
3.

REGIONAL PROGRESS IN THE FORMATION OF PUBLIC PRIVATEPARTNERSHIPS 
IN INFRASTRUCTURE

Experience has shown that the private sector can very successfully finance, develop,
manage and operate infrastructure that would traditionally have been solely within the domain
of the public sector.

Countries in the region which have been most successful in establishing public-private
sector partnerships in the infrastructure sector include Australia, Malaysia, New Zealand and the
Philippines where a considerable amount of groundwork has been undertaken prior to initiating
the privatization process. This included a clear identification of objectives, legislative and
institutional changes, selection/prioritization of specific project opportunities, parallel public
sector investment in supporting infrastructure, upgrading of existing in-house management,
establishment of political commitment and importantly, support of the population at large for
change expressed in dominant public opinion. In some of the cases where an existing operating
entity has been privatized, the preparatory work has also involved a reduction in the number,of
people working in the sector prior to the privatization process, and not as a result of it. Such was
the case in New Zealand when staffing of the national railway was reduced by 50 per cent prior
to privatization.

Although private sector involvement in infrastrueture development has been criticized,
many regional examples witness the significant progress that would either not have beenachieved 

without the private sector, or alternatively, could have been achieved only at theexpense 
of other competing investments which could not have been fulfilled within availablepublic 

sector budgets. Illustrations of these projects which have created new infrastructure and
services include the provision of an additional two million metropolitan telephone lines in
Bangkok and one million provincial telephone lines in Thailand (US$ 2,800 and US$ 1,250
million respectively), the North-South Toll Expressway in Malaysia (US$ 2,400 million),
construction of power plants in the Philippines, a mass transit system in Guangzhou, China (US$
1,200 million) and a national sewage system in Malaysia (US$ 2,500 million).

In addition to these projects designed to develop new infrastructure, governments have
encouraged the private sector to take over the operation of existing public sector infrastructure
and facilities. The aim being to increase capacity through efficiency gains while ensuring a future
private sector investment stream, for expansion and modernization. Among these developments,
mention should be made of the successful privatization of ports in Malaysia.

These two groups of examples illustrate just a few of the cases where the public andprivate 
sector have been able to establish a partnership for development. Unfortunately not allpublic-private 

sector partnerships have fully achieved their original goals. Even some of the
proj ects mentioned above have run into problems in the process of development, implementation
and on-going operation. In some countries progress has been difficult for a variety of reasons.

In the ESCAP region, the massive demand for new infrastructure is clear. The declared
policy of the majority of governments faced with constraints has been to involve the private
sector in the finance and management of infrastructure projects. Yet, even with the proven
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demand and declared political commitment, the level of up-take of projects by the private sector
in many countries has been much lower than anticipated.

In Malaysia, over the period 1983-1992, it has been estimated that the involvement ofthe 
private sector in infrastructure development saved the government in excess ofUS$ 15,000

million in investment expenditure. Similarly, in the Philippines, where the privatizationprogramme 
is now more than ten years old, significant movement toward private sector

partnership in economic development successfully raised US$ 2,000 million in 1994 alone. At
that time assisting in producing the government's first fiscal surplus in twenty years.

Other countries including China, Republic .of Korea and Thailand have also been
successful in involving the private sector in specific areas of infrastructure development.
Progress, however, in these and other countries of the region has ,been much slower than
originally anticipated. In hindsight this is perhaps not surprising considering the scale and
complexity of the projects and the major changes in philosophy required to be institutionalized
by governments in the privatization process. Similarly, the learning curve for the private sector,
related to commercial project implementation, has been a steep one in understanding thepressures 

that governments and the public sector have to accommodate in their national decision

making process.

Worldwide experience in the process of commercialization/privatization is now
sufficiently widespread for the following observations to- b~ made:

a) Private investors have proven keen to pursue many opportunities in ports, inlandwaterways 
and dredging. Several examples can be cited which are deemed highly

successful, both by the sponsoring government and by the private parties;

b) Whilst there are now many examples of successful transitions from public toprivate 
port operations, progress in many countries has been and remains slow;

c) Prospec.tive investors must first satisfy themselves that apparent opportunities
represent viable commercial ventures. This entails an in-depth understanding of
the potential risks and rewards -an understanding that has at times been difficult
to achieve;

d) Reasons for private sector delays in proceeding with projects include occasional
scepticism about the depth of commitment of central governments and l~cal
officials to the transferring of assets and permitting a viable commercial operation
to take place;

e) Other reasons for the private sector's hesitation can also be attributed to a lack of
clarity about the legal, regulatory and commercial environment in which it will
be expected to operate. In some instances, the absence of clear definitions of the
selection criteria also discourages prospective bidders from investing the
substantial amounts of time and money required to prepare a detailed and
comprehensive proposal; and
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It often appears that the foregoing conditions result from governments themselves
being uncertain as to what they wish to ~ccomplish through privatization and
what sort of waterfront service industry they wish to see upon completion.

f)

This last item is considered critical. The absence of clearly stated and accepted objectiveshas 
not only on occasion discouraged prospective investors, it has also contributed to

considerable political and legal controversy about the direction and merit of a government's

privatization policy.
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