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uted free of charge. To subscribe, please send
your name, mailing address, telephone num-
ber, and fax number to the editor (Suzanne
Smith, The World Bank, 1818 H Street, NW,
Washington, D.C. 20433, email: ssmith7@
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Dear Readers,

The first Note in this volume shows that despite the hype about the private power industry, privati-

zation, competition, and the implementation of sustainable regulation are barely under way in the

majority of developing and transition economies. Power reform is most advanced in Latin America

and the Caribbean.

Two Notes provide data and analysis from the Bank's Private Participation in Infrastructure Project

Database. The first reviews natural gas transmission and distribution projects. Among other things, it

shows that divestitures and greenfield projects are more common than operations and management

projects and that export-oriented projects are starting to emerge. Investments in private natural gas

transport projects totaled nearly US$19 billion in 1990-97. Reviewing the rail sector, the second Note

shows that here operations and management contracts are more common than greenfield projects or

divestitures. Investments in private railway projects for the same period totaled US$14 billion.

Compare these totals with US$131 billion in power (see December 1998 issue) and US$24 billion in

water (September 1998 issue).

The volume also includes:

* lThree case studies illustrating actual or potential problems with the design of contracts for private par-

ticipation-a management contract for water in the Gaza Strip, a water concession for the neighbor-

ing cities of La Paz and El Alto in Bolivia, and subway and suburban rail concessions in Rio de Janeiro.

X Two case studies examining measures to mitigate risk in natural gas projects.

* Two case studies showing approaches used to deal with some of the complexities of regulating

private monopolies: methods applied in the United Kingdom to ensure that regulators do not abuse

their power, and the process for periodic price reviews in the gas transport industry in Argentina.

One of the first in developing countries, the Argentine review could be a trend setter.

Suzanne Smith

Managing Editor



Privatesector
Quarterly No. 17, June 1999

A Scorecard for Energy Reform in Developing Countries 5
A NWorld Bank survey of 115 developing countries shows that on average in mid-1998 just 39 percent of key energy
reform steps had been carried out. Only the upstream oil and gas sector shows a substantially higher degree of

reform, largely because of the need to facilitate concession agreements for high-cost exploration and production.

Private participation in energy is also fairly limited, as is privatization of existing assets-especially in Sub-Saharan

Africa and the Middle East and North Africa. There are large variations among countries in the number of reform

steps taken, with most reforms concentrated in a small number of countries. Reform is most advanced in Latin

America and the Caribbean. In the great majority of countries little or no reform has been done.

Private Participation in the Transmission and Distribution of Natural Gas-Recent Trends 13
Between 1990 and 1997 twenty-six developing countries introduced private participation in the transmission
and distribution of natural gas. This Note, which draws on the NWorld Bank's Private Paiticipation in Infrastructure

(PPI) Project Database, provides an overview of the patterns and trends in the projects in these countries. The
form of private participation varies-ranging from greenfield projects to export natural gas from Algeria to
Europe or to create a natural gas distribution market in Mexico to the privatization of existing assets in Argentina

and Hungarv. During 1990-97 the private sector took on the operations or construction risk of seventy-seven
natural gas transport projects, with investments totaling US$18.9 billion.

Regulation in New Natural Gas Markets-The Northern Ireland Experience 21
So far gas market liberalization has generally occurred in mature markets-particularly where much of the

pipeline system has already been laid, as in Argentina, Britain, and the United States. In these cases a compet-
itive structure is appropiiate. In new markets, however, it may be difficult to introduce a competitive regime

from the outset, and a different approach and form of regulation, such as a period of exclusive licenses, may

be needed. In 1997 the Northern Ireland authorities awarded Phoenix Natural Gas an exclusive license for a
limited period to develop a new gas market from scratch in the greater Belfast area. This Note explains the

rationale for a period of exclusivity and describes Northern Ireland's approach to gas market regulation.

Mitigating Currency Convertibility Risks in High-Risk Countries-
A New IDA Lending Approach 25
A proposed Currency Convertibility Fund, backstopped by a contingent credit from the International Development
Association (IDA)-the NWorld Bank's concessionary window for the world's poorest countries-has been designed

for the Songo Songo Gas Development and Power Generation Project in Tanzania. The fund is a transitional mech-
anism aimed at supporting the Tanzanian government's efforts to attract foreign equity in circumstances where
the private sector perceives a high level of risk and is otherwise unwilling to invest. The fund may be a replica-
ble mechanism that, by mitigating sovereign risks that investors are unwilling to bear and unable to hedge against,

could help catalyze foreign equity investment in other IDA countries and in projects that generate local currency.

Checks and Balances in Utility Regulation-The U.K. Experience 29
In the United States the courts have long been involved in the oversight of regulators. In the United Kingdom,

which created its utility regulators from scratch in the 1980s, an alternative system was sought. This system cen-
ters on three concerns: the procedure followed by the regulator, the substance of the decisions, and the accept-
ability of the decisions to the public. Three main institutions have oversight roles: the Competition Commission



(formerly the Monopolies and Mergers Commission), parliamentary select committees, and the courts. This Note

reviews the roles of these institutions.

The 1996-97 Gas Price Review in Argentina 36
This gas transport and distribution price review is of interest for several reasons. First, it is the first of its kind

in Argentina, and one of the first in a developing country. The outcome of the process provides a test of the

regulatory framework adopted by the Argentine government, and may influence regulatory reform in other

parts of the world. Second, as the first such event, the 1996-97 review set a precedent for methodologies and

approaches to be used in future utility price reviews in Argentina. Finally, the approach used to calculate the

cost of capital-as well as the other parameters used to set prices-provide an interesting illustration of how

theoretical and practical methods from regulatory practice in industrial countries can be adapted to develop-

ing countries, where data availability and other restrictions prevent a direct transfer of techniques.

Expanding Water and Sanitation Services to Low-income Households-
The Case of the La Paz-El Alto Concession 43
Bolivia's first major contract for private participation in the water sector was implemented in 1997. This was a

,wenyt-five-year concession for the neighboring cities of La Paz and El Alto. To date the La Paz-El Alto con-

cessionaire has met its service expansion obligations. But certain features of the contract could make it unnec-

essarily difficult to achieve the broad objective of universal service-as well as unnecessarily painful for some

households. This Note explains why.

Management Contracts in Water and Sanitation-Gaza's Experience 47
In 1996 a management contract was awarded to help the local government service providers and the Palestinian

WVater Authority improve water service. Since the contract became active, water quality has improved, water

losses have fallcn, and consumption and rcvcnues have increascd. Despitc the improvcd performancc, the

management contract has illustrated some of the limitations of this approach to private participation in water

supply. This Note reviews the contract design and discusses the lessons.

Private Participation in the Rail Sector-Recent Trends 51
The 1990s have marked the reemergence of private railway operation in developing countries after half a cen-

tury of nationalization and public sector management. By the end of 1997 the governments of fourteen devel-

oping countries had transferred varying degrees of responsibility for railway operation to the private sector. In

these countries private companies entered into a total of thirty-seven new contracts for the operation and man-

agement of railways. This Note uses the World Bank's PPI Project Database to analyze what has happened in

the rail sector since 1990.

Rail and Subway Concessions in Rio de Janeiro-Designing Contracts and Bidding Processes 59
In early 1995 the Rio de Janeiro state government began reforms aimed at selling or concessioning to the pri-

vate sector loss-making state-owned enterprises. This Note describes the concessioning of Rio's subway. the

Metro. in December 1997 and its commuter rail service, Flumitrens, in July 1998. The reforms were expected

to eliminate subsidies for the Metro and reduce them by two-thirds for Flumitrens, to improve service, and to

clear the backlog of maintenance and investment.
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A Scorecard for Energy Reform
in Developing Countries

Robert Bacon

Only a handful of developing countries have fully reformed their energy sectors-oil, gas, and power. The scorecard was
produced by a project

A World Bank survey of 115 developing countries shows that on average in mid-1998 just 39 percent funded by the World Bank
and United Nations

of key reform steps had been carried out. Only the upstream oil and gas sector shows a substantially Development Pro
gramme's Energy Sector

higher degree of reform, largely because of the need to facilitate concession agreements for ManagementAssistance
Programme. The longer

high-cost exploration and production. Private participation in energy is also fairly limited, as is paper on which this Note
is based is forthcoming

privatization of existing assets-especially in Sub-Saharan Africa and the Middle East and North and will be available from
the World Bank at

Africa. There are large variations among countries in the number of reform steps taken, with most 202 458 2321 (telephone)
or esmap@worldbank.org.

reforms concentrated in a small number of countries. Reform is most advanced in Latin America and The paper includes
scorecards for each

the Caribbean. In the great majority of countries little or no reform has been done. country.

TABLE 1 ENERGY REFORM INDICATORS BY REGION, 1998
Percentage of maximum

Region Average

East Asia and the Pacific 41 47 38 58 21 41

Europe and Central Asia 45 44 36 45 45 43

Latin America and the Caribbean 71 50 63 24 33 53

Middle East and North Africa 17 43 11 17 27 23

South Asia 50 50 50 44 27 46

Sub-Saharan Africa 15 59 31 24 20 32

All regions 34 49 38 35 32 39
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Sector reform scores each sector because the coverage differs among
them.

The survey of energy reform covered the power,
upstream oil and gas, and downstream oil and Energy sector reform requires a number of facil-
gas sectors (box 1). Oil and gas pipelines and itating steps, but the final goal is to introduce pri-
power transmission were omitted from the sur- vate ownership where possible and competition
vey if they had already been separated from the in the parts of energy industries that are not nat-
rest of the sector. For each sector the survey cov- ural monopolies, with monopolistic elements
ered only countries that have the sector and being regulated.
where it has not been entirely under private
ownership for the past ten years; sectors that The average reform indicator for all sectors is
have been under private ownership for ten years around 35 percent, except for upstream oil and
are not considered part of the current reform gas, where it is nearly 49 percent (table 2). These
movement. The results are given separately for figures indicate that, at the global level, many

The World Bank surveyed energy reform in 115 coun- freely set, since almost all countries have some pri-
tries to see what steps had been taken and what mile- vate retail gasoline outlets.
stones achieved in this process. The first four survey All the survey questions could be answered yes or
questions asked about reform steps that enable pri- no, making it possible to give precise values to the
vate capital investment in a sector that was previously number of steps taken. Each yes scored one and each

owned by the state. The last two questions asked no scored zero, giving a maximum of six for a sector
whether private capital had entered the sector. The when all the questions were answered positively. The
six questions are: number of steps actually taken, expressed as a percent-
1. Has the utility been commercialized and age of this maximum, is termed the reform indicator.

corporatized? For several reasons the data presented in this Note
2. Has parliament completely passed a law that understate what remains to be done:

allows the energy sector to be unbundled or priva- The survey asked whether there was any private

tized in part or in whole? participation, so even a small asset or share sale
3. Has a regulatory body that is separate from the util- would be counted as a yes and given the same

ity and from the energy ministry started work? weight as complete divestiture.
4. Has the core state-owned utility been * All countries were treated as equally important in

restructured? the questionnaire, so different countries with some
5. Is there any private investment in greenfield sites, privatization received the same weight regardless

either in operation or under construction? of the size of the sector.
6. Has any of the public utility been privatized? * Some countries have many regions, so success in

The questions about downstream oil activities dif- one region (for example, in one state in India)
fered slightly from those for power and upstream oil counts as success for the entire country. In reality,
because refining was separate from wholesale and the other states may be far from reform.
retail functions. For refining the survey asked about The reform indicator was calculated for each

private greenfield investment, but for retail and sector, for each country, for the aggregate of the
wholesale functions it asked whether prices are countries in the sample, and for each region.
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TABLE 2 ENERGY REFORM STEPS BY SECTOR
Percent

Sector and II: full U
'sample size

Power, 115 countries 44 33 29 35 40 25 n.a. 34
Upstream oil and gas,
49 countries 67 69 31 43 69 14 n.a. 49

Downstream gas,
55 countries 60 40 40 35 27 27 n.a. 38

Downstream oil
(refining), 57 countries 54 n.a. n.a. n.a. 23 28 n.a. 35

Downstream oil (wholesale
and retail), 72 countries 43 n.a. n.a. n.a. n.a. 28 25 32

n.a. Not applicable.
a. Though not among the six main reform steps for the other sectors, freeing retail prices is considered crucial to reform of downstream oil activities.

steps still have to be taken before the fullest tured through vertical and horizontal separation.
gains from private involvement in the energy Private greenfield investment could then be
sector can be realized. allowed. Finally, existing assets should be priva-

tized. Thus the first and most common step is cor-
The higher level of reform activity in upstream oil poratization and commercialization of the state
and gas is significant because there is often fierce enterprise, and the final and least common step is
government opposition to private sector entry in privatization of existing assets (see table 2). In
this sector. But a distinguishing feature of upstream power and upstream oil and gas a much larger
oil and gas activities is that the cost of exploration percentage of countries have permitted private
and development, especially of offshore oil, can investment than have introduced formal regula-
be very large, and the risks very great. In cases tion or restructured the industry. Such countries
where the state cannot take on the financing appear not to be preparing for privatization and
burden, private finance is often recognized as the creation of competitive markets. Rather, they
essential and is allowed through the use of con- appear to be augmenting the existing system by
cessions. Such concessions may require that laws admitting private investment on new sites, prob-
be changed and state enterprises restructured, but ably selling to the state enterprise through some
in few cases have countries been willing to priva- type of contract. The small portion of countries
tize existing upstream oil and gas assets. that have privatized energy assets confirms this

interpretation, especially for upstream oil and gas.
There is a logical sequence to reform steps if a
country is working toward full private sector par- Comparing reform across countries
ticipation and competition, and the survey results
were expected to show this pattern. First, the state For the most part reform has spread very unevenly
company must be corporatized and commercial- across countries, with upstream oil and gas expe-
ized. Next, a law permitting private entry must be riencing the most even pattern (table 3). In power
passed. Then regulation must be implemented. more than a third of the 115 countries in the sam-
After that the state enterprise should be restruc- ple had taken none of the six reform steps. The
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TABLE 3 NUMBER OF COUNTRIES BY FULL EXTENT OF ENERGY REFORMS

a- N

Power 42 15 16 12 8 10 12
Upstream oil and gas 5 4 7 15 12 3 3
Downstream gas 12 12 8 6 7 8 2
Downstream oil (refining) 24 14 11 8 n.a. n.a. n.a.
Downstream oil (wholesale and retail) 32 21 9 10 n.a. n.a. n.a.

n.a. Not applicable.
Note:This table shows that in power, for example, only twelve countries have taken all six steps, and fifteen have taken only one step.

TABLE 4 COUNTRIES IN EACH REGION TAKING KEY REFORM STEPS IN POWER
Percent

I ii I .N; i i

Corporatization 44 63 61 25 40 31
Law 33 41 78 13 40 15
Regulator 11 41 83 0 40 8
Independent power
producers 78 33 83 13 100 19

Restructuring 44 52 72 38 40 8
Generation assets
divested 22 37 39 13 40 4

Distribution assets
divested 11 30 44 13 20 4

Reform indicator 41 45 71 17 50 15

Note: Numbers in parentheses are the number of countries in each region's sample.

10 percent most reforming countries accounted ferences among regions. The results show that
for 30 percent of the reform steps that had been power reform is much more advanced in Latin
taken. This pattern suggests that reform is not a America and the Caribbean than in other regions:
uniform process, but rather that it proceeds 71 percent of the key reform steps have been
rapidly when conditions are favorable-and does taken, compared with 15 percent in Sub-Saharan
not even start when conditions are unfavorable. Africa and 17 percent in the Middle East and North

Africa (table 4). But even in Latin America and the
Comparing reform across regions Caribbean only 40 percent of countries have

started to privatize existing generation or distrib-
The country data were grouped by the World ution assets-while in Sub-Saharan Africa the cor-
Bank's regional classifications to highlight the dif- responding figure is just 4 percent.
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TABLE 5 COUNTRIES IN EACH REGION TAKING KEY REFORM STEPS
IN UPSTREAM OIL AND GAS
Percent

Reform step II' I

Corporatization 80 65 63 80 33 73
Law 60 65 63 60 67 91
Regulator 40 24 50 0 33 36
Restructuring 60 29 25 40 100 55
Concessions 40 65 63 80 67 91
Privatization 0 18 38 0 0 9
Reform indicator 47 44 50 43 50 59

Note: Numbers in parentheses are the number of countries in each region's sample.

TABLE 6 COUNTRIES IN EACH REGION TAKING KEY REFORM STEPS
IN DOWNSTREAM GAS
Percent

Reform step EhIlEhIll Eu

Corporatization 100 59 56 50 100 33
Law 50 33 78 0 67 33
Regulator 25 41 78 0 33 33
Restructuring 25 30 56 17 67 33
Investment 25 22 56 0 33 33
Privatization 0 33 56 0 0 17
Reform indicator 38 36 63 11 50 31

Note: Numbers in parentheses are the number of countries in each region's sample.

The regional picture for upstream oil and gas is mercialized and laws permitting private entry to
very different from that for power. The average be passed. Still, only one Sub-Saharan country
indicator for all regions is around 50 percent, and has been willing to privatize upstream oil and
for Sub-Saharan Africa it is nearly 60 percent gas assets.
(table 5). In African countries where there is
upstream production there has been an almost In downstream gas Latin America and the
universal willingness to allow private conces- Caribbean has again seen the most activity, with
sions, which are associated with the need for all steps being taken equally often, including pri-
state oil companies to be corporatized and com- vatization (table 6). Other regions have done little
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TABLE 7 COUNTRIES IN EACH REGION TAKING KEY REFORM STEPS
IN DOWNSTREAM OIL (REFINING)
Percent

Corporatization 75 59 45 33 67 55
Investment 50 32 9 0 33 18
Privatization 50 45 18 17 33 0
Reenrm indicator 58 45 24 17 44 24

Note: Numbers in parentheses are the number of countries in each region's sample.

TABLE 8 COUNTRIES IN EACH REGION TAKING KEY REFORM STEPS
IN DOWNSTREAM OIL (WHOLESALE AND RETAIL)
Percent

_ s~~~~~~~~~~~~~I

Corporatization 50 50 36 40 60 29
Privatization 0 42 18 40 20 24
Free prices 13 42 45 0 0 6
Reform indicator 21 45 : 33 27 27 20

Note: Numbers in parentheses are the number of countries in each region's sample.

to allow private investment on greenfield sites existing in every country, in some 37 percent of
and almost nothing to privatize existing assets. countries the sector had involved private partic-

ipation for at least ten years. In countries where
The reform effort in refining is notably low in this had not been the case the willingness to pri-
Sub-Saharan Africa, the Middle East and North vatize was generally low, especially in Latin
Africa, and Latin America and the Caribbean America and the Caribbean and East Asia and the
(table 7). Thus in Latin America and the Carib- Pacific (table 8). As with refining, many countries
bean there has been less enthusiasm for privati- in Europe and Central Asia privatized wholesale
zation of refining than for privatization of power, and retail functions. In some regions down-
upstream oil and gas, and downstream gas. In stream wholesale and retail oil activities
Europe and Central Asia, where many countries appeared to be viewed as a strategic sector that
have domestic refining capacity, a large propor- the government was unwilling to sell, while in
tion have privatized these assets. Europe and Central Asia governments have been

willing to divest themselves of this under-
The downstream wholesale and retail oil sector performing sector. This contrasts with the pattern
is very different from the other sectors. Besides in the upstream oil and gas sector, where Latin
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TABLE 9 COUNTRIES THAT HAVE ALLOWED PRIVATE INVESTMENT THAT HAVE TAKEN
OTHER REFORM STEPS
Percent

Sector fmf l Privatization

Power

Countries with
independent power
producers 63 57 50 57 50

All countries 44 33 29 35 25
Upstream oil and gas
Countries with
concessions 74 79 38 50 18

All countries 67 69 31 43 14
Downstream gas
Countries with private
investment 80 67 67 67 60

All countries 60 40 40 35 21
Downstream oil (refining)

Countries with private
investment 92 n.a. n.a. n.a. 62

All countries 54 n.a. n.a. n.a. 28

n.a. Not applicable.

America and the Caribbean has the highest pro- either to operate successfully. The same argu-
portion of privatization and all other regions ment applies to other energy sectors with respect
have virtually no privatization. to private entry into greenfield investment.

Does private investment encourage To test whether governments that were willing
other reforms? to allow private investment in new projects were

also willing to undertake other reform steps, the
In the early days of reform one strategy advo- relationship between these steps was calculated.
cated for the power sector was to encourage the For example, forty-three countries have inde-
entry of independent power producers. This pendent power producers, and of these 57 per-
approach was considered less problematic for cent have passed a privatization law (table 9).
government because it did not involve the sale of Among the complete power sample of 115 coun-
national assets or the immediate labor shedding tries, thirty-eight (33 percent) had passed a pri-
that a private owner might require. It was hoped vatization law. Thus countries that have admitted
that independent power producers would set a independent power producers have been more
good example for the rest of the sector and even- ready to take other reform steps.
tually force other players to become more effi-
cient and privatize assets. If that were to happen In power, downstream gas, and refining countries
the sector would ideally need a law permitting that have allowed private investment are more
private entry and a regulator-even though inde- likely to have taken other reform steps, including
pendent power producers, when governed by privatization of existing assets. The difference in
long-term take-or-pay contracts, do not require the reform indicator between countries with
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TABLE 10 REGIONS WITH PRIVATE INVESTMENT AND PRIVATIZATION OF ASSETS BY SECTOR
Percent

Power
Independent power producers 40 78 33 83 13 100 19
Privatization 25 33 41 50 13 40 6
Upstream oil and gas
Concessions 69 40 65 63 80 67 91
Privatization 14 0 18 38 0 0 9
Downstream gas
Private investment 27 25 22 56 0 33 33
Privatization 27 0 33 56 0 0 17
Downstream oil
Private refinery investment 23 50 32 9 0 33 18
Refinery privatization 28 50 45 18 17 33 0
Wholesale privatization 28 0 42 18 40 20 24
All sectors as a share of
maximum (weighted)

Private investment 40 48 38 53 23 58 40
Privatization 24 17 36 36 14 19 11

private investment and all countries is about 20 new private investment in the sector (table 10).
percentage points for power and 30 percentage Though there are large regional differences, even
points for downstream gas and refining. In in the two regions with the most reform
upstream oil and gas the picture is quite differ- experience-Latin America and the Caribbean
ent. The presence of a concession is associated and Europe and Central Asia-just 36 percent of
with only a slight increase in the likelihood of countries have allowed existing energy assets to
having taken most other reform steps, and with be privatized. In East Asia and the Pacific, the
almost no increase in the likelihood of having pri- Middle East and North Africa, South Asia, and Sub-
vatized existing assets. Saharan Africa this figure is around 15 percent. In

all regions except Europe and Central Asia there
How far has reform gone? is a notable difference between the willingness to

permit private participation in greenfield sites and
Commercialization and corporatization, legal the willingness to privatize existing assets.
reform, regulation, and restructuring are all cru-
cial to energy reform. But by themselves these Robert Bacon (rbacon@worldbank.org), Oil
four steps do not bring about the improvements and Gas Division
sought. To secure those improvements, countries
must also take the next two steps: allowing pri-
vate investment and privatizing assets. Only 24
percent of countries have privatized existing
energy assets, and only 40 percent have allowed


