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Let’'s say that nothing in thisworld hasvalue until itissold, or changed into
something you can buy. We tried to copy this culture after independence, tried to
compete as best we could in African countries and tried to take this model of neo-
liberalisminto our societies.

But it was contradictory to our culture here, which was not open to selling
public goods. Things like water and land were never really sold. Neo-liberalism
tends to deprive people of these goods, and they are left without any control
whatsoever.

Now, if you want to have land you have to have a title deed, private title.
How can you say privatize this land, in my country where there are more than 30
million people, and there isn't even enough money to do the surveys? The people
with money can therefore survey the land, and it can become theirs. Because then,
by law, they have a title deed. The rest of the population will just be there without
land, unable to complain because the law does not cover them.

And so with water also. When you privatize thisyou are depriving peopl e of
this good, and we are completely against this.

- Dr. Rogate Mashana, World Council of Churchest

Privatization is critical to reform in most developing countries. Helping
governmentsdesign and implement privatization programs has been amajor activity
of the World Bank for the past decade and a half.

- World Bank web site, Privatization and Enterprise Reform section?

lEurnpe
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Introduction

Privatization is one of the most forcefully privatization as the primary method of
trumpeted pillars of the neo-liberal economic economic reform, arguing that the performance
platform. Corporations and international of privatized firmsis superior to that of state-
financia institutions (1Fls), decrying owned enterprises.
government ownership as inefficient, inept and These institutions make broad assumptions
costly, insist that private ownership isthe path of benefit but often neglect to adequately
to efficient, rational use of resources. In their consider local conditions, especially social and
drive to attract foreign investment, governments environmental vulnerabilitiesthat are not
the world over are shedding regulatory reflected in cost efficiency analysis. Most
responsibilities, softening environmental laws, developing countries have put up for sale, or are
and turning control of resources over to national planning to offer, hundreds of enterprisesto
and transnational corporations. private ownership. These involve an array of

Privatization is not a recent phenomenon, firmsin many sectors, with varying degrees of
nor isit being applied solely within developing operational efficiency.
nations. The catastrophic worldwide recession This paper reviews the impacts of
during the late 1970s, the crushing debt crises privatization in two broad spheres of concern:
faced by many African and Latin American 1) public services, because of implications
countriesin the early 1980s and the transition to for the poor, and
market driven economiesin Asia, Eastern 2) natural resources, because of
Europe and Latin America during the early implications for the environment,
1990s, combined to highlight the critical issue national ownership and control of
of inefficient state enterprises and prompted a extractive methods.
shift towards harnessing the private sector in the The starting point is that substance upon
pursuit of economic growth. Canada and the which all life depends - water. The paper then
United States deregulated extensively from the examines aspects of privatization in mining and
late 1970s onwards and western European public utilities (electricity, transport,
countries, notably Germany, France and the communications), closing with a brief 1ook at
United Kingdom, began relinquishing control of the implications for working people, and
public utilitiesin the early 1980s.? organized labour in particular.

The international financial institutions, the Thisreview of experiencein these three
International Monetary Fund (IMF) and the broad areas - water, land and labour - indicates
World Bank, have used their considerable that broad assumptions about the benefits from
power as providers of finance and arbiters of the | privatization are an error. For the poor
main international debt relief program to lead especialy, privatization as awhole has not
the push for privatization. Privatization of brought better service at an affordable price.
public services and natural resource extraction Improvements that may result from
isnow a central component of IMF and World privatization of public services have too
Bank program and project work in developing frequently been limited to the areas that are
countries. For most impoverished countries, itis | most profitable.
acondition for devel opment assistance and debt In some cases, privatization has had deadly
relief. The institutions are committed to consequences. The worst choleraepidemicin
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South Africa’s history broke out after water
supplies were privatized, then made unavailable
in poor rural communities. The cholerainfected
160,000 and killed some 200 people between
Oct. 2000 and early 2002. Water that had been
provided to the communities without charge,
even under the apartheid regime, was cut off
when local residents could not afford to pay the
rates the new owners began charging. As result
of the rate increases, poor people began using
other - unsafe -sources of water. Privatization of
water did not bring an improvement of service.
Instead, it brought disease to thousands and
death to hundreds. It has brought death in other
parts of the world too.

Union leadersin Colombia are being
assassinated for their opposition to privatization
of public services. Teachers are gunned down
for opposing corruption, or cutbacksin
education budgets. City workers are killed for
voicing opposition to a private takeover of
municipal services. Each year, more union
workers are assassinated in Colombiathan in all
the rest of the world put together.

In India, poor people have been denied
health care when clinics are privatized. Those
who are denied access continue to suffer and
eventually die, excluded from a health care
system that isincreasingly elitist. Doctors who
challenge the privatization agenda have been
targeted by security agencies. They have been
arrested and their offices raided.

Privatization of electricity can mean that
urban wealthy and middle class neighbourhoods
can hope for improvements to service that is,
justifiably, criticized as unreliable. Poor
communities and especially the rural poor, on
the other hand, will not benefit from
privatization of the services they might
otherwise expect.

A review of experiencein communities
across the globe reveals that poorer
communities not only have not benefited from
privatization, but that people in these
communities had the most to lose in the first
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place. In many cases, they did not gain anything
at all, but lost access to service, in some cases,
access to a service they had come to rely upon.

In looking at instances of privatization
globally, there has not been a generalized
improvement in quality or availability of
service, or other benefits to communities that
are economically disadvantaged. In case after
case, the conclusion to be reached is that the
removal of service and ownership from public
hands in impoverished communities has
repeatedly resulted in a decline in access to
public services, and aremoval of national
control over the natural resources that could
play a prominent role in the economic
development of impoverished nations.

In these circumstances, this paper then
guestions whether the IFI’s are playing an
appropriate role by demanding privatization asa
central condition of development assistance and
debt relief, given their stated objective of social
and environmental protection and
improvement? If the objectiveisthe
improvement in services and living conditions
for the poor and vulnerable in the communities
served, it is not being met. If the objectiveisthe
establishment of economic stability and growth,
with an assumed increase in socia well being as
aresult, again the conclusion must be that the
objective is not being met.

Privatization of an industry may be aviable
policy option in certain circumstances. The
decision to privatize a state-owned operation
should be made at the national level, ina
transparent and accountable manner, with
demonstrated social benefit. The processwe
are now witnessing - imposed, sweeping and
ideologically driven - has had devastating
consequencesin too many places. Given the
evidence of social and environmental harm that
too often accompanied the process, it is
inappropriate for the IFI’sto require
privatization as a standard condition for
assistance and debt relief.

The Impacts of Forced Privatization in Vulnerable Communities



The International Financial Institutions

and privatization as conditionality
O T

The World Bank

The Bank is likely to increase its involvement in the coming years in post-privatization assistance

and private participation in social services.

- World Bank web site, Privatization and Enterprise Reform*

Privatization has become a central
component in World Bank and IMF programs
throughout the developing world (see Appendix
I1: Some summaries of privatization, excerpted
from documents of the World Bank’s
Multilateral Investment Guarantee Agency).
The World Bank argues that privatization can
bring better service and efficiency. While
admitting that there are costs, World Bank staff,
S. Brian Samuel arguesin the “Ten
Commandments of Privatization” - written for
the World Bank’s International Finance
Corporation - that nine out of ten times,
agencies up for sale are “ heavily tarnished by
years of state abuse - with two big problems:
excess labor and excess debt”.

The World Bank argues that privatization is
a success, pointing to the improvements to
KenyaAirways, with 1996 investments by
KLM Roya Dutch Airlines and othersleading
to improvementsin its airplanes and an increase
in market share, routes served and domestic
service, and hundreds of jobs created. Another
success story is the expansion of cell phone
competition in Uganda, which “made cellulars
an affordable mass market phenomenon (prices
begin at the equivalent of US$15 a month, plus
6 to 22 cents per minute of airtime)” according
to S. Brian Samuel, who writes about aspects of
privatization - both negative and positive - for
the International Finance Corporation (1FC).

Samuel recounts his frustration trying to

convince an African telecommunications
minister about the value of privatization: “We
were talking about the poor state of the
telecommunications network in Africa, and
every argument | advanced in favor of
privatization was expertly parried by a
counterargument. Finally, the minister banged
on the table and exclaimed, ‘ Listen, we fought a
war for this, and we're not giving it up!” What
could | say? The minister’s argument has a
compelling emotional component that is hard to
counteract with cold economic statistics.”®

Yet that is what the World Bank does -
respond to the reality of the country or the
community, with statistics that may or may not
reflect much of the reality of people’slives,
especialy if they are marginal to the game at
hand. The improvement to KenyaAirways may
indeed be an improvement, and bring in more
tourists and business visitors, but isa cell phone
- at the base price of US$15 - really a“mass
market phenomenon” in Uganda?

The poverty of sub-SaharaAfricais viewed
by the IFC in market terms, a concern because
thereisa“perception” that Africans “cannot
afford to pay the full economic costs of private
infrastructure services, according to Samuel.

In his“New look at African privatization”
paper for the IFC, he goes on to list other
“obstacles’ to privatization like the limited
domestic market and “improper” legal
framework and regulatory systems. The IFC,
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The International Financial Institutions and privatization as conditionality

like the World Bank as awhole, does not
respond adequately to concerns that cannot be
dealt with in strict economic terms. For
example, multinationals were successful at
capturing monopoly positions in countries that

moved quickly to dispose of assets, at least as
far asLatin American privatization is
concerned. The expansion of monopolistic
corporate ownership does not seem to be a
World Bank concern.

The IMF

Many IMF-supported programs in recent years have contained major policy understandings on
structural adjustment, price and trade liberalization, deregulation of the labor market, privatization
and many other policies. But, since none of these could conveniently be captured in econometric
equations, no attempt was made to build theminto the model. Thus, while financial programming
and the simple model underlying it continued to provide the packaging for the IMF’s lending
arrangements, the contents of the packages became increasingly complex over the years.

Jacques J. Polak, Director of the IMF s Research department from 1958 to 1979,
is considered to be the “founding father” of the IMF monetary model.

During the last decade, privatization has emerged as an important element of structural
adjustment in Fund-supported programs.. . . The available evidence suggest that private firms are
more profitable, and their output grows faster than those that remain in the hands of the state . . . On
the negative side, privatization often leads to job losses, the social impact of which may need to be
mitigated through retraining and job creation programs, and income support within a well-defined
social safety net. While some Directors observed that, by and large, the fund's conditionality had
remained concentrated on its core areas of responsibility, others noted that the application of some
conditionality outside these areas gave rise to concer ns that the Fund was over stepping its mandate

and expertise.”

- IMFE. “IMF Board discusses conditionality.” Public Information Notice

An IMF Working Paper on the impact of
privatization on countries economies argues
that there is a correlation between privatisation,
increased production and lower unemployment,
but even so admits that this needs to be
interpreted cautiously as the evidence is not
sufficient to establish causality.®

The IMF has recently been engagedin a
process of streamlining its conditionality - what
isrequired of countries asking for IMF
resources. Some conditionality isregarded as
being within the IMF's core areas, those areas
that relate more closely with the rationale for
the founding of the institution in the first place

Water, Land and L abour:

No. 01/28 March 21, 2001.

and so for which it has alonger history. These
include the system of currency exchange, the
financial sector and fiscal policy.

Privatization is not considered an IMF core
area, and there seems to be areduction in the
share of conditions directed to privatization in
new IMF programs. Inthe IMF s Poverty
Reduction and Growth Facility (PRGF)
programs, for example, privatization as a share
of conditionality has been reduced from 15.8%
of previous programsto 5.5% of new programs.
The reduction in volume does not mean the IMF
is stepping back from pushing privatization,
however, but seems to have identified the need

The Impacts of Forced Privatization in Vulnerable Communities



The International Financial Institutions and privatization as conditionality

to be more targeted.

For example, the IMF still considers that
these devel opments notwithstanding, Stand-By
Arrangements continued to cover some non-
core areas such as pricing, public sector reform,
privatization, and agriculture. Citing Croatiaas
an example, the IMF argues that structural
benchmarks on privatizing the
telecommunications, electricity, and oil and gas
companies. . . are intended to help finance the
government’sfiscal program and raise the
efficiency of the economy.”

The IMF has also identified areas of
privatization conditionality that the World Bank
will take more of alead on, like the
privatization of public utilities, for example.
AnIMF review of initial experience with
streamlining conditionality concludes “where
Fund conditionality has been scaled back
significantly, this often reflects greater reliance
on the use of World Bank conditionality outside
the Fund’s core areas, particularly in PRGF
arrangements’ .8

Debt relief and privatization - no choice for impoverished countries

Low income countries are taking charge of their own future and recognizing that there can be no
substitute for sound policies and their own efforts. The prospects for sustained, strong growth -
which is indispensable for reducing poverty - requires [sic] investment, not least in human capital
and infrastructure, as well as the right macroeconomic and structural policies, good governance,
and healthy institutions. Countries therefore need to act to build an improved investment climate for

private enterprise. . .

- Staff of the World Bank and IMF. “Review of the Poverty Reduction Strategy Paper (PRSP)
Approach: Main Findings, Recommendations and Issues for Discussion”, February 2002

The World Bank and IMF are the managing
agencies of the main debt relief program for
impoverished countries. Countries classified as
Heavily Indebted Poor Countries (HIPCs)
because of ahigh level of external debt relative
to their export earnings are eligible to apply for
areduction in their debt through this program,
the HIPC Debt Initiative. Creditor countries
have also agreed to link the reduction of
bilateral (country-to-country) debt to the HIPC
Initiative.

Debt relief through the HIPC Initiative is
conditioned on the completion of economic
restructuring that normally includes reduced
government spending, through, among other
things, layoffsin the public sector and
privatization. Delaysin debt relief have
become common amongst HIPCs that have
fallen behind in their privatization

commitments (see Appendix I11: Privatization
as afactor in delayed debt relief).

The World Bank and IMF intend to continue
to demand privatization, despite opposition
from many of the people affected. The
institutions seem heedless to the need to
provide an adequate regul atory framework
before allowing private ownership afreereign.
Indeed, too often a privatization program is
accompanied by ademand for deregulation,
including deregulation of labour standards and
environmental protection. While there are
circumstances in which privatization isan
appropriate path, the process thus far has been
lacking adequate transparency, democratic
process, and “country ownership” - to use a
recent favourite (albeit hollow) phrase of the
financial institutions.

As with so many aspects of behaviour of the
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The International Financial Institutions and privatization as conditionality

World Bank and IMF, privatization isan area
requiring increased scrutiny, critical analysis,
public information and participation. Countries
need to be allowed to author their own
economic programs, and not be faced with the
prospect of dwindling development assistance

and debt relief if they fail to hand their public
services and natural resources over to the
private sector. The financial institutions need to
be restricted from using their dominant position
over countriesin poverty to force the sale of
these countries' resources.

Water, Land and L abour :
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The International Financial Institutions and privatization as conditionality

Water, land and labour: the social and

environmental impacts of privatization
T

Water

The centrality of water to life places water at
the heart of the controversy surrounding the
merits of privatization. Increasingly, IFl and
Government’s policies treat water asa
commodity subject to the will of the global
market, even as more citizens demand that
governments develop and enforce policies that
secure the sustainability of this public trust and
basic human right.

The recognition of the right to water was
given support in November 2002 when the
United Nations Committee on Economic, Social
and Cultural Rights adopted a General
Comment on the right to water. The Committee
was explicit in recognizing that “the human
right to water isindispensable for leading alife
in human dignity. It isaprerequisite for the
realization of other human rights. The
Committee has been confronted continually
with the widespread denial of the right to water
in developing as well as developed countries”.®

The UN Committee goes on to urge that
international financial institutions, notably the
International Monetary Fund and the World
Bank, should take into account the right to
water in their lending policies, credit
agreements, structural adjustment programmes
and other development projects (see General
Comment No. 2,1990), so that the enjoyment of
the right to water is promoted.®

Without referring to privatization explicitly,
the Committee’s Comment argues that a
“national water strategy and plan of action
should also be based on the principles of
accountability, transparency... since good
governance is essential to the effective

Halifax Initiative Coalition, Canada

implementation of al human rights, including
the realization of the right to water. In order to
create afavourable climate for the realization of
the right, State parties should take appropriate
steps to ensure that the private business sector
and civil society are aware of, and consider the
importance of, the right to water in pursuing
their activities.™

Transnational corporations are threateningly
close to attaining a dangerous level of private
control of the world’s fresh water supplies
through their control of water services and
delivery. Proponents of privatization argue that
the governments of many countries, notably
those in the developing world, are overburdened
and unable to finance the infrastructure of pipes,
pumps, sewers and tunnels desperately needed
to provide sanitized water to the shanty towns
and small rural farms of developing nations.
Christopher Neal, External Affairs Officer for
Latin America & the Caribbean at the World
Bank, has emphasi zed that “ many countries
public sectors do not have the money or the
expertise needed to deliver safe water to all
their citizens. Consequently, they look to the
private sector to build, maintain and manage
water systems.” 2 Despite evidence to the
contrary, advocates of water privatization, led
by the World Bank, insist that private
arrangements can be made. They argue that
governments can ensure that proper regulatory
frameworks are in place to require monopoly
private providers to offer consumers water at
affordable rates.

The provision of water is so critical an issue
that it demands that nations explore the
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Water, land and labour: the social and environmental impacts of privatization

experiences of other countries to form extensive
understanding of the implications of decisions
regarding management or privatization of water.
Aswell, the establishment of strong
institutional frameworks and regulatory bodies
is essential to ensuring access to, and
affordability of, water to all segments of the
population. In light of the available research, a
strong case can be made that public control of
water provision, although desperately in need of
reform and restructuring, is more likely to fulfil
the needs of the population than control based
on the market and the behaviour of monopoly
private providers.

Organizations opposed to the privatization of
water emphasize that introducing private
control to water services and delivery createsa
polarity of water availability to the public based
on who can and cannot afford to pay for it. The
act of shifting control of water allocation to
private corporations means that the decisions
over the allotment of water become subservient
to the purely commercial considerations of the
profit motive without regard to conservation
and long-run sustainability of supply.
Furthermore, as corporations seek larger profit
margins, water consumption must expand
through the pursuit of methods that are counter
productive to conservation such as desalination,
and water export or diversion. Evidence
suggests that the return on the provision of
water falls short of required profit margins and
leads to attempts by water multinationals to
gain further monopoly control of water in
general by acquiring the ownership of water
infrastructure and licenses.®®

Extensive theoretical writing on privatization
assumes that the advantage of privatization is
the extra efficiency fostered through
competition. However, thorough comparative
evaluations of public and private options must
be made before privatization is allowed to take
place in order to ensure that claims about
efficiencies and finance are submitted to
rigorous testing.*

Water, Land and L abour:

The World Bank argues that poor countries
cannot afford to continue to subsidize water
delivery, but have to moveto full cost recovery.
In other words, consumer rates must be high
enough to finance sustained water delivery and
investment in service expansion. The Bank
ignores. the implications for poor communities,
that wealthy nations assume the costs of water
subsidization as a matter of course, and the
common practice of cross-subsidization.
Instead, it argues that the revenues generated by
increased tariffswill alow for expansion of
water delivery into areas now without access.
There islittle evidence that this has happened in
countries that have private water systems.

The privatization of water in Africahas had a
few generalized results: higher water tariffs,
with little benefit to the public purse for new
investment in public services, the disconnection
of service to poorer households that fail to pay
their bills, and slow expansion of delivery and
development of new networksto provide safe
water to those outside the old system.

The winnersin privatization of water are
private companies, which tend to focus on the
collection of revenue. This meansthe
installation of efficient meters to measure use,
but not the installation of new networks in poor
neighbourhoods. Private firms have a strong
position since they collect the bills, and then
pay the government the agreed fees.

Poor households are the main losers. The
exclusion of the poor from access to safe
drinking water means that they must use unsafe
water sources, with an impact in public health
that can be lethal.

Loss of serviceis perhaps the most
contentious issue when a public service like
water isprivatized. In South Africa, 92,772
households were estimated to have had their
water cut off for non-payment between 1996
and 2002. 75,400 of these cut-offswerein the
Cape Town and Tygerberg administration area.
In poor neighbourhoods, where most of the cut-
offstook place, non-payment is related more to

The Impacts of Forced Privatization in Vulnerable Communities
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an inability to pay rather than unwillingness,
and so the actions did little to achieve the stated
goal of improved rates of cost recovery.®®

The debate over the provision of water will
continue to attract global attention as shortages
of drinking water become more severe. It is
predicted that almost two thirds of the world's
population will suffer serious water shortages
by the year 2025.1% The ramifications of this
eventuality must not be ignored. Water is an
essential component of lifeitself and playsa
critical rolein most development activities,
from health and sanitation concernsto the
location of human settlements, agricultural

Country example: Ghana

production, nutrition and the maintenance of a
sustainable ecological balance. Consequently,
management of this resource must focus on
maintai ning ecosystems and watersheds in order
to promote conservation, reducing pollution of
water supplies, and creating legal protection for
thisinvaluable resource through national water
policies that recognize the right to water.*"Water
privatization effortsin several countries have
recently captured global attention. Thorough
examination of these experiencesis essential to
determine the social, environmental and
economic impacts of privatization policies.

Ghanais moving to decentralize and pass
control and ownership of water delivery to
private hands and local governments. The
International Devel opment Agency (aWorld
Bank branch that lends to the poorest countries)
is providing US$60 million of the $285 million
cost of the Ghana Water Sector Restructuring
Project.

The program in Ghana has divided water
supply into an urban sector and rural sector. The
urban sector is expected to achieve full cost
recovery and become profitable astariffs are
increased and the work force is reduced,
whereas the rural sector is expected to be
unprofitable. Urban water will be provided by
the Ghana Water Company, which has been
downsized in preparation for contracting to a
private company.

The rura supply was taken over by the
Community Water Supply Agency, an US$80
million project with aWorld Bank $25 million
loan component. Ghana's NGO community is
concerned that servicein rura areaswill
deteriorate under the divided system, since
income from the urban sector has supported
rural water supply inthe past. The rural sector
would not be sustainable once the cash
currently injected isgone.

Halifax Initiative Coalition, Canada

The minimum wage in Ghanais 5,000 cedis -
about US$3 - aday. Although thisisnot
enough to sustain afamily, most peoplein
Accra, the capital, do not earn this much and
many do not have regular employment. (More
than half the people in Ghana earn less than
1740 cedis- US$1 - aday.) InAccra, the cost
of abucket of water, about 2 1/2 gallons, for
those who do not have water piped to their
homes and must buy it from better-off
neighbours, was around 400 cedis until April
2001. InApril 2001, water and electricity tariffs
doubled, so a bucket now costs about 800 cedis.
In poorer neighbourhoods, untreated water from
hand-dug wells costs 50 to 100 cedis. These
shallow, hand-dug wells, some of them situated
close to open drains, do not provide clean water.

Evenin areas of citieslike Accrawhere there
is piped water, only certain neighbourhoods
enjoy aregular supply. Lower middle class
nei ghbourhoods that may have piped water do
not have aregular supply, mainly dueto
problems with the Ghana Water Company.
Besides cogt, therefore thereis also a problem
with supply, but it does not follow that the
answer is privatization.

Even though low income people cannot afford
current rates for piped water, tariffsin Ghana
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are considered by the World Bank to be below
market rate. With privatization and the use of a
“market” price system, tariffs can be expected
to rise considerably, with a damaging impact on

the poor. Limited accessto clean water will
lead, asit has elsewhere, to increased incidence
of disease.

Water is such a basic necessity; most communities will sacrifice other basic needs such as
clothing, education or health care in order to meet theinitial 10% capital requirement. But the
guestion is sustainability. Wil the communities be able to bear the future maintenance and repair
costs? Thelevel of rural family incomesislow. Wth the withdrawal of subsidies, thereisan
increasing inability of farming communities to access farm inputs such as fertilizers and to be able

to maximize yields and raise their incomes.

The larger context in the rural areas hasto be understood. Gover nment-supported IMF and World
Bank policies have privileged the large export farmersin terms of access to credit and inputs over
the small farmers who are producing foods for the domestic market. The large export crop
companies have also taken over the productive land, leaving less fertile, marginal land for the rural
farmers. Due to these policies and others, the incomes of the majority of the people (the small
farmers) are declining. At the same time, costs for potable water and other basic necessities are
increasing. The net effect is that the ability to pay for potable water in therural areasis receding

rather than increasing.®

In rural areas, some hand pumps and wells
have been established with the help of foreign
donors. The maintenance costs have been
higher than some communities can bear and this
has driven some back to using river water or
shallow hand-dug wells. These sources of
water can lead to increased spread of diseases
like guineaworm, cholera, bilharzia, diarrhea
and others. Inrural areas, 36% of people have
access to safe water, and 11% have adequate
sanitation.®

The World Bank is expecting a 5-10%
contribution from communities toward capital
costs and future maintenance. As Rudolf
Amenga-Etego, of the Integrated Social
Development Centrein Ghana, hasindicated in
the quote above, even thisistoo high for many
to bear.

The water privatization process in Ghana has
been dogged by accusations of bribery and
secrecy. The bidding process was marred by a
lack of transparency, and had to be restarted
after public complaint. Citizens still do not
know what companies are bidding on what

Water, Land and L abour:

- R. Amenga-Etego (Ghana) and S. Grusky (USA)

aspects of the Ghana Water Company; for
example, there may be adivision into different
districts with different companies operating
each. Proposed tariff structures, and the
proposed contract terms, have not been made
public, so the impact on poor communities
cannot be gauged. Documents prepared by
consultants to the Ghana government indicate
that private contractors will not be required to
expand water distribution to unserved or under
served areas, and that the Ghana Water
Company will continue to be responsible for
expansion of infrastructure. Nevertheless, these
documents also indicate that poor households
could expect to spend between 8 and 12 per
cent of their incomes on water tariffs.
Ghanaian activists are concerned that poor
communities do not know how their access to
water isto be safeguarded with new owners.
Two of the companies bidding for the water
system, Suez Lyonnaise des Eaux and
Bouygues/Saur, are foreign transnational
corporations with annual saleslarger than
Ghana's gross domestic product, raising
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concerns about the ability of consumersin
Ghana, especially the poor, to demand
accountability.

Rudolf Amenga-Etego argues that thereisa
role for the private sector to play in the
economic development of his country but, even
with the existing problems with water supply,
that role should not include water:

There are many sector s of the economy where
it isimportant for the private sector to have a
strong role. For example processing
[ manufactured goods], the hospitality and
tourismindustries, export oriented farming, etc.
However, certain basic human necessities such
as health care, education and water should be
publicly subsidized and regulated for reasons of
equity. Water is a basic human need. It isnot a
mere commodity and must not be left to the
whims and caprices, or even the good
intentions, of a private investor.

In spite of these flaws and inequities, the
World Bank is demanding water privatization
and cost recovery through increased tariffs as
conditions for arange of development
assistance finance. The closer the government
sticks to the World Bank’s program, the more it
will be eligible to borrow. The June 2000

Country example: Guinea

Country Assistance Strategy proposed alending
range of US$285 million to US$640 million,
with the government able to get the larger
amount if it complies with demands to privatize
electricity, water, railway transportation and the
ports. Project documents, like the Project
Appraisal Document for the Second
Community Water and Sanitation Project,
indicate that failure to achieve cost recovery
would threaten future World Bank loans to
improve the Ghana water sector.

The loans are supposed to be repaid from
revenues collected, especially from urban water
tariffs, which are also supposed to provide
returns to the private investors and, finally, to
the public sector. Evenin rura areas, which
have considerably less potential for revenue, the
Community Water Supply Agency - the separate
entity to be created - is being required by the
World Bank to recover costs by securing 5-10%
of initial costs from the affected communities
by setting market rate tariffs. Investmentsin the
supply infrastructure are to be prioritized based
on willingness to comply and pay.

In sum, the Ghana experience indicates alarge
number of poor will not get improved service
and they are losing existing access to safe water
asaresult of a privatization process that is not
transparent or responsive to their needs.

Problems associated with water privatization -
lack of expansion of serviceto poor and rural
areas and failure to improve efficiency of
delivery - isaso evident in the experience of
Guinea, in West Africa. When the water supply
in Guineawas privatized in 1989, the system
was in a bad way. Although there was plenty of
water, few people had piped access, and there
was a high level of water borne disease. Less
than 40% of people in urban areas had access to
piped water. Effortsto improve the system had
become bogged down because of political
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interference and the poor economic climate.
The arrival of anew military government
provided an opportunity for the World Bank to
push for privatization. The Bank provided
support for the creation of a new state water
authority, the Societé National e des Eaux de
Guinea (SONEG), to operate alongside the
privately owned Societé de Exploitation des
Eaude Guinea (SEEG). The government
opened a bidding process for ownership of
water servicesin seventeen urban centres, won
by an international consortium led by SAUR
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and Vivendi (there was only one other bidder -
another consortium).

SONEG, the state agency, wasto be
responsible for new investment, sector planning
and the setting of water rates. The privately
owned SEEG was to operate the existing
facilities and collect bills, paying arental feeto
SONEG

Privatization brought an immediate increase
in water tariffs, but a'so an improvement in
customer service (complaint response and repair
work). Therewas adramatic increasein the
effectiveness of customer metering, with 98%
of users having aworking meter in 1996
compared with only 5% in 1989, but the results
for expanded access were disappointing. The
connection rate was 38% in 1989, but had only
increased to 47% in 1996, leaving most urban
households still unconnected.

Over the years, prices continued to increase at
such a pace that even the wealthy began to have
difficulties paying. Rates became higher than
average for Africaand Latin America. The
private SEEG was profitable, gaining profits of
US$3.2 million in 1996, but state-owned
SONEG was losing money - US$4.1 millionin
the same year, mainly because the SEEG rental
fee to SONEG dropped and a government
subsidy came to an end.

The high water tariffs meant that government

agencies stopped paying their water billsto
SEEG (by 1991, less than half were paying their
bills; by 1993 this had dropped to 10%). This
was a substantial problem because these
agencies represent 30% of sales, so SEEG hiked
the rates for other consumers. The high rates
were adeterrent for new customers.?

Expanding and improving the water system
was also made more difficult by confusion
between SONEG and SEEG about their roles
and responsibilities. State-owned SONEG has
no access to SEEG financial information, so the
basisfor itsrequests for tariff increasesis not
clear. SEEG is supposed to report on finances
in some areas, but does not and thereis no
recourse for SONEG. Regulation isweak, and
there is no independent regulator to sort out
responsibilities beyond what is covered in a
series of contracts between the two agencies.

With the failure of government agencies to
pay their bills, SEEG withholdsits rental
payments to SONEG. This means that SONEG
does not have funds for the expansion of the
water network that is needed.

The net result has been bureaucratic
confusion, high tariffs, private profit for SEEG
but losses for the public SONEG, and little
expansion of water delivery throughout the
1990s.

Part IT Land: The privatization of natural resources and public goods

The natural resources of the land have always been central to the economic development of
impoverished countries. Mineras, forests and reserves of oil and gas are commodities sought with
such intensity that wars are fought over them. Privatization in these areas has been accompanied by
aprocess of deregulation and the withdrawal of the state from oversight and protection of people and

the environment.

This section will take a brief 100k at three aspects of privatization of resources derived from land -
mining, agricultural production and electricity - using brief country case studies. The impacts of
privatization in mining and agriculture are examined through brief looks at recent experiencesin
Zambiaand Senegal. The social impacts of privatization of electricity areillustrated in a separate
section, with highlights of the experience in the Dominican Republic.

Water, Land and L abour:
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Country example: Zambia

By the end of 1999, 238 of 311 state-owned
firmsin Zambia had been privatized. About
100,000 workers lost their jobs. Employment in
the formal sector of the economy fell from
566,000 in 1985 to 478,000 in 1999. Women
were most affected, and the negative impact
spilled over into the informal sector. Local
businesses have collapsed, and there has been a
significant rise in unemployment and poverty.?

The difficulties for women are aggravated
by traditional restrictions on ownership of land
and access to education. Government effortsto
address these issues - like the adoption of a
National Gender Policy - have not been ableto
compensate for the changes brought by
privatization and economic restructuring.
Literacy programs and public awareness
campaigns have begun, but the streets of Lusaka
are filling with women and girlsworking as
prostitutes because they lack other employment
opportunities.

One of the biggest privatization programs
involved the copper mining industry, amain
component of Zambia's economy. Mine
privatization has had a strong impact on people
in mining communities, who have witnessed the
ability of the private sector to operate in ways
that generate wealth for the owners but which
cost the people of the communities, often
dearly.

Zambia's economy is heavily dependent on
the mining of copper, cobalt and zinc, which
account for 75 percent of its export earnings,
mining accounts for 80 percent of gross
domestic product. According to the Central
Bank of Zambia, the industry isworth $320
million (about R2.6 billion).

Foreign investment plays an important role:
South African investment in the mining industry
alone accounts for about 70 percent of all new
investments, according to the Ministry of
Finance.

Most of Zambia's mining operations arein

Halifax Initiative Coalition, Canada

the Copperbelt Province, estimated to hold 34
percent of the world’s cobalt and 10 percent of
its copper reserves. This mineral-rich area has
also become a breeding ground for discontent.

In the copper belt region of Zambia, most
small scale farmers are insecure in the
ownership of the land they work, with less than
5% of them having leasehold title for their land.
Most pay rent to titleholders or have some kind
of sharecropping arrangement with the titled
owners. Others are squatters on land owned
either by the government’s Zambia
Consolidated Copper Mines (ZCCM) or private
owners, or on council or forestry land. Those
living in areas of customary land use do not
need to be consulted before mining operations
are allowed, and are usually not even aware of
the possibility of placing land disputes before
the Lands Tribunal.

The privatization of the state-owned ZCCM
isaconcern for those living on ZCCM land,
since it was the second largest landowner in the
country after the state. The rapid pace of
privatization left occupants unsure what the
future would bring, especially as pressure for
land was growing. Miners were laid off and
local businesses dependent on the ZCCM
suffered. With the informal sector already at
capacity and unable to offer viable livelihoods
for new entrants, these layoffs and business
failures brought a higher demand for land for
small-scale farming.

Few women own land, and in the copper
belt most are poor or very poor, unable to
produce enough for their subsistence. They
depend on family members, and their legal
clamtoland is precarious. Mine widows are
normally given one month to leave their home
after their husbands die, and usually have no
way of buying a house.

Effortsto find a solution that included
resettlement of squatters - who are officially
estimated to be more than 50,000 but probably
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number many thousands more - prior to
privatization collapsed in 1997. The efforts of
the Agriculture Department to mark off
ownership and use of agricultural areas were
hindered by the lack of information about who
owned the land, and the ZCCM did not provide
maps or clear information.

In one case, Oxfam Great Britain charged
that the owners of the Mopani mine failed to
comply with OECD Guidelines for
Multinational Enterprises by refusing to meet
representatives of the local communities or
nongovernmental organizations to discuss
problems related to land ownership and use.?

Minersin the copper belt have complained
about poor working conditions at the recently
privatised mines. The two biggest mining
operations are Konkola Copper Mines, now
owned by Anglo-American Corporation of
South Africa, and Mopani Copper Mines.

One area of complaint for localsisthe low
wages they make under private ownership.

People in some circles have been saying
mines are doing well and there is development
coming to the copper belt,” MCM miner Joshua
Bwalya said. “How can there be development
when miners are hungry? You will find that our
salaries differ from our white colleagues.”

He contended that Zambians often work
under inferior conditions compared to
expatriates, with expatriate white supervisors,
mostly from South Africa, getting large salaries
whilelocalsinrisky jobs were offered “slave
wages’. At MCM, for example, salary
disparities are such that awhite foreign
manager gets as much as K28 million (almost
US$10,000) a month while his Zambian
colleague gets K500 000 (US$120).%

The ZCCM, being a state-owned company,
was providing services such as health,
education, youth training and so on. But the
new mine owners absolutely refused to take up
these responsibilities. The Zambian
government did not give adequate attention to
the gaps that were created. So now you find
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that in the copper belt, even though things are
picking up for business, generally the
population isin quite dire straits because of
lack of access to quality health care and to
quality education, as they were in the past.

For example, at Chitwe Mines the mining
company would have a school, a clinic and
probably even a hospital. They would have
youth training centres, skill training centres,
and they would have a mother-and-child clinic
for nutrition lessons and all that. They'd also
offer bursaries for good students to study at
university, and of course would have various
social and entertainment facilities such as
football clubs, netball clubs, things like that.

For an ordinary family, the children would
go to the mine’s schools, which would offer a
very good education compared to ordinary
gover nment schools. And the family would go to
the mine-owned clinic that would offer better
services compared to ordinary government
clinics. Even though they were simple miners,
wor king underground, not privileged in any
way.

They' d have at least access to such services.

But then with the onset of the privatization
of the mines, the new companies comein -
South African, or British, or Canadian - and
say, “ well, for us, we're only interested in the
actual mine. We're only interested in the
smelter, and a few of the houses.” The social
amenities - educational facilitiesand so on - are
left for the government to run with a budget
already stretched and unable to maintain good
service.

Zambians feel that the government gave
huge concessions to the new companies,
knocking a huge percentage off their electricity
bills while the Zambian people are continually
paying. This meansthe public is subsidizing
the profit-making business. They get away with
some environmental issues, some of them
discharging too much sulphur dioxide in the air,
without much regard for the health effects on
ordinary people. - MolimaKufekisa-
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Akapelwa, Coordinator of the Justice Peace and
Development Centre, Lusaka, Zambia.

The World Bank regards Zambia's
privatization as a success story in Sub-Sahara
Africa. “Zambia has the most successful
privatization program to date and the
experience there offers many examples of best
practice,” a1996 World Bank report stated.

The indicators used in the report on Zambia
for assessing performance of privatization
programs were:

- the*“government’s willingness to exit
totally from equity ownership of the
enterprises’

- fiscal impact

- efforts to broaden ownership

- the*“level of foreign direct investment
attracted”

- post-privatization performance by the
enterprise

- program design and management

- transparency and government
commitment

Thereis no discussion of improvement of
public service to the miners and their
community, or of involving affected
communities in privatization program design,
other than areference to keeping the public
informed about the program.

The report boasts that the privatization in
Zambiais heavily private-sector led and
managed, with the Zambia Privatization Agency
(ZPA) chief executive appointed from the
private sector, and only three of twelve directors
appointed by the government. The government
has given the ZPA full responsibility for the sale
of major utilities and of the country’s largest

Country Example: Senegal

public enterprise, Zambia consolidated Copper
Mines Ltd.

The World Bank considers the main
problem with the privatization process to be one
of public “misconceptions’. Its 1996 report
stated that “in the minds of many ordinary
people, privatization became synonymous with
liquidation,” largely because some major public
enterprises, like the United Bus Company and
ZambiaAirways, had indeed been liquidated.
The Bank noted that the ZPA *has had to work
hard to correct that popular misconception.” 2

Number of companies/units privatized in Zambia
1994 (Dec) 15
1995 (Dec) 102
1996 (June) 137

In the end, the privatization of mining in
Zambia has not gone well for the country or for
the investors. With copper priceslow in 2001,
Anglo-American announced it was closing its
Zambiaoperations.

The World Bank response was to call for
more privatization in other sectors, saying this
would help shift the economy away from its
reliance on one commodity. Despite the
experience, more privatization was to be the
condition imposed on Zambiafor debt relief.

Zambiawould not reach the completion
point of the debt relief program, according to
the World Bank’s Zambia country manager
Laurence Clarke, “if it does not privatise Zesco,
Zamtel, Zanaco (Zambia National Commerce
Bank) and these things have to be done
quickly”.#

In Senegal, the groundnut (varieties of
peanuts) sector isthe most important single
source of employment. Forty percent of
cultivated land is used for groundnut
production, and more than amillion farmers
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earn their living from peanut production. After
the harvest, farmers bring their cropsin to be
cleaned and stored before being sold to the
state-owned company, the Societé nationale de
commercialisation des oléagineux (SONACOS)
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for processing.

The harvest in early 2002 was a good one, but
farmers were not able to benefit from it for a
number of reasons. The SONACOS subsidiary
that did most of the collecting and transporting
of the peanuts was eliminated in November
2001, as part of the move to privatize the sector.
Producers used to be paid at the collection
point, but were told they now have to wait until
the nuts arrived at the factory. Private transport
that was to replace the state system was not
established, contributing to the farmers’ distrust
of the new arrangements and the confusion
about getting the crops delivered.

In the end, farmers’ revenues were marginal.
Many complained of sending their produce to
collection points but not receiving payment
(they were told government credits would be
issued for payment at alater date). There were
reports of some transporters buying crops at

Electricity

discount prices, for resale to SONACOS at set
rates.

Farmers and opposition politicians criticized
the program, forcing the president to admit that
he had been following the demands of the
World Bank and IMF. The government then
announced it would cut back on the free market
reforms, and it tried to implement a structure of
control over the private intermediaries. The
IMF, World Bank and European Union
responded by demanding the re-institution of
full privatization before any lending to the
sector would be provided.

The Senegal ese government backed down,
agreeing to restrict SONACOS crop purchase to
40 percent of the harvest (it was traditionally
the buyer of most of the crop) and committing
to the privatization of SONACOS before the
2003 harvest.®

Electricity restructuring is an example of how financial globalization has fuelled devel opment

paths based on narrow economic considerations.

- Dr. Navroz Dubash, lead author of the World Resources Institute studly,
‘Power Politics: Equity and environment in electricity reform’ (June 2002)

Outside of industrialized countries, the
privatization of electricity has largely taken
placein Latin America, with the key players
being mainly Spanish and US firms. The
privatization is presumed to provide a profit to
owners, who are expected to operate efficiently
enough to give better service at lower prices. In
reality, the privatization means that government
gives up its responsibility to provide electrical
service while the private enterprise profits, but
other expectations are too often not met.

Privatization of electricity is often promoted
as amethod of solving problemslike:

- inefficient managerial/financial systems

- lack of finance for investment and
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mai ntenance

- political interference

Some of the problems associated with

privatization of electricity distribution include:

- competition to attract buyers often
means governments will assume the
debts of the enterprise, increase rates
and avoid unbundling of the sector, thus
ensuring a monopolistic structure.
(Unbundling refers to dividing the sector
into separate units with different owners
for electricity generation, transmission
network, local distribution, and aspects
of retail to consumers like metering and
billing. Unbundling assistsin avoiding
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problems associated with monopoly
ownership of all aspects.)

- sincefinal responsibility for providing
electrical power still rests with the state,
despite privatization, some governments
end up subsidizing the price of
electricity. Alternatively, governments
may try to restrict prices.

- private ownership of distribution of
electricity does not necessarily mean
improved efficiency of service. In many
instances, delivery breakdowns have
occurred after privatization.

- companies have been quick to
disconnect non-payers. In some cases
this might be a government agency or
the military, but can adversely affect
people in poor communities also.

- multinationals that are moving in to take
over electricity distribution are arriving
in a context of low regulatory capacity
or, in some cases, lack of political will.
Changesin corporate strategy that are
decided outside the country may have an
impact on local customers, who have no
say in the changes.

Governments in struggling economies are
faced with difficult challenges, trying to balance
the need for stable electricity costs that will
encourage industrial production and not trigger
socia unrest, with the pressure to find a buyer.
The nature of electricity distribution is such that
there is no competition that will help provide a
market price, but prices are set depending on
the desire for profit balanced against the ability
of the government to regul ate.

Privatization of electricity is often justified
by pointing to inefficiencies of state agenciesin
collecting revenue. Non-payment of billsis not
aunique problem, but privatization and
enforced collection can have severe social
impacts. If the state has allowed non-payment
to continue in disadvantaged areas, it operates
asaform of welfarism. Replacing thiswith a
private agency that does not hesitate to cut off
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non-payers can have unexpected social
implications. In the Republic of Georgia, the
private agency has been cutting off about 1,000
usersamonth. AES, the US firm, was cutting
off 2,000 people aday in the Dominican
Republic.?® Small businesses can be affected
along with poor individuals and families.

Despite their eagerness to collect payments,
private el ectric companies can be reluctant to
invest in long-term infrastructure. Problems
with electricity distribution system after
privatization emerged in countries as diverse as
Brazil, New Zealand, Argentinaand
Kazakhstan. Inthe Indian state of Orissa,
following a cyclonein November 1999, AES
proposed rebuilding its network - either by
getting US$60 million from the Indian
government or by raising its rates three times
higher.®

In some regions, there are concerns about
the monopolistic control that some companies
have gained. The Spanish company, Endesa, has
moved aggressively into South America,
acquiring ownership of Peruvian distributors
around Lima aswell as generators. In Chileit
took control of the utility holding company,
Enersisand its subsidiaries. In Argentina, the
government brought an antitrust suit against
Endesa, which had purchased large portions of
the power distribution system in BuenosAires.

Protests against the privatization of
electricity erupted in Arequipa, Peru from
Junel4-19, 2001. The street protests spread to
other cities of southern Peru, despite the
military presence. Genera strikes were called
in Puno and Cusco in solidarity with the anti-
privatization movement. During the Arequipa
protests, two students were killed at the hands
of police, and 150 people were injured.

In El Salvador, people had long endured
poor electrical service from the state agency but
privatization did not bring perceptible
improvement. The Structural Adjustment
Participatory Review Initiative (SAPRI), ajoint
World Bank/ NGO/ government review of
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impacts of economic restructuring, reported that
anational newspaper survey found that “81% of
the population surveyed on a national level
agreed that the privatized service was not of a
better quality than before” .3

Electricity privatization in El Salvador
began in 1998 when the government gave
control of distribution to five firms, gaining a
regional privatization record for the sales of
US$586 million and avoiding the trap of
monopoly control of distribution. Two years
later, four of those companies were in the hands
of AES, the American company.

The cost of electricity in El Salvador has
risen dramatically, especially for those in the
lowest consumption groups. For example, in
rural areas where the government had
subsidized rates, prices went up between 200%
and 300%. Higher rates have an impact on the

Country example: Dominican Republic

quality of people’s lives, but women are most
affected. The higher cost of electricity means
higher demand for other forms of energy
sources, like firewood, and so women are
putting in longer work hours into meeting
energy needs. The SAPRI study (2001) found
that in most of the cases it looked at, this meant
women had to increase their domestic workload
considerably.®

Aswith the other public services reviewed
in this report, privatization of electrical services
isaglobal phenomenon and forms part of the
standard program of economic restructuring
required by the World Bank and IMF. The
extent to which these institutions demand
privatization in electricity reform as a condition
for its assistanceis evident in the list provided
in Appendix I.

In 1999, the government of the Dominican
Republic privatized electrical distribution
networks, and transferring control to AES (US)
and Union Fenosa consortium, generating
plants. Transmission remained government
owned.

Pricesincreased immediately, with
generators boosting prices by 51% and
distributorsindexing their pricesto inflation
and the cost of oil, which went up considerably.
The state electrical company, Corporacion
Dominicana de Electricidad (CDE) tried to
soften the impact of the price increases by
absorbing 42% of the generator p