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1. Introduction

I am not religious, but the first thing I thought of when I was asked to address Private-Public partnerships was the Bible story of Daniel in the Lion’s Den.
 You probably remember it: King Darius’ ministers propose that anyone who prays to a god other than that of the Medes be “cast into the den of lions.” Daniel is caught doing so, thrown to the lions, where he continues to pray, and sealed in with a big rock. King Darius can’t sleep, wakes up early the next morning, finds Daniel safe and sound, and feeds his ministers to the lions. And so Daniel prospered.

The lesson I take from this: if you’re consorting with lions, make sure you have a strong partner.

There is often talk about how well public-private partnerships work in the US, and they sometimes do. However, this is only true when certain conditions prevail:

· strong regulation,

· transparency, and 

· tenacious NGOs with resources. 

2. The Low-Income Energy Affordability Network (LEAN)

The Low-Income Energy Affordability Network (LEAN)
 in Massachusetts is a successful example of NGOs pursuing public interests, in partnership with government and private utilities, to reduce utility bills in low-income homes
 by weatherizing them and installing efficient appliances. The partners include:

· ten privately owned public utilities, serving virtually the entire state: two provide electricity,
 four provide natural gas,
 and two provide both;
 in addition, some municipally-owned utilities participate in certain LEAN programs;

· six government agencies: three that provide funding,
 two that regulate rates
 and efficiency services,
 and the Attorney General;

· representatives of four other interests, including customer sectors (industrial, commercial, and residential/environmental) and energy efficiency contractors;

· 23 community-based non-profit agencies dedicated to serving low-income families in various ways (for example, early childhood education, job training, distribution of public benefits) that implement the programs through installation contractors.

LEAN operates as something of a mutual aid society to provide back-up and advice when needed. The programs are currently funded at a level of about $29M annually, primarily by utility rates (which also include support of the DTE and Attorney General), with the balance coming from federal taxes.
 The programs are decentralized and operate through a complex of about 90 contracts, agreements, and regulatory filings (not counting contracts with implementation contractors).

The program is strikingly similar in many ways to the ILO SEED Programme’s small-scale enterprise waste management program in Dar es Salaam, Tanzania. In both cases, the program:

· identified a necessary public service not extended to the poor,

· developed a large network of community-based contractors to keep benefits in the community, improve access to the community, and enhance accountability to the community,

· provided training, financing, guidance and back-up,

· provided oversight, and

· thereby created a public-private partnership that produces service (affordable energy or waste management), community development, and jobs, all hitherto unavailable to the targeted low-income communities. 

The LEAN programs provide free installation of home weatherization measures and efficient appliances, including:

Insulation
Sealing against air infiltration

Low-flow showerheads and aerators

Heating system repair or replacement

Efficient refrigerators and freezers

Efficient clothes washers

Compact fluorescent lamps
Benefits of the programs are at least 2.5 times their costs and include energy and water savings, utility benefits such as reductions in payment arrearages, and some participant benefits such as improved health.
 Bill savings are about 25% for participating households, about 15% for those receiving only electricity-saving measures. The programs create more than 400 permanent jobs.
 Altogether, about 30,000 homes are served each year.

In addition to the communities’ benefits, utilities receive a direct performance incentive of about $1M per year, conditioned on energy savings and certain programmatic benchmarks.

The programs are built on the foundation of a federal weatherization program that has its roots in the 1970s. Most of the privately-owned utilities, however, did not become involved until the late 1990s. And it took considerable public action over an extended period. Steps along the way included Attorney General interventions with the regulator that resulted in exclusion from electricity rates of the investment in one large and costly generator, plans for another utility plant being scrapped altogether, and a finding that electricity utility supply and demand forecasting was severely flawed. A broad public campaign for investments in efficiency in place of power plants, led by environmentalists, ultimately resulted in a statute establishing an electricity utility obligation to fund efficiency programs. The statute includes a dedicated fund set-aside for low-income households. Similar results were obtained for gas utilities through the regulatory process.

From the first litigation to the enactment of statute in 1997 took 11 years. In addition to this length of time, LEAN’s success has required:

· strong regulatory oversight and direction,

· backing of the regulator by strong legislative direction from a statute that establishes a funding floor for low-income programs and includes a mandate that the low-income efficiency programs be implemented through the network of low-income agencies,

· strong and persistent NGOs, able to take advantage of the regulatory and statutory opportunities provided,

· support of the NGOs by a stable funding stream,

· support of public officials, such as legislative champions and the Attorney General, and

· support of private utilities, secured in part by the creation of incentives conditioned on provision of specified public benefits. 

3. Other public-private partnerships in the US and across the world

Unfortunately, this success is an aberration. Too often, even in the economically developed world, public-private partnerships combine public money and resources with private profit and disproportionately small public benefit. “Private sector builds the project – the public bears the risk” is too often the guiding principle. As the examples that follow illustrate, at least one of the critical elements described above is usually missing.

The Bechtel Group, Inc., gave $1.3M in campaign contributions during 1999-2002, mostly to Republicans.
 The current Republican national Administration recently awarded Bechtel, in secret, a $680M contract for reconstruction in Iraq. But perhaps the most breathtaking Republican nod to Bechtel came in connection with Boston’s Big Dig. The nation’s largest public works project ever is replacing an elevated highway that slices through Downtown Boston with a tunnel the width of the Central Business District. It is a stunning engineering marvel, though one Congressman famously opined it would have been easier to raise the city than dig this tunnel under it. After errors such as failing to include the city’s major sports arena on its construction map, and years of delays, the public $2.5B cost has in reality inflated 5.8 times to $14.6B. But, ten years ago, when Bechtel tried to give the real estimate to the Republican Governor, he is said (in sworn testimony by a Bechtel official) to have literally handed back the two-inch binder explaining the overrun. So far, government investigators have recovered cost overruns of $35,000.

Bechtel bought the water company in Cochabamba, Bolivia, in 1999 and promptly raised prices about 50%. There were no hearings, the World Bank pressured Bolivia to accept the increases, and two people were killed in public protests that lasted 13 days. Only then were both the sale and the price increases reversed. Bechtel continues to claim rates went up as little as 10%.

Bechtel books more business in some years than the entire foreign direct investment in Switzerland, Ireland, Sweden, Belgium, or Australia.
 Can a company this size really be controlled by government? 

Bechtel is one of the co-owners with Enron in the infamous Dabhol plant in India, which failed after attempting to extort a price for electricity of almost double the average and more than triple the cheapest alternative – at a rate of return of 30%, compared to the 3% return state-owned power agencies aim for. US Administrations of both parties pressed the deal, which many Indians (in and out of government) think was greased by bribery.

Enron was the main partner in Dabhol, but this was just one project among many, all over the world, financed by US Government and other government loans totaling more than $6.5B.
 It is probably no coincidence that Enron’s federal  political contributions and lobbying expenditures were $10.2M in 1998-2000 alone, without counting activities in the states or of Arthur Anderson (another $9M in federal contributions 1989-2001).

Enron’s most breathtaking political derring-do involved the Grahams of Texas. Enron gave Sen. Philip Graham more than $100,000 (making Enron his largest contributor) between 1989 and 2001. Sen. Graham helped enact (in 2000) the deregulation of the commodities trading Enron was doing. Before that, Sen. Graham’s wife Wendy, as chair of the Commodities Futures Trading Commission (CFTC), oversaw the exemption from regulation of Enron’s futures trading, around which occurred much of Enron’s chicanery and profiteering. Five weeks after she left the CFTC, Enron appointed her to its Board and, between 1993 and 2001, paid Wendy Graham more than $900K.
 

Bechtel and Enron evolved in one of the most developed and democratic countries in the world. It took more than 100 years to develop the US system of democratic and transparent utility regulation. It required substantial investments of resources and political will to get this far, and regulation still often fails. As India’s unhappy experience with Enron and Bechtel illustrates, the odds are much longer in the developing world. 

India is far from unique. Independent Power Producer (IPP) contracts have been a problem all over the world. Even a World Bank report concedes “IPPs have often inflated supply prices” – for example, 33% in the Philippines,
 51% in the Dominican Republic (where generators pulled the plug on a hospital when the government could not pay)
 -- and reports of corruption include Indonesia, Pakistan, Uganda, and Peru. In the southern Africa state of Lesotho, a government water project CEO was sentenced to 18 years in prison for accepting about $3.5M in bribes from foreign contractors, at least one of which has also been convicted.

Rio Light Co. in 1996 became a joint venture of AES, Reliant, EDF, and the Brazilian state. Thereupon:

· rates rose 19%,

· jobs were cut 40%,

· complaints rose 500%,

· mostly because blackouts became widespread and hard to repair because so many knowledgeable employees had been fired,

· nevertheless, share prices jumped 34% in one year, so

· finally, a regulator was established and held hearings – interrupted by a blackout.

The Company became known as Rio Dark.

There is much similar experience with water concessions, like Cochabamba’s 50% rate increase: Nicaragua +18%, Czech Republic +140%, Argentina +68% and worse water quality, Philippines (industrial) + 400%.
 A survey of seven water concessions in the Czech Republic, Hungary and Poland found jobs had been cut by 28%.
 Executives of Suez and Vivendi were caught paying bribes.
 One shudders at the thought that Enron’s ultimate plan saw water as a gold mine.

The World Bank delicately calls all this “state capture.”
 The point to be learned is that states should be cautious about any cession of control to private for-profit interests, including by privatization. Therefore, if a state chooses to privatize, it must at the same time establish strong regulation to maintain public benefits. The American experience shows the way but it is a very difficult path that requires very strong public and NGO
 institutions to advance public interests of quality, safety, reasonable price, transparency and democracy.
 

If the World Bank feels developing countries’ governments are too weak or corrupt to operate a public service, it is a mystery how the World Bank believes the same weak or corrupt governments can be any better at contracting with and regulating private multinational corporations that may be bigger than they are. The World Bank and other international agencies should support and build public capacity in developing nations, rather than allow corporate punishment of citizens of those nations because of the lack of public capacity.

4. Lessons

Several requirements need to be met in order to enable the public side of a public-private partnership to bargain on equal footing with private interests and to enforce the bargain agreed upon:

1. There needs to be a forum where the bargaining can take place, where the public interest has the same status at the table as private interests.

2. Both government and community-based NGOs must have resource support for participating.

3. NGOs at the table must be in for the long haul and learn the procedural and technical aspects of the matter and its regulation. This may require training.

4. The bargaining must reflect the public interest and result in enforceable rules for the partnership that codify the deal.

5. The bargain should include enforceable performance incentives for the private partner to provide the public goods (private rewards for public benefits).

6. The bargain must be supervised by a regulator whose processes and rules are participatory and transparent. 

My phrase for this is: democratic regulation.
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