4 . POLITICAL ECONOMY OF SECTOR POLICY REFORMS

This section draws on a number of interviews conducted with World Bank task team leaders and other key
informants along with a review of key literature. These provided the starting point upon which the concep-
tual framework, presented above, had been developed. The discussion follows the categories of the frame-
work presented above, with cross-references to the case studies. For each case study, a matrix is presented
which summarizes the reform context, the reform arena and the reform process. A read across the matrix
shows how the interests of actors and operation of institutions relate to the political and economic interests at
play. The matrix also highlights whether there were any champions of change motivated to influence reform
discussions and progress and to what extent the process of reform was able to unsettle or support stakeholder
positions and drive institutional change. The section attempts to help development practitioners to answer
the following four questions, as mentioned in the introduction:

®  What are the most significant political and political economy risks to policy reform?

®  Why do these variables operate in a given country and sector context?

* How do these variables operate and impact policy reform processes and outcomes?

* How could these variables be addressed through effective management of political economy risks
and opportunities?

41  Agricultural Sector Reform
4.1.1 Reform context

It is widely recognized that making agriculture work for development requires supportive political economy
conditions. Public policy in the agriculture sector has in many contexts been characterized by subsidies, pro-
tection and state interventions in markets and production chains. Reform proponents have been promoting a
market-driven, state-assisted, civil society-influenced agricultural sector grounded in technological and institu-
tional innovations. Managing the political economy of agricultural reform while maintaining an open mind to
competing policy prescriptions that lay claims for growth and equity requires a continuous learning approach.

Agricultural sector reform is about efficiency and distributional equity

Governments have traditionally intervened in agricultural markets in order to improve sector coordination
and efficiency and, not least, for political and historical/cultural reasons. Today, almost all countries in the
world, including most high income countries, have forms of agricultural protection and subsidies with, reform
proponents argue, often huge costs to the rest of the economy. Two reasons for this, especially in developing
countries, are the rising rural-urban income gaps, which can result in severe political tensions, and the de-
mand for cheap agricultural products by urban populations. States with weak fiscal capacity are strained in
meeting both the demand for transfers to address the income gap and the demand for cheap products. This
makes agricultural policies in developing countries highly politically sensitive. Agricultural sector reform aims
at enhancing efficiency and reducing the cost to public agencies. Reforms involving withdrawal of marketing
boards and other parastatal agencies aim at creating an environment which will foster the development of
private competitive markets in agriculture and marketing. Reforms are also motivated by fiscal sustainability
concerns in cases where parastatals are a financial drain on public agencies®.

Discussions regarding the distributional impacts of agricultural sector reform are generally based on assump-
tions that enhanced rural productivity will increase incomes and well-being, with positive knock-on effects for

* For example, of the total food subsidy of the central government to the Food Cotporation of India in 2001, 57 per-
cent represented the costs of holding stock (Lundbetg, 2005). In some cases, such as in Lint, Coffee and Produce Mat-
keting Boards in Tanzania in the early 1990s, such unsustainable inefficiency led to collapse and bankruptcy.
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local economies. Liberalization and private sector participation is predicted to increase farmer incomes
through enhanced competition, more effective input and output marketing, and price rewards for quality
produce. Thus, three main areas of reform intervention can be distinguished>!:

Prices: liberalizing prices for inputs and outputs, eliminating subsidies, removing trade restrictions
with the aim of allowing domestic prices to reflect world prices. The case of rice tariff reform in In-
donesia illustrates this.

Quantities: removing regulatory controls and other quantity restrictions in input and product mar-
kets, allowing the private sector to participate, removing restrictions on movement of goods (for ex-
ample, export bans), and relaxing quotas and licensing arrangements; and

Institutions: restructuring public enterprises and eliminating or restricting (usually to information
provision and the maintenance of strategic stocks) the role of marketing boards®?, and improving
regulation through performance contracts. The cases of cotton sector reform in Burkina Faso,
groundnut sector reform in Senegal and crop boatd reform in Tanzania analyze reforms of marketing
boards, while the case of the cotton sector reform in Burkina Faso is an example of introduction of a
performance contract.

The significance of the reform context to groundnut sector reform in Senegal illustrates the importance of
understanding political economy linkages to broader historical institutional, political and macro-social charac-
teristics (see Box 2). Where this is the case there may be considerable resistance (sometimes in a covert form)
to technically driven policy reforms which aim, for example, to reduce public funding of parastatal or pub-
licly-owned companies. The feasibility of reform under these conditions will often depend on the extent to
which principles of transparency and oversight by legitimate democratic institutions can be strengthened both
within the sector, and in country-wide governance systems.

51 Lundberg, 2005.
52 This restructuring will often have significant direct impacts on prices for consumers and producers, for example in
cases where governments previously controlled prices through parastatals (Lundberg, 2000).
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Box 2: Peanuts, politics and the state — the political economy of agricultural marketing in Senegal

Groundnuts were at the centre of the cash economy of Senegal from the early colonial era, with heavy investment by the
state in developing production as the backbone of a monetized economy. From the colonial era on the rewarding of politi-
cal allies was among the major functions of the groundnut marketing system. The various Islamic brotherhoods and mara-
bouts were instrumental in the spread of groundnut production, and were granted extensive tracts of land for this purpose.
After independence the government steadily increased its control over the sector by promoting state-linked co-operatives
as the cornerstone of the production system. In 1966 a new public agency, the Office National de Coopération et
d’Assistance pour le Développement (ONCAD) was created and given a legal monopoly over the marketing of groundnuts.
During the 60s and much of the 70s the economy continued to be heavily dependent on groundnut exports and French
support. From the 1980s on the IFls played an increasingly important role, and sought to implement a program of adjust-
ment policies which aimed, inter alia, to: increase rates of indirect taxes; increase input prices and reduce producer prices
for groundnuts; make operation of marketing agencies more efficient; limit the growth of public employment. In the mid-80s
ONCAD, performing poorly and laden with debt, was disbanded and its functions divided among other organizations,
Groundnut marketing was transferred to SONACOS, a firm jointly owned by the government and private oil processing
firms.

One of the features of the groundnut marketing system was its use to distribute benefits during election years. Village level
co-operatives and the input supply and crop purchase arrangements that supported them were pillars of the system which
provided political support to successive regimes from the 60s through to the end of the 90s. Attempts by the World Bank to
push through orthodox ‘privatization’ measures in relation to SONACOS in 1996 and 1998 were frustrated as the political
economy conditions were not yet ready to allow for an adequate level of government support. Although SONACOS was
finally sold in 2005, the legacy of the unsuccessful privatization attempts in the 1990s contributed to slow progress in this
area.

The key lessons from this experience for donor action in relation to sector reform are:

¢ A major issue delaying reform in the sector was a lack of consensus on the impact on poor farmers. The Bank
should have undertaken analytical work on these issues sooner, given the importance for rural livelihoods.

e Understanding the macro political context can be very important. Sector institutions can be critical to the political
support base of key organizations, through employment, provision of subsidized services, or straightforward
monetary incentives. The links between clientelist dynamics in the sector and in the national institutions need to
be understood in order to carry out an effective policy dialogue.

e If clientelism is deeply embedded within the sector, and closely linked to powerful national interests, then at-
tempting to push through reforms which have a purely technical rationale is unlikely to be effective. Instead, a
strategy is needed which will steadily reduce the scope for patronage through a range of sector or national
measures. At the sector level these might include strengthening corporate controls and management systems.
At the national level this is likely to mean a range of measures to promote transparency and accountability, in-
cluding strengthening the following key areas: internal and external audit functions; the capacity in media and
civil society for policy research and advocacy; parliamentary oversight functions; public financial management
systems.

e  Patrimonial dynamics in national politics may simply be beyond the reach of development dialogue. There are
cases where donor agencies have to wait, and make sure that they do no harm and do not impede progress
within the country’s own systems of accountability and governance.

Sources: Interviews with World Bank staff, Gray (2002)

Institutional reforms are central in policy reform

Agricultural reforms remain an important part of national strategies, featuring strongly in most Poverty Re-
duction Strategy Papers (PRSPs) in those countries that have prepared such. PRSP-era reforms in agricultural
markets are likely to focus on institutional issues of governance and performance, particularly on deregula-
tion, support for the private sector, and on risk management through insurance. Direct interventions, that
characterized the structural adjustment years, are less on the agenda today. This means that the reform of
institutions is now a particularly significant element of overall policy reform in the agricultural sector, with
policy reformers looking more practically at enabling the environment for institutions that lead to efficient
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and inclusive markets. Similarly, the WDR on Agricultural Development® highlights the relevance of politi-
cal economy issues and the potential for policy reform to create space for bottom up voice and mobilization.

“To use the new political space created by democratization and decentralization and exercise political voice, smallholders
and the rural poor need to form more effective organizations. To strengthen capacity for policy implementation, countries
have to identify the combination of demand-side and supply-side governance reforms that best fit their specific conditions.
Sound agricultural development strategies require stronger capacity for policy analysis and evaluation, and a commitment
to evidence-based policy making”>*

Institutional reforms in the case study examples mostly focus on marketing boards and other parastatal or
quasi-governmental organizations that intervene directly in agriculture. Parastatals continue to dominate food
markets in Africa, particularly in Francophone Africa and to a lesser extent in Southern Africa. The Agricul-
tural Development and Marketing Corporation (ADMARC) in Malawi, the Food Reserve Agency in Zambia,
and the Grain Marketing Board in Zimbabwe, for instance, are still heavily involved in domestic food mar-
kets.

Table 2 illustrates the key criteria through which the political economy aspects of the agricultute sector case
studies have been assessed, and which in turn served as heuristic tool to inductively develop the political
economy framework, presented in Chapter 3.

53 World Bank 2008d
5+ Wotld Bank 2008d, p 265
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4.1.2 Reform arena

An institutional vacuum can be created when reform processes towards privatization of public services or
liberalization of previously state-controlled markets are started too eatly or without adequate process plan-
ning. An example of this, and how the Bank addressed the problem, is the agriculture reform process in Ma-
lawi (see Box 3 below). If the public sector ceases to provide services in a situation where the basis for pri-
vate sector participation, such as credit markets and contract enforcement measures do not exist or are dys-
functional, the consequences for the people dependent on those setvices can be severe. Markets, to the de-
gree they appear, may be distorted with for example private monopolies or they may simply be inadequate for
rural producers in terms of logistics.

Reforms often have direct impacts on the preservation and allocation of rents and therefore directly challenge
vested interests. For example, removing a government’s control over prices, leaving price setting to market
forces, will remove the indirect taxation of producers through holding prices below the market level. This
can at the same time undermine the rent seeking position of interests within parastatals as their mediating role
is eroded by the introduction of market forces. As has been observed “Many reforms are designed to reduce
or eliminate the rents accruing to small groups of privileged interests. However, these are precisely the poli-
cies that are most likely to be fought by the groups that have relatively more influence on the process.”>

Institutions: The challenges of transition

Pressure to undertake agricultural reforms can build up in different ways. Institutions, such as land tenure
and agricultural marketing systems, are the product of historical factors and conscious policy decisions over
time. As local and global conditions change, the performance of these institutions may be affected. More-
over, evidence may emerge that particular institutions are inefficient or inequitable, thus prompting political
pressure for reform — both internally and externally.

Government-controlled agricultural marketing systems, which may have been established to generate reve-
nues for government or to protect producers from perceived exploitation, have over time become loss-
making, unresponsive to changes in the market, and skew functioning of market/industries to reward quality
produce with higher prices. Continuing subsidies to loss-making entities maintain inefficiencies and divert
government budgets from other priority expenditures. Untesponsiveness has knock-on effects on the effi-
ciency of the entire agriculture sector and represents a major obstacle to agricultural growth.

Because vertically integrated agricultural systems in primary agricultural economies have such huge economic
and political institutional significance, a technocratic approach to reform will always be unlikely to succeed.
Reforms threaten long-standing institutions and affect the distribution of rents and power. In the case of the
Burkina Faso cotton sector reform, for example, the vertically integrated institutional model of agricultural
production and distribution operates relative effectively, but is associated with public monopoly, a lack of
transparency and the possibility of corruption and protection of individual political interests. The controver-
sial nature of these reforms within popular debate presents additional political risks to governments, with the
threat of political resistance and social tensions. These tensions may constitute a political threat for national
governments and make them less likely to engage in reforms®.

A particular challenge to marketing board reform is the modification of institutional functions which can oc-
cur in a transition of ownership — including formal and informal duties and responsibilities. For example
ADMARC in Malawi supplies significant services to rural areas, prompting fears that private operators might
be unwilling to take over this service provider role, leading, in the absence of alternative forms of public or
parastatal provision, to rural market failures and social externalities (refer Box 3).

55 Lundberg, 2005
56 World Bank, 2006e
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Box 3: Evidence-based Policy Making: Malawi ADMARC Reform

Since the late 1980s, agricultural markets in Malawi have undergone several reforms. Prices for agricultural produce and inputs
have been liberalized to allow for private-sector participation, as have agricultural marketing services. The state’s Agricultural Devel-
opment and Marketing Corporation (ADMARC) was restructured and it sold off many of its assets and began closing some of its un-
profitable markets. However, private traders have not uniformly stepped in where ADMARC's state market presence was removed.
Significant controversy surrounded subsequent recommendations to reduce ADMARC'’s marketing role further, and possibly to sell
off a considerable portion of its marketing infrastructure. First, the government and civil society expressed concern about the exis-
tence of market failures in remote areas, noting that if these remote markets were closed because they were inefficient, it would be
unlikely that they would be replaced by private traders because transportation costs are high relative to the return on maize sales.
There was also concern that ADMARC fulfilled an important service by maintaining adequate food storage for preventing shortages
during the lean seasons. In addition, the government had concerns about the political implications of closing down ADMARC'’s mar-
kets because the public perception of ADMARC'’s importance in agricultural marketing and food security was much higher than its
actual importance.

Given the sensitivity of the issue and the potentially massive impact on the poor and vulnerable groups in Malawi, a PSIA was un-
dertaken in 2001/2002. The PSIA revealed that private traders, both large-scale and small vendors, were progressively replacing
ADMARC as buyers/sellers of crops, especially in markets with well-developed infrastructure. Large-scale traders were few, and
specialized mainly in the purchase of cash crops. Small-scale unlicensed traders were many and provided an accessible marketing
channel for buying and selling of maize in the rural areas. These small vendors had to some extent bridged the gap left by AD-
MARC's inability to provide reliable and efficient marketing services.

However, ADMARC markets in rural areas appeared to play an important role as distribution networks for affordable maize in the
lean season and in times of famine, in providing benchmark prices, in providing a reliable source of inputs, and in the purchase of
crop produce from farmers. Even in areas where private traders were particularly active, notably border markets, the withdrawal of
ADMARC might have had negative consequences for food security and regular access to inputs. Maintaining ADMARC in its cur-
rent form, however, was wasteful as its services were not required in less remote areas of the country where private sector activity
was already well established. On the other hand, completely eliminating ADMARC facilities would ignore the fact that well-
functioning market institutions and infrastructure did not exist uniformly throughout the country.

The PSIA partly addressed the objections to privatization raised by government and civil society. The study also increased aware-
ness of the emphasis placed by the World Bank on maintaining social services and to address market failures in remote areas. The
findings were widely debated early January 2004, with broad participation by civil society and donors. Not to postpone negotiations
for a new World Bank credit, the government decided to repeal the ADMARC Act prior to wide dissemination of the findings of the
PSIA. Although the repeal of the Act did not in itself introduce any changes to the operation of ADMARC, in the absence of a clearly
articulated government plan for ADMARC reforms it raised wide concerns across civil society. The findings of the PSIA were sub-
sequently incorporated into the new World Bank Structural Adjustment Program, approved in April 2004. The upshot is that the re-
structuring separated ADMARC's social and commercial functions so that they are managed by separate institutional entities with
lean organizational structures. In line with this agreement, the government has recently set in motion the process to restructure
ADMARC.

Source: Kutengule, Milton, and Antonio Nucifora and Hassan Zaman. 2006. Malawi. Agricultural development and marketing corporation reform.
Coudouel, Aline, Anis Dani and Stefano Paternostro. Poverty and social impact analysis of reforms. Washington D.C.: World Bank

At the micro-level, local institutions can be replaced by powerful rent-seeking actors imposing new institutional ar-
rangements and distorting the intended impacts of reform. Political economy analysis at the micro level can test as-
sumptions about the distributional benefits of reform and identify risks and opportunities at the local level. For ex-
ample, in remote areas that are not serviced by private traders farmers can be left without access to input and output
markets (market closure), or private traders can fold increased transport costs into farm gate prices thereby lowering
farmers’ income, or private sector monopolies can emerge.

In Senegal, following the dissolution of the state-owned groundnut purchasing agent SONAGRAINES, private
speculators took advantage of government cash advances distributed under a new “farm gate” marketing system.
Private agents were able to buy the crops at less than the official price, instead proposing to pay cash for a small por-
tion of the crops and giving ‘vouchers’ for the rest. Farmers who tried to sell directly in local markets were con-
fronted with representatives of the same speculators who brought down their product prices still further. Most of
those left holding ‘vouchers’ could not get paid since many private intermediaries had vanished. The impact on the
local economy and on household welfare was devastating.
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In the case of rural social institutions, these are often underpinned by power dynamics based on hierarchical age, eth-
nic and gender relations, which in turn mediate poor people’s livelihoods and access to resources under policy reform.
Understanding the ways in which such power structures affect the functioning of local institutions (such as co-
operatives, markets, and households) is important for a full appreciation of the likely impacts of reform measures.

Actors and their economic and political interests

A range of actors is involved in reforming agricultural markets. In addition to the marketing boards and government
ministries, departments and agencies, stakeholders include private traders, small farmers (sometimes otrganized in a
union-type organization), civil society organizations, and donor agencies.

Marketing boards have traditionally been important instruments for political clientelism, particulatly in the run up to
elections. Marketing boards are not inherently opposed to liberalization, but their attitude towards reform is contex-
tual. They consider their own future roles and powers and those of other players, policy alternatives, institutional rela-
tions with Government and the perception of international organizations and donors. Furthermore, the interests and
influence of individuals in the boards or government, plus their income soutces, accountability and organizational
status (public, quasi-government, or industry regulators) are factors determining how marketing boards respond to
policy reform proposals.

Options for liberalization and privatization can be hampered by the reluctance of politicians to relinquish control over
public or parastatal companies (see Box 4 for an illustration of this in the cotton sector in Chad, and the Tanzania case
study in Annex 1). Also the case of the groundnut sector reform in Senegal, illustrates a political economy where the
state-owned company played its traditional role as an instrument to distribute cash income to the rural sector during
the electoral cycle to enhance political support by rural voters.

Box 4: Managing the political economy of reform through PSIA in Chad

Reform Arena: The Government of Chad adopted a reform program in the cotton sector in 1999, to complete a reform
process that was launched already in 1986. The objective was to improve the income of cotton farmers and enhance
their efficiency in cotton production through the liberalization of the sector, including the privatization of the parastatal
Cotonfchad. Aware of the difficulties in implementing similar reforms in other African countries, the Government ap-
proached the World Bank for assistance in analyzing the likely poverty and social impacts of the proposed reform. A
preliminary stakeholder analysis based on interviews with members of civil society, academics, retired Cofontchad em-
ployees, and intellectuals showed that while the Government was clearly interested in improving the efficiency of the
sector, it did not want to lose its hold over cotton production. The president as de facto owner of Cofonfchad was
openly opposed to the privatization. He was supported by the French who still held a consistent number of shares of the
parastatal and effectively maintained a monopoly for the supply of inputs and credits.

World Bank's approach fo the Reform Process. Once familiarized with the main political economy issues, the contro-
versy around the reform, and the real stakes at play, the World Bank team opted for an approach that would rely on in-
formal yet legitimate sources of information, and to proceed in a low-key manner. The team decided not to conduct a
self-standing political economy analysis as this might have triggered negative attitudes and reactions against the entire
PSIA exercise. Instead, a preliminary analysis was conducted in-house by the Bank team during mission travel and
through key informant interviews. An international consultant and a local consultant then conducted a more in-depth
stakeholder and institutional analysis that investigated potential constraints and opportunities that could influence the
progress of the reform process and its intended outcomes. This political economy analysis early in the project proved
to be essential in order to tailor the World Bank’s support to the Government’s reform needs.

Source: World Bank. 2003¢; Authors communication with PSTA TTL.

Notwithstanding the ideological stance or legitimate arguments of politicians against privatization, this position can be
based on rent seeking or political clientelism. Withdrawal of state intervention in agricultural markets often threatens
opportunities for rent seeking amongst a range of stakeholders. Parastatal agencies are obviously often direct losers in
a liberalization process. Understandably they are reluctant to reform themselves out of the income, privileges and
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rents that come with the job®. In general, parastatals may lose rents when their functions change from direct inter-
vention to providing information and regulation. In Tanzania, the crop boards, and the political level of the Ministry
of Agriculture and Food Security and the Ministry of Cooperatives opposed the reforms that would reduce their con-
trols over private agents and require greater accountability to producers in service delivery. The study realized that
more direct engagement with stakeholders at the political level could have reduced some of the delays in the subse-
quent policy decisions on reform design and implementation’s.

Rent seeking may not be a significant issue from the perspective of equity or growth objectives - the cause of small
inefficiencies. However, it can get out of hand and bring about structural collapse, as the Indonesia rice sector case
illustrates. “Bulog”, Indonesia’s state marketing board, achieved remarkable success in making the country self-
sufficient in rice production, and arguably stimulated rapid economic growth through intervention in input, credit, and
output markets. By the 1980s, however, Bulog’s mismanagement and corruption had become widely recognized.

Governments are obviously motivated by the interests of the powerful constituents. For politicians, agricultural re-
form is often a balancing act between the needs and interests of urban consumers and rural producers. Agricultural
reform proponents seek to shift the balance in favor of small rural producers by removing what they see as price dis-
tortions that subsidize urban consumers. But since urban consumers are often better organized and more influential
than rural farmers, politicians can be reluctant to redistribute rents away from the urban constituency. This prompts
governments to keep prices of agricultural products low thereby taxing producers directly or indirectly>.

Powerful interests can block price reforms based on the likely shift of rents, even in the face of a large number of re-
form supporters and/or compelling evidence that reform is a good thing. Two of the cases provide examples:

= In Indonesia, a PSIA was conducted to generate evidence on the likely distributional impacts of an increase in
the rice tariff. A computable general equilibrium (CGE) modeling exercise concluded that a tariff increase
would have a net negative impact on poverty as rural producers and laborers were net consumers of rice.
Nonetheless the state commodities logistical agency “Bulog” and the Ministry of Agriculture supported the
policy.

= In Mozambique, cashew nut processors and their urban workforce were major opponents of reform, contrib-
uting considerably to the failure of some key aspects of the reform despite much support within Government,
and arguably to the detriment of a voiceless constituency of small farmers (refer Box 5).

Box 5: Powerful opposition to cashew nut sector reform in Mozambique

The cashew sector is a major cash crop in Mozambique. It is the main source of income for over one million peasants who grow
cashews and sell them either to domestic processors or to traders, who export them for processing abroad. Cashew production
dropped dramatically during the country’s civil war (1982-1992), experiencing a further drop in 1997, mainly due to bad weather.
In its 1995 Country Assistance Strategy (CAS) Report, the World Bank required Mozambique to liberalize cashew marketing and
exporting in order to satisfy the “base case” conditions and qualify for approximately $400 million of loan assistance. It was as-
sumed that the liberalization would increase the producers’ share of the export price, farmers’ income, increase cashew produc-
tion, and enhance export value. In reality, the gains from the reform were offset by efficiency losses that have resulted from the
idling of processing plants, which led to widespread unemployment. In contrast to the expectations, a large number did not find
employment, contributing to the overall failure of the reform. While part of the failure can be attributed to technical matters, such
as pricing signals, political economy issues are frequently cited as main reasons for the disappointing outcomes of the liberaliza-
tion. Powerful urban and industrial interests — processors and their urban workforce — had been joining forces against the World
Bank, the government, and a much larger but voiceless constituency of small farmers. Liberalization was bitterly opposed by
some parts of the local cashew-processing industry, which employed about 10,000 people. The processors waged a well-
organized political and mass media campaign, in alliance with the anti-government press, claiming that export tariffs on raw cash-
ews were insufficient to protect their livelihoods. Moreover, the liberalization of the sector was perceived as World Bank policy, i.e.
something the government had to do because it was required for IMF and World Bank lending rather than government priority.

> Lundberg (2005) notes that for this reason it may be necessary to directly compensate those who are laid off by the
dissolution or privatization of parastatal agencies, even if the prospects for subsequent employment are good.

58 Government of Tanzania and World Bank, 2004

% Lundberg, 2005
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Lacking credibility due to popular perception that this was a policy foisted upon it by the World Bank and IMF, the Government
struggled to “sell” the liberalization by disseminating reliable data and encouraging debate. Had this opposition to the reform been
anticipated, compensatory mechanisms could have been worked out beforehand. Seminars and public information campaigns
might have helped to build support for the government’s position, illustrating the advantages of liberalization for the rural poor, and
demonstrating that the reform policy is mindful of the long-term interests of all parties in the sector.

Sources: Wotld Bank (1998); McMillan et al (2002).

4.1.3 Reform process

The reform process is understood as the forms of participation, communication and decision making through
which policy reform is negotiated and implemented. The quality and extent of dialogue is crucial, as is the
sequence and timing of actions. Equally important are the human agents, the presence of champions of
change, and their actions.

Dialogue

The interests of actors and operation of institutions often overshadow the technical or economic case for
reform. Stakeholder interests are keenly defended and embedded institutions are resistant to change. The re-
form process unsettles the status quo, realigns interests and challenges existing institutions.

The way reform options are introduced and discussed influences whether and how they are contested and, in
successful cases, ultimately resolved. For example, if civil society is excluded from the policy process it can
oppose reforms on the basis of an expectation, which may be groundless, that existing livelihoods and enti-
tlements will be threatened. Of course civil society may also oppose reform because it is in fact pootly con-
ceived or implemented by government and donors — in which case a process of dialogue should help to rec-
tify these problems. The cases illustrate the potential value, in terms of reform outcomes, of a longer-term
process of engagement on reform.

e In Burkina Faso, with a favorable political and macro-economic environment, all key cotton sector
stakeholders, were closely involved in the reform of the sector, which enabled a consensus-driven
approach to reform that was sufficiently flexible to accommodate the interests of the various stake-
holders involved.

e The Tanzania PSIA of crop board reform tackled vested interests by embedding the study in a proc-
ess of active policy dialogue, coalition building and reform ownership, from the study’s design stage
through implementation to dissemination.

e The high levels of protests that accompanied Mexico’s agricultural reform of the maize sector were
addressed constructively through ongoing policy dialogue which resulted in a political solution and
policy change (see Box 6 below).

Champions of change

The case studies undetline the significance of “champions of change”, in the form of individuals and alliances
that can foster “coalitions for change” and maneuver between political-economic vested interests to reform a
sector. Champions of change for one reason or another have an interest — or can be persuaded that they
have an interest — in the success of a policy reform and have been shown to be very influential in supporting
change. In the Burkina Faso case, the Director General of SOFITEX, the national cotton company, proved
to be crucial to the success of the liberalization by seeking consensus with the Government (he was former
Deputy Minster of Finance) and by creating a relationship of trust with the producers and other actors.
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Box 6: Agricultural Reform in Mexico

Throughout the 20th Century, maize held a special importance for the Mexican economy. Tortillas, made from maize
flour, were an important staple and a primary source of calories and protein for many Mexicans, especially the poor.
Maize, produced for sale or consumed on-farm, served as the foundation for rural livelihoods in much of Mexico over
many generations and is therefore closely tied to Mexico’s cultural heritage. More recently, the effects of decades-old
policy reforms are changing the role of maize in Mexican society.

Those reforms are closely tied to the role of CONASUPO, a Mexican agriculture parastatal that regulated many impor-
tant food-crop markets in Mexico. The parastatal was established in 1965, but its antecedents go back to the 1930s.
From that time, state regulatory activities in agricultural markets increased continuously until the debt crisis of 198260.
By the 1980s, CONASUPO managed markets for barley, beans, corn, oilseeds, rice, sorghum, wheat and powdered
milk. A common pan-Mexican price was established annually for many crops, international trade was restricted, and
CONSASUPO served as a buyer of last resort. CONASUPO managed the storage and transport of many crops as well.
At the same time, CONASUPO was charged with keeping food prices affordable and subsidies were paid out to maize
millers and other processors to keep consumer prices low. These twin objectives proved tricky, since higher farm
prices mean more costly subsidies.

A reform process, which would ultimately lead to the demise of CONASUPO followed an oil boom in 1982, an ensuing
debt crisis, and from 1988 a period of market-based reforms. The CONASUPO reforms accelerated in the period im-
mediately before and immediately after the launch of the North American Free Trade Agreement (NAFTA) in 1994.
The government started a phased withdrawal from key commodity markets and by 1990 CONSASUPO ceased opera-
tions in oilseed markets and consumer subsidies on wheat bread were dropped. By 1991, price supports for nine field
crops were eliminated, and CONASUPO operations were limited to beans, maize and powdered milk. A program to
privatize CONASUPO storage facilities began as well. Even so, government interventions did not stop entirely, and a
new agency, ASERCA, offered targeted marketing subsidies in key areas.

Public engagement in the debate around these large-scale reforms was high, featuring lobbying on issues such as the
price of farm equipment, and protests from impacted communities. Politically, all discussions became focused on
NAFTA, as fears mounted that Mexico would be flooded by less expensive maize (and other products) from the US.
The US did not flood the Mexican maize market, however, because the structure of NAFTA ensured that trade reforms
would come slowly to maize, beans and other key crops (the Treaty allowed for initially high tariffs and low import quo-
tas, designed to protect domestic markets) and because the peso underwent a significant devaluation in 1994, shifting
the terms of trade in favor of Mexican agriculture. Around the same time, the government began PROCAMPO, a pro-
gram that delivered direct income payments to farmers in lieu of price supports. Moreover, much of the yellow maize
coming into Mexico from the United States was taken up as feed for a growing poultry and hog production, leaving the
food markets to domestically produced and consumer-preferred white maize.

Still, with the passage of time, links between the Mexican and US maize markets have strengthened and prices have
become more closely tied. More significantly, the decades-long process of market reform has brought about changes
in agricultural markets and in labor markets that encourage scaled-up agricultural operations and non-farm income ac-
tivities over traditional labor-intensive farming practices. Incomes outside of agriculture are generally higher and many
households have been able to take advantage of new opportunities. Even so, not all households are well-suited to
change; nor are some traditional approaches. Protecting vulnerable households and preserving cultural heritage are
therefore important components of Mexico’s reform policies.

Source: Authors’ interview with task team.

The World Bank’s influence

The Bank has experienced many frustrations with effecting change in the agriculture sector when the benefits
of the proposed reforms, in terms of growth and poverty reduction, often seemed so apparent to Bank task
managers. The historical use of conditionality instruments has resulted in many frustrations for task manag-
ers, as in the case of Mozambique (Box 5).

% Much of this section draws on Yunez-Naude, Antonio. 1998. “CONASUPO: The Dismantling of a State Tradet”,

unpublished.
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Bank influence has proved most successful where it has entered into long-term dialogue as part of the reform
process. This was the case in Burkina Faso, where the cotton sector was privatized and liberalized in close
collaboration of key stakeholder that enabled a consensus-driven approach to the reform between Govern-
ment, Bank and other stakeholders. The pace of reform was gradual, a clear statutory framework was created
by government that allowed the privatized cotton company to invest in research, extension, and equipment
over the long-term, and all key stakeholders were closely involved from the beginning. Equally important are
communication within the donor community and the value to reform progress of IFls and donors “singing
from the same hymn sheet”. An example is the Senegal groundnut sector case, where distrust between World
Bank/IMF and the Government due to two failed privatization attempts in the 1990s was combined with a
lack of cooperation between major donors involved in the sector. There was a lack of consultation and par-
ticipation during the PRSP process and subsequent reforms were hampered as a result.

The significance of in-depth political economy analysis informing Bank behavior and influence in this sector emerges
strongly through the case studies. In the case of cotton sector reform in Chad, for instance, the political economy
analysis early in the project proved to be essential in order to tailor the World Bank’s support to the Government’s
reform needs. In Tanzania, the Bank used the empirical evidence of the political economy and distributional impact
analyses to stimulate the debate on crop board reform and address powerful interests that opposed reform and de-
fended the status quo. The analyses influenced the Bank’s policy and budget decisions of its third and fourth Poverty
Reduction Support Credit (PRSC3, PRSC4). In Madagascar, elements of the Country Assistance Strategy (CAS) de-
sign were built on the recognition of the need to understand the political economic context of reform, rather than
treating political variables as exogenous. The World Bank country team commissioned a senior, locally-respected,
independent research team to investigate the nexus between governance and politics (see Box 7 below). The study
found that the President’s political support base was narrowing and identified a personalization of policy issues as an
issue, with the reform agenda too closely tied to a specific individual.

Box 7: Political Economy of Reform in Madagascar

The World Bank has worked with the Government of Madagascar to develop a Country Assistance Strategy (CAS) that
will provide a roadmap for the strategic focus of World Bank support over the next three years (2007- 2010). Madagas-
car is at a critical point in its history, as it has emerged from decades of authoritarian rule into a democratic governance
system seeking liberal economic norms. This transition provides both opportunities and risks.

A World Bank Country Assistance Strategy Retreat identified multi-sectoral efforts, particularly, governance, as an area
in need of greater attention and improvement. In order to facilitate this process, the World Bank country team commis-
sioned a study of political economic context of upcoming elections (Marcus and Randrianja, 2006). The report was con-
cerned with how effectively citizens and internal stakeholders are engaging the policy-making process. It considered
how the current Malagasy social and political context affects governance (for example, for the efficient and equitable de-
livery of public services) and explored whether there is space for open debate and participation in policy-making. In or-
der to address these questions this report undertook a political analysis of institutions in relation to democratic and gov-
ernance goals, looking especially at the ethnic make-up and nature of political parties, coalitions and alliances that sup-
port or reject reforms, and state-civil society engagement.

The report draws out nine primary conclusions about governance and political challenges, and proffers recommenda-
tions for the Bank about particular areas where it may be well-placed to help resolve them, including recommending the
promotion of good governance through support to popular accountability mechanisms. The analysis concludes that the
relationship of the executive with other branches of government, including those with lower levels, and the quality of rela-
tionship between the state and civil society, government and opposition as critical dimensions of governance that require
further attention. The report also argues that Madagascar’s weak civil society, nascent electoral system, inchoate politi-
cal parties, combined with informal coalitions and alliances within the government, and divided views about reforms
make governance and democratic reforms vulnerable.

Source: Marcus, Richard R. and Solofo Randrianj. 2006. Madagascar structural political analysis as an input for a Country Social Analysis and Coun-
try Assistance Strategy. Prepared for the World Bank AFT: ESSD 2. Washington D.C.: World Bank.
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4.2  Water Supply and Sanitation Reforms

The focus in this section is on reforms towards increasing the scope of private sector participation in water
service provision®!. Public-private partnerships (PPP) vary in scale and scope, ranging from long-term con-
cessions to so-called “soft” forms of service and management contracts®. Rather than juxtaposing privatiza-
tion and public ownership, reforms of water services exhibit varying degrees of public and private manage-
ment. Under PPP, reform discussions focus on technical issues (such as service provision and tariff setting)
and on the type of utility management® that governs the service provision.

Although the case study focus of this section is on water supply, much of the discussion and analysis is rele-
vant for sanitation too, being part of the water supply-sanitation nexus. According to current estimates, over
2.6 billion people do not have access to basic sanitation and hygiene. Following a 2005 World Bank study®,
global investment will have to increase to at least US$ 2 billion to meet the MDG target. However, there is
on-going concern that governments, at many levels, are not devoting enough attention and resources to sani-
tation services. While there are no general figures showing on- and off-budget expenditures in that sector at
regional levels, evidence at the country level illustrates that investments and expenditures in sanitation are
very low compared to those for water supply and other infrastructure services. Additionally, existing sanita-
tion investments and service provision are not always pro poor. Efforts to increase access in service provision
can benefit better-off urban residents at the expense of urban poor, slum dwellers, or the rural population.
On the other hand, there is general consensus and evidence on the economic and health benefits of adequate
sanitation setvices. Many documents suggest that governments’ limited sanitation expenditures are deter-
mined largely by political, rather than technical or economic constraints in the context of competing demands
for resources.%>

The World Bank has a sanitation-related portfolio of US$2.6 billion, with sanitation lending currently repre-
senting 35 percent of the Bank’s Water Supply and Sanitation (WSS) Sector Board Lending. Investments are
lowest, however, in those regions arguably with the greatest needs, Africa and South Asia. The World Bank is
also committed to “traditional” urban sewerage and wastewater treatment, which is not inherently well tar-
geted to meet the needs of those without access to sanitation®. Key questions for sanitation are how to in-
crease investment into the sector and provide sanitation services that are more pro poor, which are not only
technical but more often political economy issues®’.

The 2006 World Bank study on lessons of infrastructure®® identifies two political economy challenges for the
Bank in regard to private participation in infrastructure. The first challenge is that governments are reluctant
to charge tariffs that cover costs, and the second is the need for a fuller understanding of the factors that in-
fluence how public opinions are shaped regarding World Bank operations. The study recommends that “be-

1 The World Bank and other development organizations have carried out a substantial number of studies and analytical
work on water supply and sanitation reforms and reforms of utilities in general.

2 See Ringsok et al, 2006 for a more detailed discussion of types of water supply contracts.

63 Privatization in the sense of sales of public assets is not on the policy agenda, having been carried out previously only
in the United Kingdom and Chile.

¢4 Kolsky et al., 2005

9 See Kolsky et al, 2005 and UNDP, 2006

% The Bank faces a number of internal and external constraints to developing sanitation projects, and has established a
Sanitation, Hygiene and Wastewater Advisory Service to facilitate the planning and implementation of sanitation and
hygiene projects or components (Kolsky et al, 2005).

7 To further investigate this, the Bank is conducting a comprehensive multi-disciplinary analysis on the ‘Political Econ-
omy of Sanitation’, combining the perspectives of sanitation, social development, and economics. This work will include
country level applied analyses and an overview report which is expected by the end of 2009.

68 See World Bank, 2006b
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Jore reforms are launched, extra attention should be given to (a) analyzing who will win and who will lose; (b) reducing the risks
of corruption; and (c) understanding public perceptions and adopting a communications strategy”®.

4.2.1 Reform context

A shift from mega-concessions to management and lease contracts

During the 1990s, private sector participation was promoted widely as the solution to water sector problems
in developing countries, providing expertise and investment to rehabilitate infrastructure and expand cover-
age. Between 1990 and 2005, private investors committed US$50 billion to more than 380 water infrastruc-
ture projects”. Between 2000 and 2007, there was a surge of new private water operators from developing
countries, with 250 new entrants into the market, according to a forthcoming study on 15-years’ lessons of
urban water Public Private Partnerships™. There are now 160 million people served by private water opera-
tors in developing countries, up from an estimated 96 million in 2000. Out of this 64 million net increase,
90% correspond to contracts signed between governments and national operators. Increased local service
provision changes the political economy of the water sector, as social accountability and public perceptions
change. In the past, services were often provided by international or (multi)national companies which tended
to be unaccountable to their customers who in turn may have often perceived the providet’s operating prin-
ciples to be biased towards profit-maximization rather than adequate service provision. While regional or
local private providers still work on a commercial basis, their accountability to customers and customers’ will-
ingness to pay for their services both seems to be higher. Among the factors driving success of local PPP’s
are responsible behavior towards local populations and keeping up dialogue with local governments, thus en-
suring local preferences are met’2.,

Since 2001, large investment projects have declined markedly in the face of hesitancy in financial markets and
the impact of financial crisis in East Asia and Argentina. So the “era of mega-concessions” seems to be over,
while those remaining concession projects — such as in Colombia, Malaysia and Peru - are more likely to be
based on a mix of public and private financing. During the same period from 2001 to 2007, the number of
water sector projects has actually increased. Many of these new projects take the shape of PPPs in manage-
ment and lease contracts, and new operations are designed that run across the entire spectrum of public-
private partnerships in infrastructure provision”. PPP arrangements vary and include:

e Concession contracts for complete private sector coverage of operation and maintenance (O&M)
and infrastructure investment, recovered through consumer tariffs;

e Lease-affermage contracts in which the private operator generates an operating surplus sufficient
to cover their remuneration, while the government covers investments;

e Management contracts in which the private operator covers O&M, and government covers in-
vestments, with O&M recovered through tariffs and investment via taxes and donor funds; and

e Public service provision, with O&M and investment funded by government. — covered by tariffs,
taxes, and donors.

PPP arrangements allow private operators to focus on improving operational efficiency and viability while
leaving public authorities responsible for raising investment financing, which it can often obtain on better
terms from donors™. This shift has also allowed a broadening of focus from high density urban water pro-
jects (with a premium on extending services to the urban poor) to include low density, low income
“greenfield” rural projects where development impacts are high. It is now recognized that rural communities

9 World Bank, 2006b

70 Marin and Izaguirre, 2006

I Wortld Bank, 2008b

72 Pers. Comm.. with Sr. Water and Sanitation Specialist; World Bank in 2008
73 Wortld Bank, 2006b; Bhatia and Gupta, 2006.

74 Marin and Izaguirre, 2006
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are willing to pay for and manage water supply and sanitation services when offered choice and voice in the
design of delivery and financing mechanisms?.

The Bank’s strategy: transparency, contract enforcement and improved performance

The Bank’s approach to improving water supply and sanitation services acknowledges the significance of an
institutional enabling environment for sector effectiveness. The four-pronged World Bank Water Sector
Strategy includes an emphasis on institutional strengthening for improved service quality and delivery:

“I...] where developing countries have steadfastly pursued sound policies and created supportive and sustainable institutions,
they have made remarkable progress in expanding the reach of water and sanitation services.’76

When this strategic vision is operationalized through PPP in water supply and sanitation reform, the Bank
emphasizes principles of transparency and contract enforcement, underpinned by improved contractual and
regulatory frameworks”. The rationale is that a contract with a private sector operator reduces opportunities
for “top slicing” and becomes more transparent to monitor and enforce. At the same time, performance is
expected to increase as incentives shift, with utility providers becoming more accountable, commercially ori-
ented, creditworthy, and customer-focused?.

Table 3 illustrates the key criteria through which the political economy aspects of the water sector case studies
have been assessed, and which in turn has served as a heuristic tool to inductively develop the political econ-
omy framework, presented in Chapter 3

75 World Bank, 2004e
76 World Bank ,2004e
77 See Baietti et al, 2006 for a fuller discussion.
78 World Bank, 2004¢

28



*S[PAI]
J[qrureIsns 03 IsLIAIIUT
J31Ie) B seA URO[ JO UOR
-Ipuo)) "BqUIEqEYd0)) pue
ZnI7) vIUES Zed B SN
uerAfog Jofewr 205

JO sapImIn 9y J0F IIPAId
UOREI[IELRI JaTem UBqIn
vonw ¢ v papuny
ued 24 L661-1661 VI

‘wWF03aF YSnoryd
Surgsnd uy [nyssad
-ons A[reniur yusw
-u30A083 [edpunw

put [euonEU U
SI01DT WFOJOI-0F ]

"“GoNoONpPaJ Jy1rel

3UID10y  F9IEM IOAO UM,
pasjreds 2reUO0ISS2IU0
oU Aq S9SBOIOUT JJ1AE)
LQUIBQUIEYD07) U] "UMOP
quIT JUIWUIIAOS € Sut
-1dwosd paziueSio— [m
pue [nyramod seA uors
-s25002 2y 03 vopsoddo
£m0s A 1007 WO

Jofey o £q

UO[SSIOUO0D Y} JO TONE[[20ULD
PUE UMOP UIID B PIJFOJ
BQUIEQRYD0T) UT JUIWISIAU]
923mosa3 391em 03 voprsodd(
1$93UN [1AD Prasdsapim Jo 20y
9 UT G()() UT UOISSIITOD ZE ]
¥ PI[[OOUED 1UIPISAIJ UON
-oeas sendod 1940 sUFIUOD
01 onp SURISS JJIIL) DIBUOISSID
-U0D UT 20UDJIJFUT [EdRI[O]

‘ssoursnq

FIDU) JOJ 3918A JO 92INOS
 pey 32800[ OU oYM SIAT
-e32d002 pu s30pURA YoNN
SuIpNPUT ‘$1S971UT PAISIA
Juerzodur pazipredoa| saproy
UOTSSOVOD Y3 O3 SIIIATIS
191eA JO JOJSULI) DAISN[IXD
U3 ‘equiBqeRWILYd0)) U]

'$983eYd TONIIUU0D Y31y Surde)
STOWNSUOd F00d pue SIOPUIA
J91EA\ [EWFOFUT ‘SIOWNSUOD SSE[D
apprw wosz vonsodd( syuaw
-u30A083 [edpunw wroyas-oxd
£q pozneand sontnn redprungy

‘UONEZI[EUONEU

-01 Sundwoid

9s9303d semndod sopun
paurnzao vonedpnred
701098 VAT ‘MO A[qe
-ureisnsun syyre) Surdoay
Sumias J31Ie) UT 25U
-12yut [eontjod £q pazioioe
-JEYD 1XIVOD [BUONMINSU]

“sanred

-ITUNW 98943 JOF SIILNUOD
JUSWATEUBW UOISSIIUOD
reak-¢ paysnd Juaprsarg
08 ‘BqUIBqEYDOT) PUE ZEJ
v ur durwroysad sood
tsoprnn [edprunw 2253
JOJ UONBIICLYDI UONEITULS
pue £[ddns so1e/\ "sasird
-191u0 21e3s Surziendes
JUOWUIOA0S FUTWIOOY

o]
=
S &
2
g5
=
28
)
=]
o

“(L002) "1dQ 30 s3ury
-urdzopun [eapdeue jo
13ed s fwiroger yo Suped
pue Supuanbas Judzayyp
uo 2eqap parroddns
7eq (AN 03 payu)
VISd 01998 JEM © BIA

‘[PA3] [EUODEU
oy 03 JuowaFe
-uew rpn arearrd
i joqd Lo-1nog
SIY) JO SIUDWI[D

*€00z ur stuawaAoxdur
Lpenb oy sastx Jyiae)
IsurESe SUONENSUOWI(]
‘susredwes vonesTUNW

‘uonoeas o1qnd 1940
SUIOOU0D JO ISNEII SISLIIIUT

*1,A03 [EFIUDD WOIJ SIIP
-1sqns Supesado a9 Loy
SE WI0JO3 0} SIANUIIUL OU
2Aey sonyn() ‘s19sse Lynn jo

"onb smyels woy 3goURq SIBIB
*SONIAN JUIAJOSUT O d[qeagord
-Un J9A0 93¢} O3 JUEION[PT 978
§1,A08 [207] "SPUNJ JUDWISIATT
23mIng 3940 [07U0D dooy 01 JuLA
[2Ed [OJ\] PUE N\\JOI "(3ojsuen
195SE JO 9[qEIWN PUE SIWN

‘paroadxo
uey) JMO[s pue 239[dwodur

qv

QDUDPIAD PI[EYSILW YUBg dn o7eds 01 JJOO[ | -WOY) "S[PUEJ FOWNSTO)) JJTFE} UO DATILATISUOD U29q | drysioumo oxe) 03 Juedn(as -[OA TUDUNSIATT ‘$9[0F UO UOT STy} Uo Juopuadop ST | e[ TOREZIENU29( Z00T W
(L002) "1dQ ySnosyp [ JuowuFaA0n) | ySnoxy siaSeuew Lrnn [ aaey senymn anqnd i sappo 93¢ §1,A08 [ED0] PAVIW |  -LZ[[LAT2P 232[dWOUT 03 ONP | WFOFOF F0IIS FOILM 29 dW | JO voneIuIWwI[dW] SINSST Ny
dn paeas pue (¢007) “WI0Jox i Apooxp 28eSud Ued | UT SIUSWUIDAOS [E207] “FOIIIS -odwr st vopezIENUD | A1UTEIIPOUN 1UDIIND) JUSUWNSIAUT | 9¥E) [[IA Ing ‘AIIqeIunoddE J019$ I2ILM ULGIN SSIIP

1903 3remdsey\ | ySnoxyp Surysnd o1 | puy ‘uvonesedoasd 1o0foxd | 3orea oy U SunjEW-UOISAP -Op J91jE SPUNJ JUSWISIAUT [ 2IMINJ PUL JUSWUONAUD £ofjod | pue saanuadur ur saSueyd -pr 01 ainssaxd [esntog
pue 3o1e A\ [edpIunpy | JuounIwwod Suons | SuENpP JUSWSSISSY [EOG pue somod jo ssof 01 onp [0TAUOD [[IM ANSTUTU YDTYM S UT 90UIPHUOD 2ALY £9U) 4SnoIy) UONLWIOSULN Juow
s ueq £q parroddns parensuowap ur vonedpnied ysSnorgy UONEZI[EFUIIIP IS[SOF SONNUD | 194 TOISIIIP OU :[9AI] [6NTID sso[un $3asse A[AN J9A0 oY) [evonninsur Surq 01 | -ofeurw Aynn aeand pue
{ISH UT POPN[OUT WIOFoy AOTONW YL, PIAJOATT £391005 [IATD) JUSWUIIA0S [EFITID dWOS 3,A00) UT UOISTOAL WIOFNY 03 §1,A05) [eJ0] UT $3$2393UT ON] | pa39adxo wopezienuada( | onqnd pue vonezenuadd
“sopraoxd Lrnn [ed0[ pay

SIWWOd PuE JUOMS B OIUT JASIT W

Surdofaaap os [izerq ur vueseg Q%

30 23us 243 3o Ky doqnd =

o i diyszowred ur uors uorsos o ur ssduone 5

-$20U00 o) vom ‘Auedwod wop ddd Pa[res 3o punoss »

100C o -onnSU0d [e20] € “Y'S ‘NODHW -poeg “(1007) 3827Un AR £

Ul SISED JO sown s3ury ayew,, AILUOTS ‘vorstaoxd ‘PUNOX BONEMIS oY) POUIN] pUE £q pamo[[og ‘SISHID JIou m.ln

OU} UT U2AD — 1303JD -$92U0 Y pue 191508 | 2FMIINTSLIJUT UT GODUIAIIITT sy[[ed Ut APOaKIp way) pageSua -0220J0BW PUT [EINI[O] g

w0323 2y Jo 330d [TAD “SIUDWUFIAOT [€20] [eruawdo[aAdp pue dAIss2IT JuowuFaA03 [eursoxrd oy Inq 0661 YUIWUIIAOL) “JOpUD) 3

-dns snonunuod pue [euraoid usomiaq -01d © ySnoy) poures oq 01 '$$01303d WF0JOF | WOISSIIUOD oY) 01 Pasoddo o3om | JO YIULIE SANNIOXD [EDUIA | [BUONEUINUI I0E ‘GGG T U 2l

quow | pue Apeais se Juow 03 130339 9AREIOqE[[0D | Aouazmd [edntod oy pazieas Fuppdo[q U 9[0F JOlew € | SIUDWUIIAOS [ED0] WOG JUIW -03 03 saruedwod sorem | 9oura0id BIEg UT papIEME w

-OAJOAUT YuBg PIFOA\ ON [  -UT9A08 [ePUIA0I] © S UIIS SEAM WIOJOY JuowuraA0s repuraoid oy, | Aed 30u prp vonoaoid syuay -u30A03 [eUA0Id WI0FaI-03 9783S 9} JO TOISSIdUO)) 19¥TTOD UOISSIIUO)) ®

J0eRVOD
paseq-oouewioysad ur dn —

130ddns [earuypay apraosd Pa[pPUNq SUONDUES PUE SIAT S
put 2[qel oY) Ie JeIs JuoweSeuew d1qnd JANEUIN[E ‘w0393 pasoddo | -uodur ydnory 131ys [euon w..

® £nq,, 03 voTIW 67§ *SINSTUT 1dwone [ pue worqosd SFOMIDU WO JJO | ssep-o[pprur Suowe sjofed-vou | -mnsuy ‘Awouoine aanen *fouapyge pue 2ouE >

30 98exyoed J0UOP [[EIIAO Surdueyd ualjo J9IeAN S UBWIWIY O} BOTN|OS | 11D 9q [[IA (SIOWNSUOD [e3[1 JEU) 9DUIPIAY] ‘WIOJIF JO SI2 | -SIUTWPE PUL [BPULUY (PIM -wirograd 303208 da0xduur W
U UTIIM UOT[[IW GG§ adsap ypen uo uawadeurw a1eAtrd Jo | Jou stIuowaSeuew Neard ey | Sureq) Lo se yuswaSeurw | -130ddns 30 siuauoddo jo wones Apoq £xomess e ([VA\) | 03 paprey s390loxd snoraszg

jo uonnqnuod (gl | wsoyax Suidosy Ayo | uoneindas peq ssarppe 01 $9ADI[9q [[BS LIFOYINE 12)TA | DATIDIJO AIOW JO SIFOUIQ UO | -RUIPT pamons oN ‘(YA 243 | uepsof jo poyny maiep *A[ddns rorem veqIn Jo m
2A1suadxXd, | PUE [[WwS | -JPUON [ERUIN[JUT | UONTUIWISSIP UONBWIOJUT oy “Ajqesaprsuod pasoxdwr | Ino 2s0f [im oym siafed-uou Ul Pa1saA oFe JuawaSeurw puk | Aq pajeurwop wirogax arem [ aduewsoyrad oy aaoxdur =}
A[PADE[RI € posn yueg Areantod Aysryg pue ongoferp parrwr| sourwroyrad oy ysnoyiy wo3j wrojos 01 uonsoddy 1UowdO[AIP SIIINOSIF FATL N\ JO IX21U0D [LUORNINSUT 01 1OLFIUOD JUIWITLUBJA]
(s1ua3e aGuey)) Supjey-uors suoIs
doudnpur suegq $1S9I9IUT [ednIod $1S9JOIUT OTUIOUODH SIOpIOYIeI§ suopMINSuY
suordurey) -13(] pue anorerq -snos[p wiroyas yo adoog
1X91U0) Apmig
$S9201J WIOJY BUITY WIIOJYY
w0y SEED)

eLI9)IO Juswabeuew Awouoda |eanyijod jsuiebe salpn)s ased wiojal uonepues pue Ajddns 1ajepp ¢ ajqel




4.2.2 Reform arena

Institutional reform in the case study examples was intended to fundamentally shift elements of authority and
accountability away from large, centralized inwardly-accountable public authorities to smaller, decentralized
outwardly-accountable private operators. Water provision then relies, in theory, on the water consumers that
are paying tariffs and who can hold service providers accountable and demand performance improvements
directly from them.

Because water supply is an essential public good, the politics around it are often forceful. For example, poli-
ticians will try to retain control of tariff setting, sometimes based on legitimate social concerns, other times to
please their constituencies. Private sector vendors will resist an expanded and more reliable water network
coverage that will be bad for their business. An important supply-side political economy aspect of urban wa-
ter supply and sanitation is that investment requirements for source development, mains, and sewerage and
treatments plants will typically be substantial and have long-term effects on finances as well as on general ur-
ban development issues.

Institutions: Changing incentives and accountability

In many countries urban water supply management and tariff setting has been controlled by a central agency
or utility. Introducing PPP management contracts that also bring tariff reform entails a shift away from reli-
ance on taxes and donor funds to income from utility customers. Some reformers find that costs for service
provision should be fully recovered through tariffs, and that all consumers must be tariff-paying utility cus-
tomers”. If politicians are reluctant to raise tariffs due to political reasons, the consequences for watet supply
sector reform can be terminal if not combined with other measures, such as improvement in collection rates
and enlargement of customer base by charging all consumers (including those that are exempted, such as pub-
lic institutions); decrease in unaccounted for water; and improvements in service quality such as increased
service hours.

Centralized public water agencies or utilities can resist tariff reform because of an aversion to accountability
to the customers, which can be the result of various things, including tradition, perverse incentives, etc. For
example, accountability relations emerged as a key issue in the Delhi case where accountability and contract
enforcement were notably absent, and on a smaller scale in the Burkina Faso case study:

e In Delhi, the parastatal Delhi Jal Board (D]B), created in 1998, is the primary provider of piped water
supply and sewerage services, serving a total of 1.5 million water connections and an estimated 1.3
million sewer connections. In the early 2000s, D]B performed pootly by any standards: water was
supplied intermittently (despite ample production capacity) and was of poor quality. D]B operation
indicators were all extremely weak and revenues were insufficient to cover operating costs, let alone
capital expenditures. DJB relied heavily on Government financial support for both recurrent and
capital expenditures. The Bank, approached to finance a water supply and sanitation project, was
ready to support a minimal reform based on: (i) an improved accountability framework through the
unbundling of the functions of regulator, financier, owner of assets and provider of service — hith-
erto concentrated in the hands of the state government; (ii) the contracting of operation and mainte-
nance in pilot zones to professional operators; (iii) more transparent financial transfers based on ac-
tual outputs in terms of improved service; and (iv) a gradual move towards full cost recovery. But
the project ran into trouble for a number of reasons: little political and staff buy-in, a vocal campaign
by anti-reform groups against the deployment of foreign consultants, and fears among middle-class
residents about tariff hikes, with each of these fueling the others. Eventually, this led to the govern-
ment deciding to shelve the project.

7 However, a point of debate is whether the cost of service provision includes depreciation of head works and replace-
ment costs.
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e In Ouagadougou Burkina Faso, (as in many poor cities) many families depend upon on-plot facilities
(pit latrines and septic tanks) rather than sewers to meet their sanitation needs. Such onsite facilities
require periodic emptying (“desludging”), usually provided by the informal sector. Although sludge
can be rich in disease-causing organisms, the workers and owners of sludge emptying trucks have lit-
tle or no incentive to carry sludge long distances to the central treatment works - instead, sludge is
dumped in the nearest ditch or watercourse, with the consequent risks of disease transmission. For
this reason, the sanitation department of the National Water Agency has been exploring both the
construction of decentralized sludge treatment works, and the use of financial incentives, to create
conditions where it is both financially and practically easy for the informal sector to “do the right
thing” and deliver the sludge where it can be treated and rendered safe. 8

An example of institutional change in a context of decentralization is Albania’s water sector reform.

e In Albania, the government embarked on decentralization to improve the effectiveness and efficiency
of water supply and sanitation service provision. The 2002 National Law on Decentralization man-
dates local government with the provision of water and sanitation services and tariff setting authority,
but reform progress is slower than expected. Reasons include: an uncertain policy environment (with
incomplete information about new roles and responsibilities for both central and local government);
unprofitable water companies; and a political tussle over the control of future investment streams be-
tween the ministry responsible for decentralization and the line ministry for water supply and sanita-
tion. As a result it became necessary to clarify provisions for asset transfer, financial viability, and the
legal framework to ensure the success of the water sector reform. Decentralization, which entails
fundamental changes in institutions, incentives and accountability, will take time and the water sector
reform process is dependent on this.

The Albania case study, along with the case of provincial reform in Argentina discussed below, highlights that
the changes in central-local government relations in a decentralization process is an important starting point
for institutional change in both central and local sector agencies. However, an example of the complexities
involved in establishing functional PPPs in a context of urban decentralization is the case of public toilets in
Ghana (Box 8). Here the establishment of appropriate public sanitation was blocked by a combination of
institutional inertia, decentralization without fiscal decentralization, privatization of small, but only semi-
independent public services, political patronage systems, and rent-seeking behavior.

80 Personal communication with Senior Water & Sanitation Specialist, ETW, World Bank in 2008
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Box 8: “Toilet wars”: urban sanitation services and the politics of
public-private partnerships in Ghana

In Accra and Kumasi in Ghana public toilets consistently have been poorly managed and the site of local political
conflicts — toilet wars — despite efforts at franchising them and community management. Despite nearly 20
years of experiments with various forms of public toilet management by political groups, to community busi-
nesses, to direct management by the Sub-Metropolitan Districts the actual situation had not changed much as of
early 2003.

By the mid-1980s, there were 384 and 400 public toilets in Accra and Kumasi respectively, used by 38 per cent of
the population in Kumasi, and 25 per cent in Accra (all in the poorest areas). At that time, structural adjustment
started rationalizing the public sector work force, affecting sanitation laborers who used to clean the toilet facili-
ties. District and Metropolitan Assemblies were mandated to collect user fees for the cleaning and maintenance.
However, a high number of public toilets lacked adequate financing or fee income for maintenance. Problems
were exacerbated by the continuing funding crises and never-ending retrenchments in the decentralized govern-
ment system. This reinforced the appeal of a franchising or contracting-out policy to relieve local government au-
thorities of the maintenance burden and offer prospects of an improved revenue stream.

PPP policies began in the 1990s and toilet management and maintenance were formally “privatized” in 1994.
Franchising and sub-contracting of revenue-earning public services became extremely popular with the newly
elected local political elites. They had potential for boosting public revenues. They also rapidly became prizes in
the political patronage networks of the city governments. The franchises involved revenue-sharing agreements
between the franchisees and the Sub-Metropolitan Districts (SMDs), and remained one of the few sources of
revenue still under the control of the latter. SMDs now rely on the toilets for around 60-70 per cent of their total
revenues — which nevertheless remain totally inadequate. Contracts were supposed to be given to registered
local companies with demonstrated capacity, but in practice beneficiaries have tended to be the Assembly Mem-
bers. Often they used front companies which were “community businesses” employing local people. Many were
former leaders of Committees for the Defense of the Revolution (CDRs) from the 1980s, who continued to be
dominant in local politics — which were (and remain) officially “non-party”. “Toilet wars” erupted when new gen-
erations of Assembly members challenged the dominance of the old CDR leadership. Public toilets became po-
litically protected business opportunities which, like taxis or bars in other cities, were given out as political favors.
Privatization led to a decline in the power of officials and increase in the power of politicians and contractors, who
now form a nexus of patronage relations that it is hard for officials to challenge.

From 2000 onwards, the new government'’s policy emphasizes “real”, transparent and competitive privatization, in
contrast to the franchising policies of the 1990s. Two new Metropolitan Chief Executives for Accra and Kumasi
were appointed, hoping that this would ensure implementation of the radical privatization policy. But this brought
the new Chief Executives into conflict with established local political networks, even within their “own” party. Full
scale political conflicts developed between Assembly Members and the Chief Executives, principally over their
stated intention to introduce full transparency into the tendering procedures. The arrival of new cohorts of elected
Members simply produced new, often violent conflicts between former and new Assembly members deriving from
“direct action” takeover battles for physical control of the toilets between groups associated with different Assem-
bly Members.

Community groups in the poorest districts were frequently created by or dependent upon local politicians and in
some cases were part of an urban “political machine”. Thus the normal logic of electoral politics, where politi-
cians are punished for poor performance when they don’t bring government jobs and amenities to their localities
did not operate. Instead, the privatization of the revenues generated by essential public services such as public
toilets was siphoned off by politicians who either owned or protected them, in order to buy the support of crucial
opinion leaders and community “vote-brokers”. The actual performance of the service becomes less important
than the privately distributed pay-offs it generates. The lack of party competition in Ghanaian local government
also reinforces the power of well-connected politicians to punish community groups who step out of line, as well
as to reward those who accept the benefits on offer. So the public toilets continue to remain overflowing and un-
emptied for months on end.

The political power of elected members and city officials, community politics and the patronage opportunities of-
fered by this form of privatization are inextricably linked and cannot be “depoliticized”, least of all at the commu-
nity level. It is only when these realities are recognized that different and perhaps more effective policies can be
developed.

Source: Based on excerpts from “Toilet wars”: nrban sanitation services and the politics of public-private partnerships in Ghana by Joseph Ayee

and Richard Crook, IDS Working Paper 213, December 2003.
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Actors’ interests and influence: political and economic interests

Opposition to water sector reform often comes from the urban middle class who benefits from existing sub-
sidies. It is not uncommon that 30-35 percent of connected users pay below the cost price for water. In
Honduras, for example, decentralization of the non-functioning national water utility caused active opposi-
tion amongst different stakeholders, notably the middle class®!. Since the urban middle-class is an important
constituency for some politicians, they work to keep their tariffs low. Thus political obstacles to reform are
often bound up in a “socio-political contract” between governments and vocal and influential middle-class
constituents. An interesting discrepancy between “willingness to pay” for water versus “unwillingness to
charge” is found in many cases. Willingness to pay studies conclude that poor consumers are willing to pay
for piped quality water, as they often already pay more for non-networked water if they are not connected.
However, governments’ frequent reluctance to charge higher tariffs is based on political pressures to keep
tariffs artificially low. Lack of political will to impose tariffs that cover operation and maintenance costs can
also be due to perverse incentives or patronage as illustrated in the La Paz case study where political interfer-
ence in concessionaire tariff setting derailed a process which had been extending coverage to poorer parts of
the city.

These concerns can influence decision-making and actions by bureaucrats, who may avoid unpopular policies,
such as raising tariffs and enforcing collections, in order to retain their positions. In other cases political in-
terference is more direct. A recent study on well-run public companies examined water utility management in
Mexico, where the utility was very well run and getting better, before the mayor changed and threw out all the
staff, at which point its performance began to deteriorate?. This is why utility managements and especially
regulators should be legally independent entities with at least some financial independence.

In some countries, the water service agencies and utilities are overstaffed, like many other government agencies ares>.
Public sector unions then typically oppose reforms to protect the jobs of their members. In this context, a major dis-
cussion point between the Bank and borrowers, that is outside the scope of the present study, is the financing ar-
rangements for the typically very substantial financial burden of compensation for lay-offs.

Public institutions, such as schools, hospitals or military bases are often exempted from paying their water bills and
politicians can be reluctant to abolish such exemptions, on vatious grounds. If the ministry of local government, for
example, through the water utility enforces bill collection from the ministry of energy, it can expect a similar treatment
from the electricity company, and being short of funds to pay for years of arrears, it may experience being without
power. Instead public institutions are sometimes seen to make ‘debt swaps’ between for example the water and the
electricity utility, or the water utility and the telephone company. However that is not always possible, for example if a
decentralization process has changed responsibilities and transferred liabilities from central government agencies to
local governments. In the Albania case, one reason why local governments are reluctant to take over asset ownership
of water utilities is that many have electricity debts that had been incurred by central government, but that would need
to be serviced by local governments if they accept the asset transfer. These very real problems should be transitional,
but they point to the importance of sequencing, timing and coordination of reform interventions in any particular
sector.

On the positive side, political interests can also present opportunities for institutional change, if motivated by improv-
ing coverage and development outcomes, or by the realization that price increases can bring better quality services
which can give political returns. Politically-driven change can break the cycle of opposition to reform, unsettle institu-
tions and bring about change. The Salta Province concession in Argentina illustrates this well.

81 Personal communication with Senior Water and Sanitation Specialist, ETW, World Bank (2008)
82 Kingdom, 2006

% In Teguciculpa, Honduras, for example, 1,100 people are employed in the sector when the ideal number would be
closer to 300 people. Personal communication with Senior Water and Sanitation Specialist, ETW, World Bank in 2008.
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In Argentina®4, the Salta administration, with one of the poorest of Argentina’s 22 provinces, was motivated to water
sector reform by concerns of coverage and public health. It used imaginative means in its role as the concession
granting authority to change the institutional set up in a way that would progress towards universal coverage. Water
Sector Reform in Salta started after the provincial legislature delegated the power to define the rules and procedures to
concession state water companies to the Provincial Executive branch of government in March 1996. Under the Ar-
gentine legal system, provinces have the authority to delegate responsibilities for water and sewage service provision to
municipal authorities, yet neither the regulatory framework nor the concession contract provided for the involvement
of local governments. Undaunted, the provincial administration developed a transaction strategy, that was designed
to build bridges between the municipalities, user organizations and the concessionaire. Salta Province learned from
the failures of mega-concessions in Latin America in the 1990s. As a result, coverage increased from 76 percent to 96
percent for water supply and from 54 percent to 84 percent for sanitation, while the number of municipalities served
by the concessionaire was increased from 43 at the beginning of the concession to 56 in 2005. The achievements
made toward the objective of universal coverage are notable in part because the concession took place in a poor prov-
ince, and because it survived a major economic crisis in the country.

Economic rent-seeking behavior can be a significant factor in water supply and sanitation reforms. Examples
abound. In an institutional context with low transparency, poor contract enforcement and weak accountability, large
investments provide opportunities for “top slicing”. Poorly monitored tariff streams can be diverted. Illegally con-
nected customers can pay utility staff to avoid being cut off. Approaching and working with these incumbents can be
challenging, and some may actively block reform.

Economic interests at the micro level center on rent seeking in non-networked areas mediated by powertul stake-
holders aggressively defending their interests, sometimes with “mafia-type arrangements™>. Private water vendors
make a living out of selling water at ten times the unit price. In some instances, the staff of the non-functioning utility
sell water illegally to vendors. In Karachi, for example, utility staff are not working effectively and are operating an
informal system, while in May 2004 in Chennai, no water was distributed formally, but there were 11,000 tankers dis-
tributing water in the city.86

The playing out of these economic interests can have positive and negative implications for the poor. In
Delhi, tariffs are purportedly set at low levels to “protect the poor against large water bills”. But the DJB water bill is
only part of the water budget of households who typically spend about 1.5 times its amount on “substitutes to piped
water investing and operating boreholes, pumping, storage and disinfection equipment”. Indeed, the poor and in
particular the slum dwellers suffer most from the bad service that results from the low tariff and as they cannot fi-
nance construction and operation of such substitutes and often have to supplement their meager allocation of piped
water from expensive private vendors.

Through decentralization and social mobilization, the number and type of stakeholders that exert their interests and
influence in the reform increases, institutional arrangements change, accountabilities shift and the complexity of de-
sign and implementation of water sector reforms increases. For instance in Albania, decentralization gave local gov-
ernments the sole mandate to provide water and sanitation services. However, a major stumbling block to the water
sector reform has been the political economic risks posed by diverging interests -within and outside government- in-
cluding central government resistance to relinquish authority, and the reluctance of many local governments to take
over water utilities that are unprofitable, and indebted or insolvent. Additionally, the water sector witnessed changes
in number, type and size of private service providers in recent years. There is a growing number of local and regional
companies, from developed but also increasingly from developing countries, and of small-scale or informal providers
that operate in the water supply and sanitation sector®’. This calls for innovative and flexible approaches to lending
and non-lending activities by the Bank.

84 Saltiel and Maywah, 2007.

85 Personal communication with Senior Water and Sanitation Specialist, ETW, World Bank in 2008

86 Personal communication with Senior Water and Sanitation Specialists in ETW and SAR, World Bank in 2008
87 World Bank, 2008b
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4.2.3  Reform process

The complexities of political economy of reform in the water supply and sanitation sector highlight the need to tailor
analysis to the country and reform context. Secondly, it calls for a flexible and pragmatic process approach.

Dialogue and Decision-making

Civil society organizations (CSOs) are very involved in the water supply and sanitation sector in many countries. The
“water as a human right” debate has motivated advocacy CSOs in Ghana, Bolivia and elsewhere to raise legitimate
concerns regarding water supply accessibility and affordability under reform processes (see Box 9 for an account of
these issues in Ghana). CSOs, being patt of society — both local and global - naturally have their own internal ten-
sions. Shifting alliances, for example between global public sector unions, the social justice movement, former service
delivery NGOs turning to advocacy (e.g. WaterAid, Oxfam), and local consumers’ associations are commonly seen.

Box 9: Civil Society Organizations in the Water Sector Reform in Ghana

In 1995 the Government of Ghana (GOG) began stakeholder consultations to examine options for reforming the
country’s urban water supply sector. Poor financial and commercial performance meant that the sector was un-
able to generate enough revenues to sustain itself. Only 51 percent of the urban population had access to im-
proved water supply. The most pressing problems were a lack of entrepreneurship in management, high levels
of non-revenue water, poor billing collection, and weak financial management. Starting in 1998, the Government
undertook broad stakeholder consultations that included CSOs, donors, the Ghana Water Company and civil
society. The outcome was a recommendation that a private sector option should be examined for the urban wa-
ter sector. Eventually a management contract was considered.

Given the long period it took to get the management contract to bid, the government saw communication as an
important component of implementation, and hence a communications strategy was developed based on solid
research. A household survey showed that consumers were more concerned about water availability (41 per-
cent) and water quality (32 percent) than price (5 percent). Eighty-one percent responded that unreliable water
availability was the biggest problem with their water supply. The majority of respondents felt that both local and
international private sector participation benefits Ghana (86 percent), and 81 percent anticipated positive im-
pacts as a consequence of Private Sector Pparticipation (PSP) in Ghana’s water sector. However, 33 percent of
the respondents considered the government to be the most trusted party to manage and operate water delivery
systems. The government was aware of the challenge to broaden the PSP debate and communicate key deci-
sions to its citizens, as well as to the active NGO community in the country. Negative media coverage both do-
mestically and internationally, and vocal opposition from civil society groups, highlighted legitimate concerns
about profiteering of the private sector and access for the poor.

The Ghana Water Project then launched a Public Education and Communication Program. A Water Communi-
cations Committee, made up of managers of various water-related entities, was established to coordinate and
ensure consistency of messaging. The Program consisted of three parts: (i) community rallies for Resident As-
sociations; (ii) tailored workshops and presentations to media, Members of Parliament, NGOs, women’s groups,
labor unions and religious interests; (iii) production and dissemination of TV documentaries and radio talk
shows. A public debate ensued between the NGO-sponsored National Coalition Against Water Privatization and
a pro-PSP coalition inclusive of resident associations, professional associations, and individual citizens. The lat-
ter marched in the street urging the government to speed up implementation of PSP reforms. A management
contract was signed in November 2005 with a consortium of private companies to manage the country’s largest
84 urban water systems.

Legitimate citizen concern continues to encourage transparency and public oversight of the contract to ensure
quality of service. Communications is now the responsibility of the consortium. It remains to be seen if they
have the capacity to manage the communications challenges they continue to face, while remaining accountable
to consumers so that communication means more than simply an effective marketing tool.

Sources: Communication for Water Reform: A Guide for Task Team Leaders, DevComm, Wotld Bank; “Ghana Water Restructuring Project:
Public Opinion Poll Findings”, PowerPoint presentation, World Bank, June 2004; Communications Strategy for the Ghana Urban Water Project —
2005, Communications strategy, World Bank.

In some cases, and ironically in the eyes of pro-reformers, the interests of rent-seeking stakeholders can coin-
cide with the actions of civil society groups against reform. In Bolivia and in other cases, civil society has
opposed both tariff increases, drastic staff reductions and exclusion of the poor and criticized the assumed
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high profit for the private sector. A lot of the criticism was directly aimed at the World Bank which was seen
as forcing privatization.

This shows the importance of public perception for the reform design, implementation, and evaluation. Les-
sons from two decades of infrastructure reform identified this as a particular political economic challenge®s.
Perceptions are not only based on empirical evidence, but also on the way reform issues are debated, decided,
implemented and evaluated. This calls for public debate of reform options that not only consults, but actively
engages civil society, ideally at design stage. During the decision-making process, it then requires a systematic
process to address concerns that civil society has with the design, implementation or sustainability of the re-
form.

Dialogue can be improved through evidence-based approaches that move beyond the ideological rhetoric
over private sector participation. From a pro-reformer’s perspective it is not so easy, however, to demon-
strate that higher tariffs will lead to a higher level of service, especially in areas which are already connected to
the water supply system. Consumers experiencing relative deprivation understandably can become quickly
aggrieved if service does not improve when prices rise, as the case of tariff increases under pilot PPP in Alba-
nia illustrates®?. If the quality of services detetiorates after the PPP has been put in place, consumers are likely
to complain, which of course is their legitimate right. However, the issues of ‘price-to-quality of services’
relative to other public services, and the pricing structure and tariff increase amplitude can have drastic ef-
fects, especially in a volatile political environment, as illustrated by the La Paz case.

e In Bolivia, a state-of-the art poverty-focused management concession in La Paz extended the net-
work to poorer consumers in Ia Paz and El Alto and built in long-term pay back for connection
fees. Within three years, water coverage had increased to almost 100 percent, and within five years,
sewerage coverage rose to 76 percent. At the end of 2000, more than 80 percent of new water and
sewerage connections had been made in the cities’ poorest areas. However, support began deterio-
rating once the connection fee was increased for new consumers in 2001 through political interfer-
ence and in the wider context of national unrest over gas tariffs. Civil society opposition, mobilized
by a neighborhood councils network under organization of president Abel Mamani, was so success-
ful that the President of Bolivia cancelled the La Paz concession in 2005 and Mamani himself was
later that year appointed Minister of Water.

e The Salta province concession in Argentina demonstrates that it is possible to move to a more insti-
tutionalized form of participation in water sector reform. The unique structure of the Salta conces-
sion promoted a reform arena of collaboration and partnership between the provincial government,
the concessionaire, the regulating agency, municipalities and citizens throughout the concession
process. In the context of widespread regional opposition to privatization in Latin America, the
achievements made toward the objective of universal coverage are notable in part because the con-
cession took place in a poor province, and because it survived a major economic crisis in the country.

Champions of change

As in the agricultural sector, the “champions of change” factor is important in water supply and sanitation
reforms. Identifying such champions is an integral part of managing political economy constraints in reform
processes. It is worth remembering that champions might be placed well outside the agency or even the sec-
tor in which reforms are being planned or implemented. In Amman, Jordan, despite a relative high turnover
in cabinet posts”, the water sector reform process had continuous support from political actors. The monar-
chy sanctioned and championed reforms and was a crucial actor in their preparation, design and implementa-
tion. Similarly, powerful stakeholders at the macro level are not necessarily influential in reform implementa-

88 World Bank, 2006b
89 This refers to an assessment in late 2003. As part of the ongoing reform process supported by the MWWP, improve-
ments in water supply have occurred in Fier, Saranda and Durres over the last 4 years under the management contract.

90 \pi -
Ministers last for an average of eleven months and there have been seven Ministers of water over the past 7-8 years.
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tion; as evident from the Delhi case, recognizing this distinction therefore ensutres that “one speaks to the
right people”! and that the appropriate arguments are used with different interest groups.

e In Delhi, the DJB Deputy Chief Executive Officer, mandated by the state government of Delhi, as-
sembled a small team of reform oriented DJB staff to actively design the reform and initiate a broad
consultation on its objectives with key stakeholders, including politicians, DJB management and staff,
the media, customers and slum representatives. But they may have underestimated: (i) the capacity
of groups within the Government and DJB to derail what by Indian standards was an innovative re-
form that would have shifted the focus from the delivery of additional water supply and sanitation in-
frastructure (the preferred and familiar model) to the managerially more challenging improvement of
the water supply and sanitation service ; (if) the determination of vocal groups within the civil society
to obstruct a reform for which World Bank support had been requested, and their successful fear-
mongering about lack of transparency and alleged tariff hikes; and (iii) the support by better-off cus-
tomers for a reform that they were led to believe, by the negative publicity, would result in higher wa-
ter bills for them. In retrospect, the consultation might have been broader and earlier in the design
process, and the communication more strategic and proactive.

e In Salta province, Argentina, the provincial government did not give in during many critical mo-
ments, especially during the macroeconomic crisis when opponents to the concession called for its
cancellation. The provincial administration’s commitment ensured continuity and coherence in the
reform process. In the context of broader social upheaval and widespread protest elsewhere in the
region over privatization of water services, incentives were in place for the agencies involved to craft
and implement a reform that would contribute to social cohesion rather than division. Through the
reform, the provincial government hoped to unite and solidify its power base among a diverse group
of political parties and social groups. The stability and steadfastness of the provincial government
has been a key factor in maintaining the concession’s success.

The influence of the World Bank

The influence of development partners in the water sector is changing and in some cases gaining traction as it
becomes more flexible and process-otiented. The Bank’s 2002 Action Plan brought about a policy change,
discussed above??, and reflected in a recent publication on “Infrastructure: Lessons from the Last Two dec-
ades of World Bank Engagement.”®® This signaled important learning and represented something of an ad-
mission that “we were wrong on water sector reform”4.

Amongst government partners, the Bank has a greater opportunity to be seen as a useful catalyst in the re-
form process rather than resisted as an outside player imposing an external blueprint solution. This sea
change has also been well-received by CSOs, impacting partnerships and sector dialogue. For example, on
occasion, CSOs have alighed with the Bank against domestic incumbent interests.

As part of these newly-stated commitments to flexibility, the Bank has also learned that reform processes can
benefit from an incremental approach. In Vietnam, when city water riots tipped the politicians into action, an
incremental approach to institutional reform was adopted. A small part of the water supply systems in two
cities was improved before attention moved to the next area. This has taken several years and highlights that
even with the best intentions, one cannot turn things around overnight. The approach taken by the Bank in
both the Vietnam and Cambodia water sector projects was to engage directly with the beneficiaries, and
through this demonstrate to the politicians that there was suppott for the investment at a given tariff level.

91 Personal communication with representative of PPIAF, Wotld Bank in 2008

92 See also Matin and Izaguirre, 2006

93 World Bank, 20072

%4 World Bank, 2006b, Personal communication with Senior Water and Sanitation Specialist, ETW, World Bank in 2008
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Box 10. Demonstrating viable tariffs and meeting water needs in Vietnam — rural water supply

Despite Vietnam'’s sustained growth in recent years and a major reduction in poverty, more than 400 out of 627
district towns (with population ranging from 4,000 to 50,000) lack any form of piped water supply, and residents
must rely on untreated well or river water. Provincial water companies responsible for serving district towns
have only limited resources which they tend to focus on major cities.

In 2002, the World Bank’s Public-Private Infrastructure Advisory Facility (PPIAF) provided a technical assistance
grant of US$ 406,000 to pilot a new way of providing water supply to two district towns. The aim was to test the
viability of a new approach to delivering financially sustainable, customer-focused services — a demand-driven
approach in which each community would determine the best way to deliver services for which its residents were
willing and able to pay. As the project owner, the provincial water company would select a contractor through a
competitive process. That contractor would carry out the detailed design work on the water supply system, con-
struct the system, and then operate the system for a specified lease period.

At the heart of the pilot initiative was an extensive effort to engage the communities and other stakeholders, us-
ing a range of tools. These included socioeconomic surveys alongside surveys to assess demand, willingness
to connect, and willingness to pay. The consultation process also included discussions of two customer-oriented
issues. First, the communities had a choice of two household connection options, one requiring that customers
pay an up-front connection charge and then lower rates for water, and the other involving no connection charge
but higher rates. Both chose the second option. This option also included a minimum consumption charge for
each connection equivalent to five cubic meters a month, a mechanism to demonstrate potential customers’
commitment to using the service once connected, raise confidence and reduce the commercial risks for the op-
erator. Second, the communities, understanding that prices would increase over time as a result of inflation,
were asked whether they preferred annual but smaller price increases or less frequent (such as every three
years) but larger price increases. Both communities opted for annual increases, and this choice was incorpo-
rated into the project design. After the bidding process, the contracts were awarded to local private providers in
both pilots in January 2006. These operators — currently in the construction phase — are expected to begin de-
livering water to consumers by January 2007.

Source: Kingdom, Bill and Paul Reddel. 2006. Meeting water needs in Vietham. How engaging communities can help lead to
viable projects. Gridlines No. 10. PPIAF. Washington D.C.: World Bank.

The Bank has also shown that it can help to marshal evidence that will bring influence over reform discus-
sions and decision making. The Bank’s engagement in Albania’s water sector reform through the Municipal
Water and Wastewater project, the Public Expenditure and Institutions Review and a water sector PSIA
helped to influence the sequencing and pacing of the reform, and informed the Bank’s design of a Develop-
ment Policy Loan (2007).

In contexts where the Bank does not have a seat at the table as a lender on water reform, it has on occasion
been able to influence the reform process. In the Amman Jordan case, for instance, the Bank was able to
maximize its influence in a context where it was seen as a lender of last resort. In this case, the Bank used a
relatively small and “expensive” (IBRD) contribution of $55 million dollars within an overall donor package
of $255 million to “buy a seat at the table”, creating a forum for it to share its expertise, and contribute to the
design of the reform package.
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