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In the October issue of the Harvard Business Review, Louls
T. Wells and Eric S. Gleason quote Raymond Vernon in an article
entitled "Is foreign Infrastructure invesmment still risky?” remembering what he
called the obsolescing bargain. I would like to quote some excerpts of
their work which I found revealing.

“The theory starts with a simple principle: most countries
prefer local ownership to foreign ownership, regardless of the industry.
but especially in important,visible sectors. Foreigners are acceptable
only f the benefits overwhelmingly outweigh the economic and political
costs.

Yet infrastructure investments do not recetve a continuing
influx of technology, they do not sell abroad, and capital does not
cantinue to flow in. Moreover if the foreigner leaves, the infrastructure
project will remain. As a result, the presence of the foreigner may ccase
to be viewed as essential for the operation of the facility.

The recent figures on expropiation indicate little reason for
pessimism, The resurgence of enthusiasm on the part of both new
investors and old ones suggests that investors believe in change. But
the herd may be wrong. Many of the underlying factors that led to
nationalization in the past have not in fact changed much.

Even though actual expropiations are uncommon, new
approaches such as price regulation, restrictions on working permits for

s1s

-04- :31PM  POO03 #15
R=91% 2652512 12-04-95 12:31



04r12 "985 17:21 2652512 SAUR

R=91%

1995 WORLD BANK WATER SEMINAR
Privats Instiosboosd Jednt veutures: A Challcagre for Water Masagoment

@oo4

WASHINGTON - DECEMBER 11-13 1995

foreign managers, renegotiation of contracts, and even buyouts can tip
the scales in favor of the bost nation.

The authors conclude that host nations may for a number
of reasons see forelgn investment in infrastructure as an obsolescing
bargain.

1 have begun this presentation with the above article
summary because it seems to be an excellent portrayal of the risks that
should be considered today before making any decisions on investments
abroad in our area of-business. Even if today we firmly believe that
nationalization or expropiation dangers are a thing of the past, we
cannot forget that our projects have a strong impact on the inhabitants
of a country or a city, in many cases with very limited economic
resources, vulnerable to the demagogic arguments fed by price increa-
ses, resource shortage periods, or projects with very long maturation
periods , situations in which the obsolescing bargain becomes powerful
and presents a real threat.

So we should be able to envision solutions that while
pmﬁdingamptabhﬂaklevdatoaupnruuwmeasnyadaptmau
poasihlefuﬂ:msttuaﬂms.evmthoscthattodaymouradwwed
society we have not yet confronted.

If we are not able to predict what may happen in
Madrid, Washington or Paris in the near future, how can we [oresee in
acontmctlasﬂngzs.morwyeam,whatwﬂlhappmmdﬁesnf
underdeveloped countries, where 50% of the population does not
pmsmﬂyhavcmmﬂlewatﬁaupplynrmgcwcmmm

provide.
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Lacking a better term, 1 will call & Private Institutional Joint
Venture aoompanymnmpmmdamordmgtnpﬁmlawgavemedby
the Trade Laws of private companies, headed by professional manage-
mmtnmﬂnamdbythepﬂvat:shamholduandgwemedamrdmsto
pnvatecompamu'umtnmmypmaloea.setuptomnderapubkc
service using an infrastructure not owned by it, where equity is shared
tnne@tlatedp-upm'umsbyﬂ:cpubhcomerofﬂwmfmstucmresnd
a private professional operator of recognized expertise. with both

'pazﬂespresentmthegavu-nmghodiesofthemmpany.

This definition is notably long, but attempts to describe the
following essential conditions: ;

. Rendering of a public service

“ Orgammﬂunnndbylawsaccordmgtocommercmllaws

“ Professional management

. Shareholders who fulfill two conditions sine qua non:
-Public, with direct responsibility for the water
supply

- Private, with proven expertise
. Presence of both shareholders an the Board of Directors.

‘Iheeumpanymmtbetheoxﬂytechnlcalbodyauthm'mdto
make decisions affecting the infrastructure, its use, its maintenance, its
development, its design, master plans, etc. These particular decisions
of a technical nature will be subordinate to policies established by the
Municipal Authority.

_ ' Estnbustnngthcposmonofasolespw]uarwhohmwsthe
whole;tublmwhocananalyzettfmmthepOLntofvlewofadaywday
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opemtor.whoﬁracam:nnaumptlm.pmduwwand investments to
be analyzed by the political or economic authorities and modified
amdmgmﬂwramaorpmslbﬂtﬂu.makeadymm:pmvmmtof
mchmmmdematmimlfjusuﬂmmmzhhshmmtmdﬁmdmg.
amceitwlnprevmtthoeephumcwurhmhmnnaemawnmng
wmn&.mmmmwﬁemmm
ope’raﬂnmismbinedvdthnvlslmd future needs and joint deci-
Mmmmwmumcmmmmm
aglgantlcstepistaken!nﬂ:erightdlrectlon.capableofmeeﬂngany
kind of criticism.

The nced to base a relationship on rigid legal contracts or
theurgencytnjusﬂfya;ﬂvaﬂﬂunnmmtmmanythmgsbdngbuﬂt
at once, canleadtoproblemafermethnnthosemmtrymgtn
avoid.

Rmﬂym‘tdonamthatwﬂlmak:inadeqtmteinﬁ'aMc—
ﬁmopum.whitddlmthatwﬂlsmedmchmgh:gthe attitude

ofmmenesghbarhoodswhohaveconsidu'editalmmrytnbesuppned
watutwodayaawaehpoﬂaﬁwﬂlnotmnkewaterﬂowfmmfanm

whutdﬂ:anothmgwsmgeuqmdadrlp.mmmbeadﬂemdhy
menandwomenwhnworkmorganmﬂonswithhoﬁmntnlmanap
ment where their apinions are listened to and decisions can be made
becauaepowerisdmenm]madandinthebandsd professional
mwhohmﬂxnecessarytoolsatthdrdmposalandthdrhands
free to work, not bound by red tape.
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‘With such expertise and organization, banks and financial
institutions have the confidence necessary to lend the resources
needed to carry out appropiate investments at the right ime. Public
representatives sitting on the Board of Directors, now having real
decision powers, can decide on the economic efforts that the population
can actually make and accordingly synchronize investments, What is
the use of rigld investment contracts, if economic conditions change.
ar initial data is proved wrong, therefore possibly causing resulting
rates to skyrocket beyond subscribers’ economic capacity.

I have already mentioned before that in a public service
company personnel is the most important asset. In a Private Institutio-
nal Joint Venture or in a concession or in any other type of contract,
the foreign investor will bring in specialized management capable of
revitalizing a deteriorated situation. But anly in a Private Institutional
Jaint Venture is the Public Authority certatn of the correct implementa-
tion of training programs for local employees,guarantecing a real
independence from the foreign investor at the moment of contract
maturity.

In a Private Institutional Joint Venture the public partaer
must be an active element. It must know in depth what is happening
and provide its experience and knowledge. Its participation on the
Board of Directors is indispensible, as s that of the private operator. Al
kinds of safeguards can be established there, some will derive from the
previously agreed share distribution as a reflection of the equity
balance. Others will be the product of specific agreements between
partners, giving greater weight to the private operator in decisions
cancerning the technical development of the company, its daily opera-
tion, selection of suppliers or the daily economic relationship with
consumers. On the other hand, the public partner may attempt to have
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mmmwamm sy paenent

g_realu‘aayonnewmtmsnm.m environmental issues, long term
planning, etc. Different quorum governing members’ attendance,
numberafvotesfnreanhldndofdeclﬂon.etc-wﬂlbeastabhshndm

mﬂcmbdmeetheneadsandmdaﬂparues.

mdmgsmmmmmmmtm
byennnnousmvemts.mﬂurthemu-a:y.mmﬁemdup:-
mwmmmmmmhmmongoﬂa.
mmpwmnmmmadwmammandwthvuymmd
investments. Consumer confidence is recovered, privatization is
applanded.andlocal'ﬁuthunﬁeemmvinwdthatthesystﬂnmm
to their advantage without opposition between private and public
mmm.tMdemmsynmmofpﬁvaiemmm

Then.as the infrastructure may need higger investments,
mhopmnmmbemmduur.mpmgmmmdthemmmd'
often misinterpreted feamresdcvuypubﬁcserﬂce:realmvwhnmt
needsmdﬂleurﬂce‘smpadwmgmmhemshﬂowwhmmpuiy
managed. -

Hostcountﬂuareaptwthmkmeyfaceanobsolwoing
bargain aﬁu'thclniﬂalpermduovernndtheprq]ect’s inherent
umbalances surface. In a Private Institutional Jomnt Venture this
situation does not arise. In my opinion, a Private Institutional Joint
Venture is the only way to establish feasible, useful. efficient and long

lasting projects.
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