimated at US$800 million
in 1992.

114. Privatization of airlines in other regions has generally been implemented with great
caution. Governments in most cases are still retaining a "golden share" through their
administrations or national citizens. This "golden share" exerts power or control on the
decisions of the airline. For example, ownership of any European Union airline by non-EU
nationals is limited to 49 per cent. The United States of America, Australia and other countries
have adopted the view that, if foreign ownership was no more than 25 per cent, then effective

14/ ECA. Case Study on Privatization in African Airlines, TRANSCOM/1084, December
1996.
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control remained in the hands of their nationals. Many governments reserve the right to buy
third party shares of the airlines if national interest so required. These practices are guarantees
for the governments to continue to exert control over the policies and decisions of the airlines.
Table 5 summarizes some conditions imposed by government in the change of ownership or
privatization of their airlines.

Table 5

Examples of conditions for airline ownership.

United States of America • Not more than 25 per cent of the
voting right will be allocated to
foreigners.

• The Chief executive and at least 2/3
of the board members and essential
staff should be American citizens

• The airline should be controlled by
one or more American citizens

• A maximum of 49 per cent of he
share could be attributed to
foreigners but no veto right could
be attributed to foreigners

European Union • The headquarters of the airline
should be located in the European
Community

• At least 51 per cent of the airline
equity must belong to European
citizens

• The airline should be effectively
controlled by European citizens.
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4.1.2. Private Sector Participation in African Airlines Industry.

115. Immediately after independence, most African countries realized the important role that
air transport could play in the economic and social development. Consequently, except for the
countries signatories of the Yaounde Treaty who are members of Air Afrique and the three East
African countries (Kenya, Tanzania and Uganda), the rest of the African countries established
individual national airlines. These airlines were often viewed as "flag carriers" for national
pride.

116. For the past 30 years, in practically all cases the national airlines had to be protected by
their governments in order to assist them in expanding services. However, it was soon realized
that this protection was not useful as it made most of the airlines dependent on subsidies from
the already financially stretched governments.

117. Although they benefit from government protection, African airlines generally do not
perform well; they carry less than three percent of the world's passenger traffic and most are
not in a position to finance fleet renewal nor to expand services. Many are small in size and
continue to be a burden on their national economy. Managed by political appointees, they suffer
from government and political interferences in their day to day management. Furthermore, a
large number of the airlines operate with obsolete and uneconomic aircrafts on a thin and divided
market, often in competition with well-equipped foreign airlines managed by professionals. Lack
of cooperation and coordination of activities among them have further aggravated the weaknesses
of the African airlines.

118. In preparing the UNTACDA II programme, the baseline assessment study undertaken on
air transport sector revealed that between 1993 to 2010, African air transport industry would
need in excess of US$34 billion to renew the current fleet and to cater for traffic growth151.
This financial requirement obviously cannot be provided by African governments as has been
the practice. Therefore, for the survival of African airlines, it is necessary to look at other
sources of financing, such as the private sector.

119. In the face of persistent difficulties in economic development, the African governments
started to profoundly re-examine their policies and to redefine the role of the public sector in

121 ECA. UNTACDA II Programme, 1991-2000, Volume I,
DOC/UNTACDA/MIN/04/Rev.3, 1991.
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production and provision of services. The objective of this exercise is to save money and to get
rid of non-profitable parastatal enterprises, especially those which were a drain on the country's
meagre resources. Therefore, private sector participation in African air transport activities
become one of the solutions imposed on or suggested to governments by financial institutions
as a conditionality for assistance in the economic recovery. This imposed condition is a logic
of the financial institutions for a continent with heavy debt and looking for more than US$34
billion to renew the fleet of ailing airlines.

120. There is a mounting belief on the part of many governments that the performance of their
national airlines will be improved through increased private sector participation. They are ready
to take any offer, because even if they have the necessary funds, they cannot continue to provide
subsidies - a practice which, in any case, will be abolished under the WTO rules.

121. It is probably more due to the above two reasons (African economic situation and airlines
poor performance) than the globalization of the industry that African countries are abandoning
their national flag carrier concept and are starting to change their civil aviation regulation in
order to allow private sector participation in airlines operations. Private sector participation in
African airlines is not viewed as the consequence of the developments in the industry nor as a
genuine economic decision, but rather for the moment it is viewed as something imposed by the
conditions for assistance in the national economy recovery programme.

122. African governments have now abandoned the prestige or pride concept of their national
airlines and are willing to accept increased private sector participation in them. However, due
to difficulties in attracting foreign investors and in mobilizing the necessary resources, many
governments have slowed down the processes and concentrated efforts on restructuring. In
1995, twelve African airlines were proposed for privatization: Nigeria Airways, Air Malawi,
Air Botswana, Uganda Airlines, South African Airways, Air Tanzania, Zambia Airways, Air
Zimbabwe, Sudan Airways, Air Djibouti, Air Zaire and Air Afrique. However, only one,
namely, Kenya Airways, has succeeded in attracting the full participation of the private sector,
and Zambia Airways has been liquidated.

123. The success in introducing private sector participation depends on the objectives and the
method adopted by the governments. The following section presents the case of Kenya Airways
whose privatization process has been completed with success.
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4.2. Privatization of Kenya Airways.

124. The experience of Kenya Airways in privatization was adequately described by the
Managing Director of Kenya Airways at the 25th General Assembly of AFRAA held in Victoria
Falls, Zimbabwe on 27th April 1994 as summarized in this section16/.

4.2.1 Restructuring Process.

125. Following discussions between British Airways and Kenya Airways, Speedwing
Consulting, an independent consulting arm of British Airways, undertook a study on Kenya
Airways in order to assess the operating performance of the Airline and to indicate the measures
required to turn Kenya Airways into a viable private airline. The study was carried out by a
small team of experienced airline professionals over a six week period in March-April 1992.
The key findings of the study were:

(a) The management skills, organisation and culture of Kenya Airways were not
suited to a commercial, profit-oriented enterprise.

(b) Operational performance was not measured or controlled.

(c) Financial control was very weak with late and inaccurate reporting and poor
accountability.

(d) Existing computer systems did not support the business adequately.

(e) Marketing and revenue generation were a major area of weakness.

(1) Technically, skill levels were good but poorly utilised.

(g) Customer service standards were low with limited measurement and control of
quality.

(h) Productivity was not routinely measured and appeared to be low.

16/ Airline Alliances viewed from the global and African Airlines Perspective: the
practical aspects of selecting an airline partner.
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(i) In every function there existed an untapped source of expertise and enthusiasm,
particularly at middle and lower levels.

126. These findings were presented to the Board of Kenya Airways together with a series of
recommendations of actions required to prepare the Airline, operationally, for privatisation as
follows:

(a) Appoint an experienced airline Chief Executive with a clear mandate to
implement the recommendations of the report.

(b) Carry out a radical restructuring of the management and organisation of the
airline, including a detailed review of staffing levels in each function.

(c) Introduce a Performance Improvement Programme to continuously improve the
operational performance and reliability of the airline, making managers clearly
accountable for the performance in their areas of responsibility.

(d) Appoint an experienced airline Finance Director with a clear mandate to introduce
new financial systems, controls and accountability and to develop proper
budgetary, planning, control and reporting systems.

(e) Create a new computer systems department and carry out a complete review of
future needs of the airline and develop an implementation plan.

(f) Appoint an experienced airline Marketing Director and carry out a major overhaul
of the sales and marketing activity.

(g) Carry out a comprehensive research programme designed to identify the needs
and view of the airline's staff, travel agents and customers.

(h) Implement a comprehensive customer service training programme for all staff in
the airline, based on the research, to achieve a cultural change within the airline.

(i) Introduce a customer service quality improvement programme.

(j) Introduce productivity measurement and control, and set standards based on
internationally accepted levels of productivity.
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127. In addition, two other recommendations were made regarding preparations for change,
namely: (a) if privatisation was planned within the next two years, start behaving like a private
sector company immediately; and (b) prepare a five year business plan as soon as possible in
order to demonstrate a track record of achievement against this plan ahead of privatisation and
to form the basis for any negotiations with prospective investors. The above proposals were
approved by the Government of Kenya and decision was taken to restructure the airlines before
its privatisation.

128. The first step in implementing the above recommendations was taken in June 1991 when
Kenya Airways entered into a service agreement with Speedwing Consulting to provide
management expertise and consultancy services to implement the findings of the report. Upon
this agreement, the airline management concentrated its efforts on the improvement of decision
making, creation of business oriented culture and a sharp reduction in bureaucracy. This
involved clear definition of the roles and responsibilities of each part of the organisation and
creation of a simple two level management structure under the Commercial Director, the
Technical Director, the Finance Director and the Director of Administration.

129. Following the preparation of job specifications for each senior management position, all
of the posts were advertised first internally and, for the posts which could not be filled
internally, external recruitment was necessary.

130. The final step in the transformation of the management of the Airline involved the
introduction of performance related pay through a significant annual bonus based on the delivery
of agreed objectives and targets, monitored on a monthly basis. A two day training programme
for all managers was conducted in order to reinforce the aims and values of the new management
team and to emphasise the delivery of customer service through team work.

131. The entire process, from design to completion, took only six weeks. It has achieved a
dramatic change in culture and performance and has eliminated accusations of promotion through
nepotism and political influences. It has also been possible to shift the emphasis within the
organisation from self administration to customer service.

4.2.2. Results Achieved.

132. Four years after the restructuring, Kenya Airways made a net operating profit of US$16
million in the financial year ended 31 March 1995 and was forecasting a US$22 million net
profit for 1996.
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133. Following the completion of the transformation and financial restructuring of the airline,
the basic shareholder structure was developed and agreed to by the government. This change
in ownership rules provides the following allocation of shares: 20 per cent for a foreign airline
partner; 23 per cent for the government; 14 per cent for international investors; 34 per cent for
the Kenyan public and institutions; and 3 per cent for employees.

134. The involvement of an international airline partner is a key element to the long term
success of Kenya Airways. The airline succeeded in attracting many airlines among which KLM
was selected at the level of 23 per cent of the shares. This partnership will strengthen Kenya
Airways through: links to global distribution systems and networks; on going technical and
managerial expertise; and enhanced purchasing power in the process of fleet renewal. It would
also strengthen investor confidence and increase the chances of a successful privatization.

4.3. Conclusion

135. From the above experiences and others, it appears that success in the privatization or
change in airline ownership depends on many things among which are the following:

(a) Clear definition of the objective of privatization: This is key to success and will
assist policy makers to take appropriate decision.

(b) Careful Planning: It is essential to minimize time in the privatization process;
the more time the process takes, the more value is lost since a long time frame would provide
opportunity for external influence and may lead to changes of some objectives.

(c) Restructuring: In order to attract potential investors, it is necessary that the
airline is viable. Thus, restructuring of the airline should come first, enabling the government
to make accurate valuation of the assets rather than rely on the determination of price by the
potential investors. Particular attention should be paid to the following aspects:

Staff reduction plan must be weD planned, based on real assessment and not
on presumption: The reduction exercise should be performance and programme
oriented and should not target specific people but should be based on merit and
staff capability to perform the required duties.

Staff morale: Incentive measures should be introduced in order to boost staff
morale, enabling good working environment for improved staff productivity and
performance.
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Job description: In order to avoid confusion, it is necessary that the privatisation
process includes a clear definition of roles and delineation of responsibilities
among management and staff. This may be achieved through clear definition of
job requirements and preparation of necessary job descriptions.

Choice of restructuring or privatization team: The team to be assigned to
conduct the restructuring and or privatization programme should be different from
the airline staff. The team should be composed of people committed to the
performance of the airline and not to any government representative. It should
not include political appointees and should have a mandate to perform its job in
line with the objectives set by the government.

Baseline assessment: An in-depth study on the restructuring and change in
ownership of the airline should provide precise actions to be undertaken and avoid
formulating too many alternatives.

Training should be included in the restructuring process as it is necessary for
changing the work culture; it should cover all aspects of performance.

(d) Government support is necessary in the privatisation process; however,
government should not interfere in the selection of the professional team, managers and middle
level staff.

136. Private sector participation in the African airlines industry should be accepted as a
necessity and guided by market principles in order to allow the airlines the freedom to operate
as commercial enterprises. It is recommended that, prior to embarking on any form of
privatization programme, African governments should complete the reform of their airlines
industry paying particular attention to the following questions:

(i) Will the industry, once liberalized, provide better services to customers?

(ii) Will the utilization of national resources invested in the national airline
company improve as a result of privatization?

(iii) Will it become easier as a result of privatization, for the airline to
mobilize required resources?

(iv) In the case of divestiture, is the timing of the sale appropriate and what
is the real value of the airline?
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(vi) What legal status might the new operations adopt?

(vii) What should be the role of the government in the new structure?

(viii) What regulation should govern the aviation industry?

(ix) What minimum share of the airline should be maintained by the
Government?

(x) Is the national interest safeguarded?

137. In conclusion, it should be pointed out that privatization is far from a panacea and, in
some cases, can lead to failure of a state owned airline. Privatization is being introduced in
African airlines, not because of the requirement of the profound change in the air transport
industry, but as a result of structural adjustment programmes aimed at improving the efficiency
of the airlines. This approach to introducing private sector participation may be counter to the
economic theory which links economic performance to market structure, and not to ownership
per se.
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V. PORTS

5.1. Recent Developments in Private Sector Participation.

5.1.1. Global Developments.

138. In the last decade, a number of countries have undertaken institutional reforms in the port
sub-sector as a means of improving performance and reducing government's financial and
administrative responsibilities. Technological change has also spurred reform in terms of
increases in labour productivity and increased capital requirements. Governments are undertaking
such reforms in order to ensure efficient operations of port facilities, that labour and social
problems are minimized, that charges are fair, that regulatory control is maintained, and that an
integrated transport system is developed at national and sub-regional levels.

139. While the type of institutional reform adopted for a port can range from improved
management to complete privatization, its overall objective remains the same - to make the port
responsive to the market and thus satisfy clients' needs. As the reform progresses, the role of
the port authority will change. In many countries, port restructuring is simply a transformation
of the role of port authorities from operations to being a landlord port. Landlord port authority
can lease out facilities not only to private bodies, but also to other public or public-private
entities.

140. One key issue in considering port reforms regards which aspects of the port infrastructure
and operations should be devolved to the private sector and what should remain under the public
port authority. The following is a general breakdown of the major port facilities and services:

(a) Infrastructure: approach channel, breakwater, locks, berths.

(b) Superstructure: surfacing, office, workshops and storage (transit sheds, silos,
warehouses).

(c) Equipment: Fixed (ship-to-shore cranes, conveyor belts), mobile (straddle
carriers, fork lifts, tractors).

(d) Services to ships: Harbour Masters Office (radio, VTS), navigational aids,
pilotage, towage, berthing, supplies, waste reception and disposal, security.

(e) Services to cargo: handling, storage, delivery and reception, cargo processing,
security.
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141. The principle of a pragmatic approach is recommended, which means examining each
of the port functions to determine which should be performed by the public sector and which
ones by the private sector. This approach is called "privatization a la carte" 17/. An
examination of the various port functions for ships and cargo should be carried out considering
the level of capital intensity, labour intensity, period of return on investment and maintenance
required. However,there are certain functions which should remain under the responsibility of
publicly owned port authorities, i.e. traffic management, harbour control, granting of
concessions or leases, etc.

142. There exists sufficient worldwide experience in commercialization of and private sector
participation in port operations to illustrate the various approaches which, under the right
circumstances, can lead to success in the achievement of national objectives. The best approach
chosen will depend on the economic and social setting and unique characteristics of specific
countries. However, at the minimum, it is essential that there be a clear understanding of what
the government intends to accomplish through its sector reform programmes. Some of the
possible government objectives in introducing private sector participation and commercialization
in ports are:

(a) Improving efficiency and productivity of operations by harnessing the strengths
of the private sector to operate and manage a port or some aspects of its
operations in a competitive environment to minimize costs and improve services;

(b) Reducing the financial and administrative burden of the public sector by
employing private sector resources to replace those of the public sector and thus
release public funds for other priority programmes;

(c) Achieving social objectives by using private sector participation as a means for
redistributing wealth or moving marginal communities closer to the middle of the
economic mainstream, as has been the case in Malaysia;

(d) Promoting private sector involvement in the economy to supplement government
spending, which in some Asian economies has been the primary driving force of
the economy;

ll..! UNCTAD. The Principles of Modern Port Management and Organization, ITC/B/CA/AC. 7113), 1992.
pp. 34-36.
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(e) Attracting new or additional business and trade by inviting private sector
operators who are already involved in trade or transport services (for example,
shipping lines) with the aim of a port user becoming an investor who would
funnel additional traffic through the port.

143. Malaysia is one country which set up a good machinery to smooth the introduction of
private operations in one of its major ports and is generally considered a pioneer in port
privatization. Conditions under which the country's premier port, Port Klang, was privatised
is highlighted Box I.

5.1.2. Developments in African Ports.

144. Traditionally, the supply of port infrastructure in Africa has been the responsibility of
governments. However, many governments have difficulties in allocating them adequate
resources, and a large gap exists between demand and available public sector financing
resources. Additionally the poor performance of the public sector in supplying infrastructures
services has compelled many African countries to look for alternative ways to develop
infrastructure. It is now agreed that under appropriate circumstances the involvement of the
private sector, with adequate support and control, can go some way towards satisfying the need
for financial resources and greater efficiency.
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BOX I
Privatization of Port Klang

The Malaysian approach to privatization of the operations in Port Klang was based on the
following major characteristics:

(i) It is a large port with multiple activities consisting of 26 berths, handling
approximately 29 million tonnes of cargo (1992) and employing about
4,800 workers.

(ii) It is the major gateway to Malaysian trade.

(iii) It has embarked on a major expansion programme. Investment in the first
and second phases alone will be over RM 580 million (approximately
US$215 million).

It was felt that the port was large enough to be privatized to more than one party, arid
where possible, with specialized activities. Furthermore, in view of the large investment
in the expansion programme, it would be appropriate for the Government to develop
facilities to ensure growth in trade and particularly, exports.

In principle, the Government took the view that the day-to-day operations, i.e., ship and
cargo handling, be left to the private sector. Once the operational elements are released
from Government bureaucracy, the private sector will be able to concentrate on
improving productivity through more effective utilization of the workforce, while
upgrading the quality of service through more sophisticated and well-maintained
equipment. It was the opinion of the Government that the joint effort to create a
conducive commercial environment by the Government, combined with the efficient
operation by the private sector, could lead to the transformation of the port as a potential
load centre for the country. This would allow for direct ship calls at Port Klang at
reasonab le cost.

Source: Mr. Rajasingam, presentation at UNCTAD's Intergovernmental Group of
Experts on Ports, October 1993, Geneva.
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145. A Sub-regional seminar on ports restructuring among members of the Port Management
Association of Eastern and Southern Africa (PMAESA) held in Tanzania in December 1995
discussed the experience of selected African ports regarding restructuring, commercialization and
privatization. It was noted that there were few examples as most port initiatives were still at the
design or early implementation stages. Presentation by various participants indicated that the
most common approach to increased private sector participation in African ports were:

Service contracts, which encompass specific tasks and functions contracted to the
private sector and may include maintenance of plant as well as cargo handling.

Management contracts within which the private sector is contracted to undertake
the management and operation of some aspects of port facilities.

Corporatization which does not involve the transfer of ownership from the public
to the private sector, but rather setting up an autonomous entity that is still owned
by Government but operates along commercial principles.

Leasing of public sector assets to a private operator over a fixed period of time,
usually with the private sector investing in equipment and sharing profits with the
port authority.

146. Specific examples of private sector participation In some East African ports are
summarized in Box II.
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BOX II
Examples of Private Sector Participation in PMAESA Ports

Kenya Ports Authority
Have signed contracts with private operators for some equipment
maintenance.
Cement and grain terminals are operated by the private sector.
Rail wagons operations have been privatized.

South Africa
Transnet and Portnet corporatized; private sector representatives on the
Board of Directors which are nominated by Managing Director and
approved by Ministry of Public Enterprise.
Bulk trade: 25% handled by Portnet, 75% by private sector.
Container: 100% Portnet.
Plan in discussion stage to split Portnet into two divisions: regulatory and
operations. This has not yet been implemented primarily due to problems
with the unions. New state-owned enterprise law is being drafted.

Mauritius
Planning to create landlord port including conversion into joint-stock
company and establishing regulatory regime.

Sudan
Break bulk on-board stevedoring handled by private sector.
Looking at privatizing on-shore stevedoring.

Mozambique: Port of Maputo
Coal, citrus and sugar terminals have been leased to private operators.
Container terminal has been leased for a 10 year period starting in 1996 to
a joint-venture consortium between P&O, Rennies and CFM. P&O also has
a management contract.

Source: Proceedings of Regional Ports Restructuring Seminar,Dar esaam,zania,
1995.
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147. Another example of private sector participation in African ports is that of the port of
Dakar. Eight years after assuming the status of a landlord, the Port Autonome de Dakar has
increased efforts to involve private operators in financing container berths and equipment. Recent
growth in container traffic is considered as conducive for new investment: the container terminal
has been expanded from eight to fourteen hectares. With all aspects of port operations in private
hands, the responsibility of the landlord remains to take care of the land within the port area.

148. The examples given above indicate that restructuring and private sector participation in
some aspects of port operations is not new in Africa. Participants in a recent seminar from the
ports of Madagascar, Djibouti, Seychelles and Le Reunion gave similar examples, some going
as for back as 1970s. The following section summarizes the experience in the Kenya Port of
Mombasa.

5.2. Approach to Private Sector Participation in the Port of Mombasa.

5.2.1. Background.

149. The port of Mornbasa was originally part of the East African Railways and Harbours
Authority, and, upon the establishment of the East African Community, became a port of the
East African Harbours Corporation which had headquarters in Dar-es-Salaam, Tanzania. On the
break-up of the Community in 1977, Kenya Ports Authority (KPA) was formed and took charge
of the port of Mombasa. In parallel, a separate cargo-handling organization called Kenya Cargo
Handling Services (KCHS), was established. However, in 1986 KPA took over the functions of
KCHS and absorbed all its staff and labour force. In addition, KPA also operated ferry services,
inland container depots in Nairobi, Kisumu and Eldoret, and advised the government on
maritime legislation.

150. Mombasa is a well-equipped port with 16 quay berths, 6 deep water lighterage points,
modern container terminals and specialized facilities for handling bulk cargo, mainly cement and
soda ash. The port is the main sea outlet for Kenya. It also serves the landlocked countries of
Burundi, Rwanda and Uganda as well as Southern Sudan, Northern Tanzania and Eastern Zaire.
The port handles an average of 8.5. million tones of cargo and about 200,000 TEUs of
containers annually.
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5.2.2. Programme for Restructuring the Kenya Ports Authority.

151. In 1995 the Department of Government Investment and Public Enterprises of the Ministry
of Finance commissioned a study on restructuring Kenya Ports Authority. The study was
conducted by Hickling Corporation of Canada 18/. The KPA restructuring is one component
of the government's plan to restructure all major transport corporations such as Kenya Railways
Corporation, Kenya Posts and Telecommunication Corporation, and Kenya Pipeline Company.

152. The study proposed a restructuring plan with emphasis on the following four broad
aspects:

Introduction of new legislation to strengthen accountability of KPA;

Setting targets for monitoring performance and implementation of restructuring
plan through a performance contract between KPA and the government;

Introducing changes in the financial structure of KPA including a reduction in
planned capital programme, reduction of tariffs and payment of regular dividends;
and

Reintroducing private stevedores, leasing the container terminal to a private
operator and privatizing selected marine services.

153. The study recommended that the government must set and review performance objectives
through a Performance Contract. Since the worldwide trend is towards privatization, the study
recommended that KPA should retain the core fixed assets, but private companies should
participate in the day-to-day operations of some aspects of the port. In this regard, the port
should accelerate transformation into a landlord port, thus retaining ownership of major port
assets and either lease facilities or Iicense private sector operators through a transparent and
competitive bidding process. The study also recommended that KPA should lease the Inland
Container Depots, reintroduce private stevedores and privatise towing and mooring services.
KPA is to take these steps in order to halt the decline in operations and revamp the port in key
areas of maintenance and availability of equipment. For this to be achieved, the relationship

.1Jl1 The Hickling Report was a restricted document at the time the mission visited Mombasa, therefore,
only its summary (Volume II out the six volumes proposal was available for review.
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between the KPA and the government are defined as well as the relationship between KPA and
the private sector regarding the movement of cargo through the port.

154. If all the recommendations of the study concerning operational activities of the port are
implemented, the move would confine KPA' s role to regulatory issues and to the role of
landlord, in effect removing KPA from operational activities and functions which will be
privatized. The government is not bound to implement all the recommendations of the report
and, therefore, the government and KPA are free to privatize some aspects of KPA operations
on a privatization a la carte basis.

155. The government has reviewed the recommendations of the study and the approach for
implementing its proposals on privatization will probably be on a piecemeal basis. In this regard,
the management of the ICD at Mombasa was already privatized under a management contract
to Flextow Port consultants of U.K. under the following terms:

Starting date of the management contract was agreed as first of September 1996;

Duration of the contract for two years with option for extension;

Flextow is responsible for operation and management of the Container Terminal
with KPA staff and equipment;

The team of staff from Flextow Port is limited to five experienced staff;

The operator is responsible for equipment maintenance;

The operator is also responsible for supervision of major rehabilitation
programmes of ship-to-ship cranes;

KPA is to receive assistance from the operator in setting up the Mauritius
Container Tracking System;

Productivity target of the reD after 12 months (September 1997) is set at an
average of 375 crane-lifts per day per crane with a bonus if this target is
exceeded;

The operator would train KPA staff on-site and overseas if required;
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Cost of approximately US$1.1 million per annum, all inclusive, is expected to be
recovered by higher turnover.

156. The contract came into effect on schedule and major port users consulted during the
mission namely: Mekenzie Maritime Ltd., CMRT Lines, TRANSOCEAN Ltd. have welcomed
the move taken by the government to have the Mombasa rCD operated by a private company
under a management contract. However, it was too early to judge the impact of the contract
since the operator had only been in Mombasa for two weeks when the mission visited Mombasa.
Most important to many users was the fact that the policy for privatization of some aspects of
KPA operations was clear and that the government's decision to privatise the ICD was under
implementation.

157. Some port users were of the opinion that the agreed duration of the management contract
was too short - most of them proposed 5 years to be phased to cover the three ICDCs in
Nairobi, Kisumu and Eldoret as well. Some freight forwarding companies expressed concern on
whether the railways operator would be able to cope with the enhanced performance of the
Mombasa rCD once the management contract is fully operational in the port.

5.3. Conclusion.

158. It is worth noting that the Mombasa Port experience in the privatization of the rCDs is
not new in sub-Saharan Africa, but is only one of the latest examples of its kind. Therefore,
results of the evaluation of the success of the management contract after two years will interest
not only the government and the economic development sectors in the country, but also port
users and other relevant institutions in the sub-region.

159. The suitability of various types of port reform will depend on local conditions. Thus one
type of reform will not necessarily have positive result in all situations. Furthermore, it is not
relevant or wise that results achieved in one port after some aspects of its operations are
privatized will be the same in another: rather, it is important to consider the steps that can be
taken and examine results in a number of countries. Each country needs to determine the
commercial environment in which port users function, based on both micro-economic and macro
economic objectives, bearing in mind the country's economic situation and the importance of its
ports sector to the nation.

160. The examination and selection of what to privatize will differ from port to port since their
commercial and technical features differ. On its completion, the port environmental assessment
should be taken into account to determine whether the operational and financial capabilities of
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the private sector are good enough and whether a monopolistic situation can be avoided. It is
best to act pragmatically in treating each case separately, spacing the process out over time to
experiment, leaving the door open to future evolution and privatizing each function when it is
deemed to be the best solution and according to the best formula. 19/

161. Offering a management contract for a specific period of time, as already done by the
Mombasa Port, is a form of private involvement. It is upon the Government and the Mombasa
Port Management to decide which aspects of port operations should benefit from future
management contracts. The Mombasa approach indicates that "privatization 11 la carte" may be
the best form of private involvement for African ports .

.111/ UNCTAD, Technical Note: Port Privatization; Ports Newsletter, No.6, November 1991.
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VI. RAILWAYS

6.1. Overview.

162. Private sector participation is not a new phenomenon in railways operations; it is the
tradition in the United States where freight operations has always been under the private sector.
In Japan, passenger transport has also been the domain of the private operators. This was
similarly the tradition in Europe, Latin America and other parts of the world where the initial
development of railroads was done by the private sector.

163. However, ownership and operations of railways gradually reverted to the public sector,
especially all over Europe and around the Mediterranean region. The governments nationalized
the railways companies in order to provide public service. This was the norm throughout Africa
and in Morocco, the railways was nationalized in 1963.

164. These days, railways are faced with many problems: operational deficits; high debt; high
cost of investment financing. In order to enable railways to fill the new role, several solutions
have been proposed, including privatization of railways enterprises. The push towards
privatization originated in the context of the difficult economic situation which has forced the
operators to pose the following questions:

(a) why privatize;

(b) how to privatize;

(c) should privatization be considered as a panacea for railways;

165. Many railways across Africa are currently battling with these questions and the
experience of Morocco has been selected to illustrate possible approaches to increased private
sector participation in railways in Africa. Since the changes in the railways sector in Morocco
are being implemented as part of the broader economic reforms in the country, a brief review
of the economic reform is presented in the following section in order to put the experience in
the railways sector in the proper perspective.
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6.2. Economic Reform in Morocco.

166. By the beginning of the 1980s, Morocco's macro-economic performance was steadily
deteriorating to the extent that the country's gross official foreign exchange reserves were nearly
exhausted and the country was forced to seek rescheduling of its external debt. In order to
reverse this trend, the country embarked on a series of adjustment programmes starting in 1981,
aimed at achieving a sustainable growth rate and viable balance of payments position. Two key
elements of the adjustment strategy were2O/

(i) to align aggregate demand with available resources as well as shift
resources away from the government sector to support the growth of
private sector investment; and

(ii) to dismantle government controls to allow market forces to playa greater
role in resource allocation, and, in that context, to switch from an inward
oriented import substitution to an outward-oriented export-led growth
policy stance.

167. The adjustment strategy adopted by the government was supported in part by the IMF,
World Bank, the African Development Bank as well as other financial institutions and had two
phases:

(a) Phase I: 1980-1985. The emphasis of this phase was on fiscal adjustment to
improve competitiveness.

(b) Phase II: 1985-1993. The policy gave greater emphasis on structural reforms to
ensure sustainability, including public enterprises.

168. Most of the infrastructure sector in the country is run by public enterprises (offices,
regies and societes nationaJes). The "Morocconization" drive initiated in 1963 was aimed at
reducing the influence of foreign capital interests. Wholly-owned government enterprises
enjoyed a monopoly in basic utilities (energy, water supply, posts and telecommunications),
railroads, air transport and petroleum refining. As part of the adjustment programme, steps

20/ IMF: Resilience and Growth through Sustained Adjustment The Moroccan Experience
(1995).
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were taken to restructure these enterprises, supported by the World Bank's Public Enterprise
Restructuring Loan (1985) 21/.

169. Changes were also effected in the institutional framework regarding the management and
supervision of public enterprises. The Department of Public Enterprises and Participation
(DEPP) of the Ministry of Finance was strengthened, and a permanent committee, the
Interministerial Committee for Public Enterprise and State Participations (CIPEP), was created
to address and make decisions concerning major issues of public enterprise strategy and to
approve performance contracts. The performance contracts negotiated by CIPEP established
financial objectives, investment programmes, and operating procedures for each enterprise; the
performance of the enterprise would then be evaluated on the basis of those objectives. Thus,
the Government's role has evolved from that of controlling the functions of public enterprises
to that of holding the management responsible for performance objectives.

170. Accordingly, a comprehensive policy framework for privatization was developed in 1985.
The privatization policy has been conceived and implemented as an instrument of economic and
social modernization. Over and above the simple transfers ensuring additional resources to the
State, it is a deep reform process inducing multidimensional changes which have been accepted
as a viable economic policy. The Ministry of Privatization and State Enterprises has been set up
to oversee this process. Prior to their transfer, the Ministry submits these enterprises to
independent external valuation. Transparency is maintained at all stages as required by law:
transparency in managing and carrying out transfers; transparency about the properties and
shares being sold; and transparency towards the private purchaser22/.

171. However, it was not until 1993 that steps were initiated to open some of the infrastructure
sectors to private participation, notably: power generation; telecommunications (new services);
water distribution; and transportation.

6.3. Private Sector Participation in the Railways Sector in Morocco.

172. Railways in Morocco is operated by L'Office National des Chemins de Fer (ONCF),
apublic corporation. The network totalled 1,907 km. in 1993, of which 1003 km. is electrified,
and 271 km. double track. This includes 97 km. dedicated lines for transport of merchandise,

ll/lMF: Resilience and Growth Through Sustained Adjustment: The Moroccan Experience (1995)

22/Transfers - The Journal of Privatization in Morocco, June 1995.
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mainly phosphates from the mines to the ports. The railways serve three markets: passenger
transport, general freight and phosphates.

173. A large percentage of the network is old (more than 60 years) and renewal of 40% of
the network is long over-due; about 50 % was built at the turn of the century with old technology
and the signal system in a half of the network is from the 1940s, with the notable exception of
the Casablanca - Rabat and Nouasseur - Jorf Lasfar sections.

174. Railway transport is facing serious competition from road transport, partly because road
transport has been significantly deregulated and liberalized, while railways is still operated as
a public enterprise and continues to be influenced by social constraints. In particulr, ONCF is
facing serious financial problems. It has experienced increasing deficits over the last five years,
which reached about DH401.7 millions (or about $U540 millions) in 1992; the main reasons of
this being that:

(i) the railway transport tariff IS regulated and is insufficient for cost
recovery;

(ii) ONCF is not compensated for its public service (which cost ONCF about
U5$6 millions in 1992);

(iii) non-recovery of some credits to public establishments; and

(iv) ONCF has a heavy debt burden which was about $U52OO millions in
1992.

175. The policy for the development of railways is based on the fact that it is regarded as a
strategic sector and therefore will remain a public enterprise as promulgated during the

. nationalization of the system in 1963.

176. A Programme of Action for 1993-1999 is on course, supported by an investment of
US$1.0 billion targeted at rehabilitation and modernization of the network in order to improve
railways transport as soon as possible. This programme would achieve an average growth in rail
transport of 4.5 % per year and create a total of 13,000 jobs.

177. Like most state enterprises, ONCF was obliged to undertake reforms as part of the
economic restructuring programme in the country. Under this programme, most unrelated
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activities are to be ceded to the private sector, thus allowing ONCF to concentrate on its own
mission - transportation.

178. The Government has established a Contract Plan with ONCF defining respective
responsibilities and objectives. The Contract Plan which is currently in force calls on
management to achieve the following objectives: restructure and redeploy staff members; reduce
significantly operating costs; improve revenues; and raise tariff levels by 26% for phosphate and
8% to 10% for passengers and other goods.

179. ONCF's new management orientation, within the context of restructuring, involves the
divestiture, to the extent possible, of most of the operations that are not specifically connected
with railway operations or transportation. This orientation offers the prospect of reduced
operational and management costs, and makes it possible to envisage cheaper and better railway
services, the attainment of which should enable the sector to stand its ground, vis-a-vis other
transport modes, in the increasingly competitive market environment.

180. In implementing the new policies, ONCF has handed over the management of its hotel
chains to private operators and has divested its travel agencies and its other commercial
establishments.

181. In fact, ONCF is a shareholder in the Societe cherifienne des industries ferroviaires
(SCIF), a railway components manufacturing concern, holding 24.3 per cent of the shares.
ONCF has, for the period 1993-1999, subcontracted to SCIF the manufacture of 1,000 wagons,
100 passenger cars, and 32 locomotives. The degree of industrial integration in Morocco has
increased considerably with regard to railway transport components: 55 per cent for wagons, 60
per cent for passenger cars, and 25 per cent for electric locomotives.

182. In the same vein, ONCF has entered into joint ventures with various private sector
partners with the main objective to provide better services to users at optimum cost. Its
participation in these joint ventures, however, has not gone beyond equity participation; the
corporation does not provide any financial backing to the firms in question. Indeed, some of the
firms pay dividends to ONCF.

183. The development of industry and of other economic activities in the country has made
it possible for the railway company to subcontract the manufacture of some spare parts as well
as some management operations which, not being directly linked to the railways, can be so
subcontracted without jeopardizing railway transport.
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184. In the area of industrial development, a number of companies have sprung up in the
private sector, including Fonderjes et acieries du Maroc, Acjerjes et fonderies de SKHIRAT
(both iron-and-steel concerns), SAMBA (specializing in the refinement of non-metallic minerals
and in alloys of lead, tin, bronze, brass, zinc, aluminium, etc.), FAMAB (bronze molding,
screw works, hardware, etc.), FIM (ironworks), J.J.CORSIN, BARBERA, LEAL, UPIMA,
APM AND JEMI (precision mechanics and metallic construction works). This represents a pool
of manufacturers to which the Moroccan railway corporation can subcontract the manufacturing
of a considerable proportion of railway transport components.

185. Also, in keeping with its new management policy, ONCF has already subcontracted many
industrial undertakings. In the track and construction department, the corporation has
subcontracted track renewal; civil-engineering works such as embankments; construction of
platforms and various structures such as bridges and tunnels; expansion projects; drainage; track
clearance; construction of pylons for the electric power transmission catenary; and various
accessories connected with track electrification projects.

186. Similarly, workshops for manufacturing reinforced-concrete sleepers and ballast quarries
have been subcontracted to the private sector as have been certain other smaller production units.
All construction projects including new construction, restoration and maintenance, installations
of telephones and other telecommunications equipment, as well as maintenance and day-to-day
operations of computer systems, have also been subcontracted.

187. However, some of the highly-specialized activities are yet to be given over to the private
sector; this is not because of the technical nature of these activities, but because the pertinent
segments of industry are not yet well-equipped, within the domestic market, to come into the
picture.

188. One area of activities which has not been subcontracted by ONCF to private operators
is the maintenance of rolling stock (wagons, passenger cars and locomotives) and of various
installations is handled by he mechanical engineering and works department. This department
takes up the lion's share of the railway corporation's operational budget, because of the high cost
of procuring the requisite spare parts.

189. The scope of activities falling within the ambit of this department is considerably diverse,
and includes the whole spectrum of technological and mechanical undertakings, such as panel
beating, welding, spare parts manufacturing and fitting, metallic-construction works, iron-and
steel works, foundries, carpentry and joinery, embedding, painting, assembly yards, general
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mechanical works, repair works for combustion and electric engines as well as for hydraulic and
pneumatic equipment, and for other electro-mechanical and electronic equipment.

6.4. Conclusions.

190. In the absence of private-sector participation, the railway corporation would have had to
acquire, for this diverse range of activities, not only the pertinent specialized equipment, but also
the necessary expertise to handle it. Fortunately, industrial development and private enterprise
in Morocco have made it possible for ONCF to subcontract most of the industrial activities. The
emphasis, then, for ONCF, is on divestiture, by subcontracting operations to the extent that the
domestic and external markets can provide. Some of the equipment, including spare parts and
other rolling-stock and mechanical appliances previously manufactured by ONCF, are now
subcontracted to the private sector.

191. Although the measures so far taken by the railway corporation were essentially
undertaken in the context of economic reform, the overall perspective transcends the short- to
medium-term. The challenge facing the corporation is to survive in a changing world, in which
competitiveness is increasingly becoming the key factor.
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VII. CONCLUSIONS AND LESSONS LEARNED

7.1. Conclusions.

192. Private sector participation in economic development of a country is generally motivated
by the need to improve the sector efficiency as a result of competition, increased investment and
expanded services. Recent experiences in most developing countries show that governments can
raise much needed revenues through sale of state-owned enterprises, granting licenses and
concessions to private operators and reducing government outlays in non-performing assets and
thereby redeploying resources to other priority areas. Indeed, a major argument in support of
economic reforms is that it would increase participation of the private sector in a country's
development.

193. This argument has been quite convincingly proven in South-East Asia and Latin America.
However, African countries have not benefitted fully from the surge in world investment flows.
The numerous constraints on foreign investment and the high cost of doing business in Africa,
particularly the inadequate infrastructure and poor services, have led the average prospective
investors to be pessimistic about the continent. Nevertheless, as the growing number of
countries pursuing reform programmes show signs of sound recovery and profitability and as
economic liberalization improves prospects for private investment, there is increasing expectation
that foreign investors would be attracted to Africa in larger numbers. Studies on FDI in Africa
conducted by the United Nations Conference on Trade and Development (UNCTAD) in 1995
show that the rate of return on overseas direct investment is higher in Africa than in any other
region in the world, and that the continent's investment potential remains largely untapped.
Indeed, the impressive track record of return on FDI in Africa belies the pessimistic view that
the average foreign investor generally has of Africa.

194. Many African governments started considering increased private sector participation in
the narrower sense of privatization since the late 1980s when most of them initiated
macroeconomic reforms to establish market-based economies. However, the practical move
towards this goal started in earnest only recently. It is worth noting that infrastructure was
generally not top of the list for privatization in most countries, with the exception of
telecommunications, and recently the airlines.

195. The four cases included in this study show that African countries have generally adopted
corporatization of state owned enterprises in conjunction with liberalization of the markets as a
means of introducing private participation in transport and communications sectors. In the
telecommunications sector in Tanzania, private operators are allowed into certain segments of
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the market (horizontal unbundling), while TICL remains a state enterprise though operating as
a commercial enterprise (virtual privatization). Similarly, the Kenya Ports Authority'S monopoly
is increasingly being limited as is that of ONCF in Morocco. The outright sale of Kenya
Airways represents the only case of direct privatization.

196. It is evident from the above cases that participation by the private sector in the
development of transport and communications have indeed increased in the countries. This
increase was partly a result of changes in the macro-economic policies of the countries which
accompanied the voluntary or involuntary economic reforms undertaken in those countries.
Tanzania and Morocco initiated economic reforms in the early to mid-1980s with encouragement
from the multilateral development institutions, namely the World Bank and the International
Monetary Fund, supported by the African Development Bank and other development partners.
These structural reforms resulted in reforms of some sectors as well: in the case of Tanzania it
was the telecommunications sector, and in Morocco it was much wider to cover most of the
public sector. In the case of Kenya, the reforms were more specifically aimed at poorly
performing public enterprises including the airlines and ports enterprises.

197. Regarding the process of increasing private sector participation, the case studies show
that most of the impetus for reforms were external in that they derived from the process of the
general economic adjustment programmes promoted by the development partners. Nevertheless,
having accepted this necessity, the countries concerned put in place the necessary structures to
successfully implement these programmes. It is evident from the case of Morocco and Tanzania
that the governments were fully committed to this process.

198. The benefits of privatization have been widely touted; in the introduction of this paper
we listed several. The question now remains: have the countries considered in the case studies
realized these benefits? Let us review the experiences discussed and determine any common
benefits so far derived by these countries.

199. The first development objective which is expected to be achieved through increased
private sector participation is an increase in investment. While no comparative statistics is
available, the evidence on the ground supports this hypothesis in the above cases: in Tanzania,
increase in investment in telecommunications is evidenced by the introduction of mobile cellular
and other services; in Morocco, over US$I.O billion has been invested in ONCF in order to
streamline its activities in the increasingly competitive transportation market in the country; and
in Kenya, the sale of some shares of Kenya Airways has generated additional capital for its
better operations.
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200. Another test of the benefits of increased private sector participation is improvement in
availability and efficiency of services. The case studies show that: the operations at the Port of
Mombasa are more efficient than before; Kenya Airways is able to compete in the international
market; and telecommunications services in Tanzania are more accessible through the mobile
services.

201. Private sector participation in transport and communications development activities in
Africa is a relatively new development post-1980, following on the heels of centralized and
public sector-dominated development models adopted by many African countries since
independence in the early 1960's. It therefore requires not only a change in development
philosophy, but also transformation of institutions and establishment of new structures for
orderly and harmonious relationships among all stakeholders: government as policy maker;
public and private operators as service providers; and the public at large as consumers. New
laws have to be passed to provide the right legal environment for protecting all parties; new
government policies must be developed to guide development of the sector; and new regulatory
frameworks must be established to maintain order.

202. While recognising that the new wave of private sector participation in transport and
communications in Africa is relatively recent, there are still several lessons which can be drawn
from the experiences so far gained. Some of these are presented in the following section. ECA
plans to carry out follow-up studies as more experienced is gained by various African countries.

7.2. Lessons Learned.

203. There are several experiences from the above cases which may be of interest to other
African countries which may be undergoing similar processes. These have been indicated in the
summary of each case. However, there are some experiences which are common to two or more
of the cases and these are summarized in this section.

204. One such experience regards the need to change some of the laws of the country in order
to allow private participation in some sectors of the economy which were by law restricted to
public enterprises. For example, the Communications Act (1993) in Tanzania "unbundled" the
telecommunications market by allowing private operators to provide non-fixed and the so-called
non-basic telecommunications services. Similarly, the sale of shares of Kenya Airways to a
foreign strategic partner and the public at large required a legislative act.

205. An important lesson which can be derived from the above case studies is that effective
sectoral reforms require changes in the institutional framework as well. In the case of Port of
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Mombasa, ONCF and TICL, management contracts were signed between government (as
owner) and the organization's management (as service provider) which granted management
autonomy to the corporations for effective management, and at the same time refocused the role
of government away from operational towards policy issues.

206. Another significant lesson drawn from the case studies is that the results of reforms are
not immediately apparent to the consumers and therefore special efforts must be made to
honestly inform the public of the expected benefits from the reform process. In the case of
Tanzania, most consumers had the opinion that the services from TICL had actually deteriorated
despite the reform even though many technical improvements had been carried out. It is
therefore essential to develop information programmes so that consumers do not get into the trap
of over-expectation.

207. The participation of private sector in transport and communications sectors may be
introduced in several ways. In Tanzania and Morocco, it was introduced as part of the overall
economic reform of each country, whereas in Kenya, specific corporations were targeted for
action because of the special problems in their operations. It is evident that the IGovernment of
Kenya achieved its short-term objective of reducing government subsidy to Kenya Airways
operations, while the Government of Tanzania guaranteed a loan to enable TICL become
competitive in the long run. Similarly, the Government of Morocco committed a large
investment in order to strengthen ONCF for future competition with road transporters. Thus, the
approach adopted depends on the objectives of the government.

208. It was also noted that the participation of local (as opposed to foreign) private sector is
limited by the lack of financial market mechanisms. In the case of Kenya Airways, the Nairobi
Stock Exchange provides opportunities to the local investors to participate in the privatization
of the public enterprise. On the other hand, lack of a financial market in Tanzania has greatly
constrained public participation in TICL which remains wholly owned by the government as a
public company. Given that the sustainability of development in Africa will depend to a large
extent on increased participation of local private capital, special efforts must be made to develop
the local capital markets.

209. The establishment of the regulatory body in Tanzania before liberalization of the
telecommunications market did establish and maintain order during the transition from monopoly
to competitive market. However, Tanzania's experience shows that establishment of an effective
regulatory authority requires commitment of a significant amount of resources.
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210. The above cases also show that private sector participation can be introduced in several
ways. In the case of Kenya Airways, the privatization approach was adopted through direct sale
of some shares to private investors, some of which are foreign. In contrast, Tanzania and
Morocco adopted the approach of horizontal unbundling, that is, through liberalization of some
segments of the market in order to allow private operators to participate. In the latter case, the
government retains full ownership of one of operators (ONCF and TICL) to compete with
other private operators, which may be considered as an intermediate step towards full
privatization of the public enterprise.

211. It is also recommended that reform programmes in the economy towards wider private
sector participation should be drawn by the implementing country, if need be with support from
development partners. This will ensure ownership of the programme and commitment which will
lead to its eventual success. Recent experiences tend to support the view that donor-sponsored
economic reforms and projects cannot succeed without the commitment of the country itself. In
Morocco and Tanzania, although the reform programme was supported by external financing,
the actual programme was drawn by the country in each case.

212. The fact that private sector is still in its infancy in many African countries should also
be taken into account when planning privatization programmes. The pace of reform should thus
be country-specific, balancing the roles of the public and private sectors in the best interest of
the country. The experiences in South-East Asia are instructive in achieving the balance between
public and private sectors roles.

213. As is the case in many of the world's developing countries, state owned enterprises
(parastatals) in Africa can no longer count on indefinite and certain state support for their
operations as was the norm in the past due to the confluence of many factors. One such factor
is financial constraints arising from the on-going structural reforms of the economies in most
African countries. With increased emphasis on social aspects of development, most governments
are allocating more resources to social development such as health, education and food security
while encouraging private participation in other sectors which are considered amenable to private
operations. This includes the physical infrastructure sector, especially certain aspects of transport
and communications sub-sectors.

214. Another change factor arises from the increased globalization of the world's economies
which promotes free flow of all factors of production (finance, know-how, labour, material) as
well as trade. As a result, all countries are forced to compete for the global market and efficient
infrastructure, especially transport and communications, are strategic factors for competitiveness.
Given the need to develop these sectors rapidly in order to survive the global competition,
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developing countries including those in Africa, are marshalling all available resources. Thus,
private investment is being actively courted for this purpose.

215. The third factor of change derives from the prevalent development philosophy, which is
currently dominated by the free market proponents. The role of government is accordingly being
defined and confined to governance. As a result, ownership and operational aspects of
enterprises are being devolved to the private sector, leaving the government with the
responsibility for the policy aspects. With the increased private sector participation, there arises
the need for an independent regulator. Thus, several countries have established regulatory
mechanisms in many transport and communications sectors.

216. The above changes must be introduced in a systematic manner if they are to be sustained.
Based on the experiences of those countries which have gone through these changes, it is
recommended that policy makers pay particular attention to the issues summarized below.

(a) Preparing an enterprise for privatization.

217. There is no consensus at this point regarding the best course for preparing an enterprise
for privatization. One school of thought believes that an enterprise should be restructured and
made financially viable before being sold in order to attract private investment. Those who
oppose this approach argue that such investments are ill-advised since the prospective investor
might have a very different view of how to restructure the enterprise for viability.

218. Experience to date shows that the best approach depends on the sub-sector in question.
In the airlines business, for instance, Kenya Airways was brought to profitability before
privatization and was able to attract very good investors. On the other hand, experience in other
parts of the world suggest that no additional investments should be made in the ports
infrastructure before devolving ports activities to the private sector because the rehabilitation
may not be suitable to potential private investors.

(b) Role of Government.

219. The government should assume the role of setting the sector policies within the overall
national development policy while withdrawing from operational aspects in a systematic manner.
In the cases considered in this study, the government still maintained some degree of ownership
of the enterprise, but at arms length in terms of operations. This is necessary to ensure that the
public obtains the best value from previous public investment in the enterprises.
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(c) Separate Regulatory Body.

220. A clear separation of regulaory from operational activities is necessary for effective
competition which invariably accompanies increased private sector participation. A strong and
independent regulatory agency with clear lines of responsibilities vis-a-vis the government
(policy) and operators will ensure fair competition and orderly development of the sector. The
establishment of Tanzania Communications Commission (TCe) as the industry regulator in
Tanzania has greatly enhanced private sector participation in the country's telecmmunications
development.

(d) Local investment.

221. The above case studies amply demonstrate the need to develop market mechanisms for
harnessing local investment in enterprises which are being opened up to private investment. The
existance of the Nairobi Stock Market greatly facilitated local investment in Kenya Airways.

(e) Process of introducing private sector participation.

222. Successful introduction of private sector participation in a country's economy requires,
at the minimum, the full commitment of the government, paying particular attention to:

• fair assessment of the value of the enterprise;

• proper timing to introduce reforms in the sector;

• establishment of a competent team to supervise the change;

• clear definition of the share and role of government in the enterprise;

• clear definition of the objectives of the reform; and

• establishment of indicators and benchmarks to monitor the process.

223. It is clear that everything is changing; the question is, can we change fast enough?
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ANNEX I

FORMS OF PRIVATE SECTOR PARTICIPATION

1. Divestiture: This involves the direct sale of the government's shares in SOE to private
operators. It is the most direct form of privatization and perhaps the main source of controversy
in the whole process of opening up the economy to more private sector participation. In fact,
the term privatization has been generally associated with this form. The sale of state assets
can proceed in a few basic directions. One option is the sale of all or part of the enterprise as
a single entity; another option is to divide up the corporation into various entities and sell them
separately. The sale can be effected through equity sale to a single or a consortium of buyers,
or through public share offer in the national stock market where it exists.

2. Strategic Partnership: Such alliances involve partial equity investment in one company
by another. The alliance is strategic when the parties seek to gain competitive advantages in the
market through cooperation, earnings from a larger share of the market to an improvement in
the quality of services, through pooling resources. The main argument in favour of strategic
partner is the capital it would raise by transforming debt into equity. Such public - private
partnerships usually allows the State to retain a controlling interest in the enterprise while
benefitting through the efficiencies of the private sector. Strategic partners or alliances are key
to developing international businesses; it brings in capital, technology and management capacity.

3. Equity Market Financing: Floatation of shares of the SOB on the financial market,
where it exists, for purchase by private investors.

4. Liberalization: Liberalization of the market is the process of removing the monopoly
status of the sole state operator to allow private owners and operators into domains previously
reserved for public monopolies. New private investors are therefore authorized to establish
operations in the sector either in direct competition with or complementary to the existing public
provider.

5. Joint-ventures: Partnership between the state enterprise and private investors is quite a
common arrangement in this form of private sector participation. This often offers the
opportunity for construction of new facilities and establishing new services. An example of this
approach may be found in the telecommunications sectors in several African countries where the
public operator joined in with private investors to set up a cellular mobile communications
system (e.g. Telkom and Vodacom in South Africa).
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6. Build, Operate and Transfer (BOT): Build, operate and transfer enables the private
investor to enter into a temporary operational role to build the facility, under the supervision of
the national operator, and operate it for a specified time period to recover the investment and
agreed upon returns from the operating revenues during this period. At the end of the period.
ownership is turned over to the state and the public operator.

7. Build, Own, Operate (BOO): This is a variant of BOT, whereby the private operator
retains ownership of the enterprise for unspecified period.

8. Leases: In a lease arrangement, a public facility is operated by a private operator at its
own commercial risk and pays a negotiated fee to the state owner. Except for agreed
maintenance, the operator does not invest in the enterprise.The agreement may be revised in
light of the experiences gained during the operations.

9. Concession/Franchise: Allocation of the right to provide service to a specific area, often
to the exclusion of competitors for a specified period. The operator pays a fee for this right.

10. Sub-Contracting and Out-Sourcing: Sub-contracting of construction, installation,
operations and maintenance has been one avenue of private sector participation in developing
countries, the most common form of which is consultant services. Consultants are often
involved in planning, engineering, tender preparation and procurement, but sometimes also in
operations and maintenance. Out-sourcing is another mechanism which is being encouraged for
the promotion of greater private sector participation in transport and communications. It is a
means of supporting the development small- and medium-scale enterprises (SMEs) by arranging
the supply of specific non-core services and material.

11. Management contracts: A private operator undertakes to manage the operations of a
SOE without committing its own investment capital or accepting full commercial risks. This is
in fact a privatization of management, and its success depends on two key elements: sufficient
autonomy must be given to management in order to implement commercial reforms, including
control over employment; and effective incentives for good performance and penalties for failure
to meet agreed performance goals. Specific terms are agreed upon at the start of the contract
period where the State defines its input and expected output at the end of the period. It is the
responsibility of the contractor to deliver as agreed. It is to be noted, however, that management
contracts are also common between the State and existing management of the public enterprise
(e.g. Performance Agreement between the State Transport Corporation and the Republic of
Ghana in 1994).
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