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In the October issue of the Harvard Business Review. Louis

T. Wells and Eric S. Gleason quote Raymond Vernon In an article

entitled Isforeign Infrastructure investment still risky?" remembering what he

called the obsoleadng bargain. I would like to quote some excerpts of

their work which I found revealing.

"The theory starts with a simple principle: most countries

preferlocal ownership to foreign ownership, regardless of the industry,

but especially in importantvisible sectors. Foreigners are acceptable

only ifthe benefits overwhelmingly outweigh the economic and political

costs.

Yet infrastructure investments do not receive a continuing

influx of technology, they do not sell abroad, and capital does not

continue to flow in. Moreover if the foreigner leaves, the infrastructure

projectwftl remain. As a result, the presence of the foreigner may cease

to be viewed as essential for the operation of the facility.

The recent figures on expropiaiion 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 expropiatlons are uncommon, new

approaches such as priceregulation, restrictions on working permits for
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foreign managers, renegotiation of contracts, andeven buyouts cantip
the scales in favor of the host nation.

The authors conclude that host nations may for a number

of reasons see foreign investment in infrastructure as an obsolesdng

bargain.

I have begun this presentation with the above article

sunnnary because it seemstobe an excellent portray 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 expropiaiion dangers are a thing of the past, we

cannot forget that ourprojects havea strong impacton 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 inwhich theobsolesdng bargain becomes powerful
and presents a real threat.

So we should be able to envision solutions that while

providing acceptable risk levels to all parties will easily adapt to all
possible future situations, even those that today in our advanced
society we have not yet confronted.

If we are not able to predict what may happen in

Madrid. Washington orParis in the near future, how can we foresee in
a contract lasting 25. 30 or 50 years . what will happen in cities of
underdeveloped countries, where 50% of the population does not
presently have access to the water supply or sewerage we are going to
provide.
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Lacking abetter tenn, iwffl cafl aPrivate Institutional Joint
Venture acompany incorporated according to private law governed by
theTrade Laws of private companies, headed by professional manage
ment nominatedby the private shareholder and governed according to
private companies' customary practices, set up to render a public
service using an lntrastracture not owned by it where equity isshared
to negotiated proportions bythe public owner of the mfrastructure and
a private professional operator of recognized expertise, with both
parties present in the governing bodies ofthe company.

Thisdefinition is notablylong, but attempts to describe the

following essential conditions:

• Rendering of a public service

• Organization and bylaws according to commercial laws
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 on the Board ofDirectors.

The company mustbe theonly technical bodyauthorized to
mfli«* decisions affecting the infrastmcture, its use, its maintenance, its
development itsdesign, master plans, etc. These particular decisions
ofatechnical nature will besubordinate to policies established bythe
Municipal Authority.

Establishing the position ofa sole speaker who knows the
whole problem, who can analyze it from the point ofview ofaday to day
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operator, who forecaste cwisunrotlc^ investments to
be analyzed by the political or economic authorities and modified
according to their criteria or possibilities, to already an im
guch magnitude that in itselfJustifies its establishment and funding,
since it wfll prevent those Pharaonic works we have an seen awaiting
destiny in Hfc. When in the same organizatirattemanagemmtofdafly
operations is corniced with avision of future needs and Joint deci
sions are made together between rjublic and private inWativedeteg^^
agigantic step is taken In the right direction, capable of meeting any
kind of criticism.

The need to base a relationship on rigid legal contracts or
the urgency to Justify aprivatization with too many things being buflt
at once, can lead to problems far worse than those we are trying to

avoid.

It ciertHlnfy isn't doflars that wfll make inadequate tofrastruc-
tures operate, nor Is tt dollars that wfll succeed in changing the attitude
ofentire neighborhoods who have considered italuxury to be supplied
water two days aweek. Dollars wfll not make water flow from faucets
where either nothing or strange liquids drto. AU this wfll be achieved by
men and women who work to organizations with horizontal
ment where their opinions are listened to and decisions can be made
because power is decentralized and in the hands of professional
experts who have the necessary toots at their disposal and their hands
free to work, not bound by red tape.

After rapidly familiarizing themselves with the problems of
areal situation which they have had time to study, these experts wfll
be in aposition to recommend the most feasible investnumt plans and
financing alternatives.
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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 time. 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 rigid investment contracts. If economic conditions change,

or 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 wfll bring in specialized management capable of

revitalizing a deteriorated situation. But only In a Private Institutional

JointVenture is the Public Authority certain of the correct implementa-

tion of training programs for local employees.guarantedng a real

Independence from the foreign Investor at the moment of contract

maturity.

In a Private Institutional Joint Venture the public partner

must be an active element. It must know In depth what is happening

and provide its experience and knowledge. Its participation on the

Board ofDirectors is mdispensible, as is that ofthe private operatorAn

kinds ofsafeguards can be established there, some wfll derive from the

previously agreed share distribution as a reflection of the equity

balance. Others wfll be the product of specific agreements between

partners, giving greater weight to the private operator in decisions

concerning the technical development of the company, its dally opera

tion, selection of suppliers or the daily economic relationship with

consumers. On the other hand, the public partner may attempt to have

2652512
12-04-95 12:31PM P007 #15



04/12 OS 17:23 ©2682812 SAUK
a oos

R-91%

WtSWORLDRANrWATBRSJMWAR
.in.aulu.lWI—iM*«——:ACttlB»

WASHINGTON •OBCBMBBR H-»*•»

.^.ayonnwlrrvestments.in environmentally, long torn
!^Lg. ete. Wfcrent quonnn governing member.- .««»dance.
IZbTof vote, fcr each Wind of MM etc* be es*bi*hed*
crier to balance the needs and concerns ofell parties.

MUtf» ofedstmg structures nowin service are not solved
w anommus investments. rath- the contrary. When able and expe-
Loed proftsstonals«.in charge, and d parties h*-e eonunon goals.^lniproOT^«aohiev«dttas1^tiineandw«1v^n^
£^ZrTcoln»er confidence - retnvered. prtvatuanon mappla^ed.^loca.»udK^esareconvi»ced^1i«ayst»v»*s
^ advantage emhont opposifion between prtvate and nub*
interests, tens dimin*bing syndicate fears of prirate management

Then as the infrastructure n*y need bigger investments,^op^a^^beeamedoutkeepingmn.md.he^ma^and
Often misinterpreted feabrres of every public service: rem inv««m«*
Led. and U« m*»> caparay to generate csahnowatoen property
managed.

Host countries are apt to think they face an obsolesdng
bargam after the inlnal pertod is over and the project". inherent
J2*» surfece. MaFrtvate msfttuuonal Jomt V»turetb*
Bttuaaaa .oe. not arise, in my opinion, aPrivate in.mtutumal^
Venh»e ..the only v»ayto est**sh feasible, useful efficient and long
lasting projects.
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