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APPENDIX 8: ASSESSMENT OF SUPPORT FOR STRENGTHENING THE 

ENABLING ENVIRONMENT FOR PRIVATE PARTICIPATION IN 

INFRASTRUCTURE DEVELOPMENT 
 

 

A. Development Context 

1. Underinvestment in infrastructure constrains economic and private sector development (PSD) 

and adversely impacts employment, health, public services, and poverty alleviation. Investment in 

infrastructure has not met the demand from population growth and increasing urbanization. Only a 

few developing member countries (DMCs), including India, meet the recommended level of investment 

in infrastructure of 7%–9% of gross domestic product (GDP) per annum required for sustainable 

economic growth.
1

 Even so, due to the historical backlog of infrastructure investments, electricity 

generation, for example, is 16%-20% short of what is needed to meet peak demand in India.
2

  

 

2. Total infrastructure investment during the last decade has been about 2% of GDP per annum in 

Bangladesh and Pakistan, 3%–4% of GDP per annum in Indonesia and the Philippines, and 8%–9% of 

GDP per annum in India. Governments in these countries have been seeking to increase infrastructure 

investment levels and look toward the private sector to provide a large portion of the investment 

necessary to fill investment gaps. Envisaged contribution levels range from 35% in Indonesia to at least 

50% in India, Pakistan, and the Philippines to over 70% in Bangladesh. Actual contribution levels have 

been far lower. In 2 of the 5 case study countries, private investment levels during 2001 to 2012 have 

actually been lower than during the 1990s (Tables A8.1 and A8.2). There is anecdotal evidence that 

foreign project sponsors and financiers reduced their interest in new public-private partnership (PPP) 

transactions, including in Asia, during the recent global economic crisis, which dried up funding and 

reduced exposure limits to a number of DMCs. However, the pullback by international banks did not 

actually take place until 2011–2012, and it can be argued that Basel III has had a more detrimental 

impact on the availability of long-term financing than the crisis. In assessing private participation in 

infrastructure (PPI) volumes, it is worth noting that in a number of DMCs, including in Indonesia, public 

infrastructure investment has also been constrained, in part due to lack of institutional capacity and 

land acquisition and cost recovery issues. Related issues will need to be addressed to help remove 

infrastructure bottlenecks affecting economic growth and PSD. 

 

3. Although most governments view PPI primarily as a financing tool for new investments, 

worldwide experience shows that it can also be a means to improve sector efficiency.
3

 Given the very 

high levels of technical and commercial network and distribution losses of power and water public 

utilities in some DMCs,
4

 tapping private sector expertise for the management of network infrastructure 

and distribution systems has become more pertinent.  

 

B. Enabling Environment Requirements for PPI 

4. To determine what conditions need to be in place to facilitate PPI development, the study 

considered available research on determinants of and experience gained with PPI in developing 

countries.   
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5. A World Bank survey of local, regional, and international private sector companies investing or 

considering investing in infrastructure projects throughout East and Southeast Asia found that 

investment in the region and in specific projects is contingent upon improvements in areas that inform 

the predictability of the investment process (e.g., regulatory and judicial reform, increased 

transparency, etc.).
5

 Local and regional investors were only marginally less concerned with associated 

risks than global investors. In order of significance, political stability, a strong legal system, predictable 

government institutions, reliable courts, independence of tariff regulation from political decisions, a 

growing economy, and a low level of corruption were seen as the most important country-related 

factors, ahead of factors such as the stability of foreign exchange rates or availability of  hedging 

instruments, the availability of guarantees from governments or bilateral and multilateral agencies, and 

the cost of borrowing.   

  

6. Another World Bank survey of emerging markets infrastructure operators around the world 

found that more than 80% of respondents considered political risk (e.g., risks related to political 

stability and the enforcement of government contractual obligations) as the most important or a very 

important risk factor.
6

 More than 60% perceived legal and regulatory risks as most or very important, 

ahead of macroeconomic and social risks. 

 

7. The above enterprise survey results confirm the findings of other empirical studies on 

determinants of private infrastructure investment, particularly the relative importance of institutional 

quality. An International Monetary Fund study suggests that while macroeconomic stability is essential 

for PPPs in infrastructure, less corruption and effective rule of law were associated with more PPP 

projects.
7

  Another study focusing on the water sector showed that in this sector the rule of law and 

the control of corruption were still significant, but at a lower level than property rights and the quality 

of the bureaucracy.
8

 A study on the importance of adequate regulation for attracting foreign direct 

investment in infrastructure confirmed that foreign investment responds positively to the existence of 

an effective and credible regulatory framework.
9

    

 

8. The importance given by private infrastructure investors to the predictability of the regulatory 

environment and the enforceability of contracts is also a reaction to governments’ cancellations of 

projects and renegotiations of off-take contracts in the wake of Asian financial crisis due to perceived 

unfair allocation of risks, including foreign exchange rate risks. World Bank findings for the first 

generation of private infrastructure projects during the 1980s and 1990s emphasize that conditions 

have to be acceptable to all parties to achieve participation on a sustainable basis. Appropriate 

regulation and pricing of infrastructure services are of key importance.
10

 The following key lessons were 

identified: (i) unless tax revenues can provide sufficient levels of subsidies over the long term, revenues 

from user fees will have to increase through price increases and improved collection efficiency; (ii) 

where services for the poor are concerned, a range of service options should be allowed when 

developing private participation schemes; (iii) competition can help reduce prices and expand access; 

(iv) the quality of regulation matters and regulatory frameworks must be viewed as credible to 

investors and legitimate by consumers; (v) financing issues, particularly related to foreign exchange 

risks, have to be addressed; and (vi) continued broad-based political support for private infrastructure 
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needs to be in place, which requires building consensus for reforms through public education and 

consultative mechanisms.  

 

9. To make PPI a reality, investor and country risks and rewards have to be balanced and interests 

aligned. From an investor point of view, it is important that the overall investment climate in DMCs is 

improved. Strong rule of law and the existence of satisfactory dispute resolution mechanisms, 

protection of investments, high standards of governance, transparency, and competition, including at 

the bidding stage, can significantly reduce the level of risk premia demanded by infrastructure 

investors. This level of risk premia can also be reduced by a predictable long-term investment 

environment, including sustained political commitment to facilitate PPI, willingness to pay for 

infrastructure services, strong institutional capacity, and efforts to improve sector performance and 

financial viability through sector restructuring and other policy reforms. Sector reforms are particularly 

important for maximizing the economic benefits from PPI, and there is a strong case for introducing PPI 

in the context of wider sectoral reforms and restructuring, although individual transactions involving 

PPI can be feasible even in the absence sector reforms, particularly in the case of non-network 

infrastructure. There is some evidence that comprehensive commercialization of the power sector, tariff 

reforms, and the establishment of functioning, independent regulatory bodies should precede sector 

unbundling and the introduction of competitive markets to increase the likelihood of PPI success.
11

   

 

C. Sector Restructuring 

1. Rationale 

10. Both the objectives for and the desired extent of private sector participation (PSP) have 

implications for sector structure. To maximize the economic benefits from PPI, there is a strong case for 

introducing PPI in the context of wider sectoral reforms and restructuring. If PSP is mainly sought to 

mobilize financing for power generation or bulk water supply investments, no substantial industry 

restructuring is required, although investors prefer off-takers to be financially viable. By comparison, if 

PSP is intended to address system inefficiencies or mobilize resources for network infrastructure, prior 

sector restructuring is usually needed.  

 

11. Network utilities should be unbundled, horizontally and vertically, with potentially competitive 

segments where competition is both feasible and desirable (such as power generation) under separate 

ownership from natural monopoly components, which are carried out most efficiently by a single 

supplier (such as providing a transmission and network for electricity). In competitive or contestable 

segments any interference with market mechanisms should be minimized. It is important to realize that 

unbundling is not desirable when markets are too small for substantial competition to emerge, as is the 

case of smaller DMCs. Also, potential for unbundling differs from sector to sector. In some sectors 

(such as telecoms), it has been possible to open up entire industries to competition. The scope for 

introducing competition in the supply of water is far more limited than in other network utilities.
12

 

Greater opportunities exist to introduce competition in sewage treatment. Although experiences have 

varied considerably across countries and sectors, for the most part, the vertical and horizontal 

restructuring, privatization, and establishment of effective regulation of network utilities have 

significantly improved infrastructure performance. Investment and service coverage have increased, 

productivity and cost-effectiveness have risen, service quality has improved, prices have become more 

                                                
11
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 Local networks of pipes and sewers remain quintessential natural monopolies. Moreover, unbundling is not as attractive 

because increased competition in supply will likely provide far fewer benefits than in other network utilities; the costs of 

producing water (a potentially competitive activity) are low relative to the value added at the transportation stage (where 

natural monopoly prevails), though this may vary across countries. 
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closely aligned with underlying costs, and services have become more responsive to consumer and 

business needs and to opportunities for innovation.
 13

 

 

12. Particularly in the transport sectors, the corporatization, commercialization, and benchmarking 

of infrastructure providers can help prepare the way for PSP by creating the required institutional 

incentives. In the port sector, private involvement usually requires the creation of a landlord port that 

issues franchises to private operators, but does not function as an operator or regulator itself. PSP in 

the railways sector requires a dismantling of vertically integrated structures involving the separation of 

train operations from the provision of track infrastructure and terminals, which usually remains the 

responsibility of a public railway authority.  

 

2. Relevance of ADB Support 

13. In each of the selected case study countries (Bangladesh, India, Indonesia, Pakistan, and the 

Philippines), ADB provided significant support for the restructuring and unbundling of the power 

sector. Considerably less support was provided in other infrastructure sectors. Only in India, Indonesia, 

and Pakistan did ADB also have policy dialogue on reforms across a larger number of other sectors 

(airports, gas, railways, seaports, and water). In Indonesia, this involved the dismantling of state 

monopolies in some of these sectors to facilitate private participation. In India, ADB policy dialogue and 

technical assistance (TA) sought to support financial and institutional reforms in the urban and water 

sectors, including strengthening of the municipal tax basis, gradual implementation of full-cost 

recovery for urban services, universal metering, the ring-fencing of budget and account of water sector 

operations at the municipal level, and the reduction of operational costs.
14

 ADB support thus sought to 

address two of the three main constraints to PSP: (i) a lack of security of payments to private operators 

and (ii) low tariffs. The third restraint, which was not addressed by ADB, is a lack of credible 

information, including on existing assets and their conditions. Less support was provided for 

institutional restructuring involving the establishment of regulatory institutions and the restructuring of 

parastatal bodies, which are a condition for urban local body-level PSP.
15

 Support for transport sector 

reforms during the review period was limited to the establishment of the Madhya Pradesh Road 

Development Corporation, which has integrated sector management responsibility for all state roads, 

including the contracting of private companies under build-operate-transfer modalities. In Pakistan, 

ADB promoted the corporatization of Pakistan Railways and PSP in operating freight and passenger 

trains on Pakistan Railways’ track infrastructure. Little policy dialogue was had on the establishment of 

a toll road agency or regulator in the country, which are required to achieve envisaged PSP in the 

sector. PSP in roads is also constrained by complex institutional arrangements, land acquisition issues, 

legal impediments to assigning toll receivables, and providing guarantees against opening of 

alternative routes. In general, given ADB’s level of engagement and interest in promoting PPPs for 

infrastructure development in all of the study countries together with governments’ expressed desire 

for PPI, it is notable how little support ADB provided for addressing underlying structural issues in 

sectors other than power. This is in part due to lack of demand for such support from sector agencies 

that resist reform, particularly if it entails giving up some of their existing powers. 

 

1. Results 

14. ADB support for sector restructuring has had mixed results. Across all study countries, power 

sector restructuring efforts were more successful than the limited reforms in other sectors, leading to 

much higher private investment levels. 
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14

 Urban water supply and sewerage services are administered by water supply boards in various states. Water is subsidized, 

which has led to wastage, theft, high leakage rates, and poor collection. 
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 V. Sathyanarayan and D.T.V Rahgu Rama Swamy. 2011.  PPPs in the Drinking Water and Irrigation Sectors-A Review of Issues 
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15. In Bangladesh, earlier ADB support for power sector restructuring was continued during the 

review period, although progress has been slow. The reduction of outstanding dues by the government 

and its entities helped enhance the financial viability of the national power grid company and of the 

Dhaka Electricity Supply Company, which, together with operational improvements, helped both 

companies obtain stock exchange listings. However, further restructuring of the Bangladesh Power 

Development Board, in particular the corporatization of its generation and power distribution 

operations outside Dhaka, has been less effective because of lagging tariff reforms. 

 

16. In India, ADB-supported power sector restructuring in Assam, Gujarat, and Madhya Pradesh 

resulted in the unbundling of generation, transmission, and distribution functions. This facilitated 

decentralized decision making and improved accountability, although in Assam and Madhya Pradesh, 

the state electricity boards still retain the investment planning, human resources, and overall financial 

(cash) management functions, including responsibility for the allocation of sector revenues for debt 

servicing and payments for fuel and power. Particularly in Assam and Gujarat, restructuring led to a 

more commercial and competitive sector, which enabled the implementation of change management 

initiatives and efficiency gains. In both states, sector restructuring helped achieve a reduction of system 

transmission and distribution losses, which enhanced the financial viability of the sector. Distribution 

companies in Assam reached cash breakeven. In Gujarat, the sector has been profitable since 2007, 

making it one of the best performing states in India. This has helped attract significant levels of private 

investment in new power generation capacity. By comparison, in Madhya Pradesh, distribution losses 

remained high as the government provided little support for collection efforts. This contributed to the 

sector’s continued lack of financial viability, which has also affected the creation of adequate escrow 

cover for obligations under power purchase agreements. As a result, industry restructuring in Madhya 

Pradesh initially had limited impact on private investment in power generation. Although several 

independent power producers (IPPs) are currently being planned or under construction, many of them 

are planning to sell power outside the state if cash flow constraints of the state electricity board 

continue.  

 

17. The 2003 Indian Electricity Act provides for open access to transmission and distribution 

networks, trading and power exchanges, and distribution franchises. Private transmission projects 

covering Assam and Gujarat have been awarded. No larger investments in distribution have 

materialized. In Assam, a power distribution franchisee system was introduced to reduce technical and 

commercial losses and provide better services to rural consumers.
16

 As of May 2011, the scheme had 

973 agents who each employed more than five people, translating into employment for 5,000 people 

in rural Assam. The new system helped reduce transmission losses from 60% to 20%. There is a 

perceptible improvement in consumer satisfaction. With regard to other sectors, the establishment of a 

credible contracting agency has helped to significantly increase the number of road sector PPPs in 

Madhya Pradesh. Policy dialogue on urban sector reforms seems to have improved conditions for 

private participation in water projects in Karnataka. However, in general, water sector reforms have had 

limited success so far due to a lack of political will and broad-based support for the adopted policy 

agenda.  

 

18. In Indonesia, the Constitutional Court overturned the unbundling of the power sector in 

December 2004 and annulled the Electricity Law 20/2002 on the grounds that its provisions for 

unbundling and competton violated the 1945 Constitution. To meet the rising demand for power 

                                                
16

 Under this single power point supply scheme at the distribution transformer level, all consumers are serviced by a selected 

franchisee that provides specified services, including routine maintenance and the collection of bills on behalf of Assam Power 

Distribution Company Ltd. The scheme was applied in areas with the largest billing and collection problems, which also tended 

to be sparsely populated areas with poor response from the Assam State Electricity Board with regard to repairs. Given the 

economies of scale required to make a franchise work (a franchisee has to have at least 8 to 10 distribution transformers to 

improve collection efficiency), the franchisee system is being extended to the feeder level, which in some areas conflicts with 

parallel Assam Power Distribution Company distribution activities. However, incentives for reducing technical losses could be 

further improved by providing longer term franchisee rights that encourage franchisees to keep the last-mile access wires to 

consumers in a proper condition and introduce related performance targets.  
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supplies, the 2009 Electricity Law allows entities other than Perusahaan Listrik Negara (the state 

electricity company), including private entities, to participate in the electricity supply business in 

Indonesia. This effectively ended Perusahaan Listrik Negara’s monopoly to supply and distribute 

electricity to end customers, although Perusahaan Listrik Negara has been given the right of first 

priority in supplying electricity for public use. Important implementing regulations for the law have yet 

to be approved. Only a small number of IPPs reached financial close during the last decade in 

Indonesia. A key issue has been the uncertain financial viability of the off-taker Perusahaan Listrik 

Negara, which, due to non cost-reflective tariffs, is dependent on fiscal transfers that are allocated on 

an annual basis. Since the government has not been able to directly guarantee Perusahaan Listrik 

Negara’s long-term payment obligations under power purchase agreements, IPPs could not move 

forward for some time. An alternative (but not equivalent) guarantee mechanism became available 

with the establishment of the Indonesian Infrastructure Guarantee Fund, which, in October 2011, 

issued a Rp300 billion (equivalent to $33.9 million) guarantee in connection with the construction of a 

$3.2 billion coal power plant. PSP in transmission and distribution will require completion of the 

required regulatory frameworks.    

 

19. Road Law 38/2004 ended the monopoly of state road company (Jasa Marga) and allowed 

private investors to bid for new toll road concessions. However, Jasa Marga continues to package 

projects for PSP.  The ports sector was expected to open up following enactment of the Sea Transport 

& Ports Law in April 2008, but port authorities have not been established yet and the state-owned port 

operator retains an effective monopoly position. The situation is similar for air transport and airports 

despite the new aviation law. The state-owned enterprise (SOE) monopolies in the transport 

infrastructure sectors, many of which are the designated government contracting agencies (GCAs) for 

PPPs, actively obstruct the entry of the private sector investors. 

 

20. Although appropriate laws that should facilitate PSP in most infrastructure sectors have been 

approved, the preparation of required implementing rules and regulations has been delayed, which 

indicates a certain level of resistance and pushback by ministries and their SOEs whose positions would 

be weakened by more private sector competition. 

 

21. The Water Resources Law 7/2004 and implementing rules and regulations established a 

framework for PSP, ended the monopoly of local government-owned water utilities (Perusahaan Daerah 

Air Minum [PDAMs]), and removed local parliament approval for water tariff increases. Relevant 

implementing regulations include Government Act No.16/2005 “on the development of the water 

supply system,” which allows PSP in water supply; two decrees by the Ministry of Public Works from 

2006 and 2007 to establish a National Water Board; and the Ministry of Home Affairs. However, PSP in 

the water sector remains constrained by the low creditworthiness of many PDAMs,
17

 an uncertain 

regulatory framework, and growing opposition to private sector involvement in water. This opposition 

alleges that the Jakarta water concessions resulted in higher tariffs with no commensurate increases in 

service quality, and less access to water for poor people although the number of poor consumers has 

increased. Despite some efficiency gains, the concessionaires have been unable to significantly reduce 

non-revenue water due to unchecked water theft. One of the concessionaires (Palya) has also had 

problems procuring adequate amounts of raw water.  

 

22. Only in the Philippines has power sector restructuring, unbundling and corporatization and 

privatization resulted in majority private sector ownership of generation and transmission assets 

(distribution was already largely in the private sector). The sector restructuring is close to completion 

and considered not reversible. Progress with sector reforms has helped attract private investment to the 

power sector. By comparison, earlier ADB policy dialogue on the water sector restructuring outside 

Manila was not successful due to lack of political commitment. 

 

                                                
17

  The majority of PDAMs are technically bankrupt due to low tariffs, mismanagement, and high debt levels. Some PDAMs are 

moving through a government-assisted debt restructuring process.  
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23. In Pakistan, the government restructured and opened the power sector for private investment 

during the 1990s and created the Private Power and Infrastructure Board to facilitate investment. As of 

FY2010, 49% of all power was generated by private companies. The enabling environment for a 

competitive electricity sector was put in place when the National Electric Power Regulatory Agency 

issued a transmission and dispatch license to the National Transmission & Power Despatch Company 

(NTDC) in December 2002. This license envisaged a phased transition toward a competitive electricity 

market, although further actions are needed to achieve this objective in full.  ADB supported the 

restructuring and privatization of the Karachi Electric Supply Company.  Although the privatization was 

successfully implemented, there have been problems due to non-payment and electricity theft and 

labor resistance to restructuring. A new shareholder was brought in to help finance new investments 

and improve management. Attempts to privatize other distribution companies have been unsuccessful 

due to their lack of financial viability. The Water and Power Development Authority was unbundled, 

although the commitment to achieve partial privatization was not met. The 2009 National Drinking 

Water Policy aims for a clearer segregation between the functions of service provision and regulation. 

In the railways sector, private rail services were introduced on the Lahore–Karachi line in 2012, and 

more are planned for the Lahore–Rawalpindi line.  

 

D. Tariff Reforms 

1. Rationale 

24. Reforms that ensure tariffs and user charges reflect infrastructure service costs are usually a 

precursor to effective PSP in infrastructure. Investors demand cost-reflective tariffs before they will 

commit their capital for investments in network infrastructure. Also, private sector investors and 

lenders consider the creditworthiness of government-owned entities that are off-takers under long-

term power purchase agreements or water supply contracts and will require government guarantees or 

other credit enhancements if the financial viability of the off-taker is in doubt.  

 

25. However, tariff reforms are highly political, socially divisive, and difficult to implement in a 

predictable and timely manner. Public resistance to tariff increases can occur even where alternative 

sources of water or electricity are more expensive. If strategic low-income groups are ignored, PPI may 

not be politically feasible. Tariff increases should thus be gradual and public service obligations should 

be used to the extent feasible with some flexibility for (cross-) subsidies to manage impacts on low 

socioeconomic groups. However, the nature of any subsidies needs to be carefully considered, as 

significant cross-subsidies in the structure of prices are impossible to maintain with privatization and 

market liberalization.
 

Preliminary analysis by the World Bank suggests that explicit targeting—

geographic or individual—performs better than implicit schemes that rely on modifications of the tariff 

structure (e.g., changing the size of the lifeline first block under an increasing block tariff structure). 

Moreover, targeted connection subsidies tend to perform better than targeted consumption subsidies 

by reducing both inclusion and exclusion errors, but certain pre-conditions have to be met to ensure 

their effectiveness.
18

   

 

2. Relevance of ADB Support 

26. ADB provided support to all of the study countries for tariff reforms, focusing on the energy 

and power sectors in particular. There was comparatively little TA to analyze tariff options and 

schedules and any required subsidy payments. In terms of sequencing, tariff reforms under ADB-

supported reform programs were usually to proceed in parallel with sector unbundling and PPI and 

involved gradual tariff increases. Lifeline tariffs were promoted in conjunction with sector reforms in 
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 Public-Private Infrastructure Advisory Facility. 2012. Lessons Learned from Public-Private Infrastructure Advisory Facility 

Activities: Pricing and Affordability in Essential Services. http://www.ppiaf.org/sites/ppiaf.org/files/documents/ 

3%20consumption%20subsidies%2003.09.12.pdf and http://www.ppiaf.org/sites/ppiaf.org/files/documents/ 

4%20Connection%20Subsidies%2003.09.12.pdf www.ppiaf.org  

http://www.ppiaf.org/sites/ppiaf.org/files/documents/%203%20consumption%20subsidies%2003.09.12.pdf
http://www.ppiaf.org/sites/ppiaf.org/files/documents/%203%20consumption%20subsidies%2003.09.12.pdf
http://www.ppiaf.org/sites/ppiaf.org/files/documents/
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India and Pakistan. In the Philippines, ADB supported the introduction of a wholesale power market to 

help enhance efficiencies in the power generation segment and reduce tariffs that are among the 

highest in the world. Support for tariff reforms in other sectors during the review period, particularly 

water and other urban infrastructure, was largely limited to Indonesia. Only in Manila are user charges 

and tariffs high enough to cover costs. Cost-reflective water prices have been difficult to introduce in 

Bangladesh, India, and Pakistan, where public opinion considers water to be a public good that should 

be provided for free and there exist affordability issues that necessitate subsidies for low-income 

groups.
19

 This obviously limited the scope for related policy dialogue. Nevertheless, ADB recently 

approved TA to address tariff issues in South Asia, although it can be argued that ADB could have done 

more analysis and advocacy work to help promote earlier discussion on this issue in conjunction with 

its public sector investments. By comparison, there has been less need for policy dialogue in the 

transport sectors, although toll rates have been contested for major expressways financed under build-

operate-transfer modalities in Pakistan and the Philippines.  

  

3. Results 

27. The success of ADB support for power sector tariff reforms has been mixed. Some progress has 

been made in Bangladesh as reflected in gradual increases in power prices. However, the delay in 

moving toward fully cost-reflective tariffs impacts adversely on progress in other reform areas and on 

the financial viability of the power sector utilities. Similarly, in Pakistan, increases in tariffs have been 

insufficient to cover increasing costs, and have led to a deterioration in the financial viability of power 

utility companies.
20

 The extent and success of tariff reforms in India has varied from state to state. The 

key difference in outcomes has been the level of political commitment to making consumers pay for 

electricity consumption and improving systems efficiencies. Although cost recovery for agricultural 

consumers increased substantially and cross-subsidies from high volume to low volume consumers 

were reduced significantly in Madhya Pradesh, revenues have not been sufficient to cover costs because 

of aggregate technical and commercial losses that remained well above the levels assumed for tariff 

calculation purposes.
21

 By comparison, Gujarat reduced the need for substantial tariff increases through 

efficiency gains and rigorous collection efforts. 

28. In the Philippines, where the power sector is now almost wholly under private sector 

ownership, costs of power are fully passed on to all consumers. Tariffs are among the highest in Asia 

due to the use of high-cost fuel sources and tariffs levels contracted under power purchase 

agreements. Tariff levels are expected to come down with the full implementation of open access and 

retail competition. Only in 2011 were all pre-conditions stipulated by law met.
22

 Commencement of 

market operations was further dependent on the installation of all critical infrastructure needed for its 

operations, and on the promulgation of pertinent rules and regulations governing open access and 

retail competition. The first phase of the open access regimes commenced in 2013 and allows qualified 

contestable customers and end-users with a monthly peak demand of at least 1 MW to choose their 

suppliers. Under the Manila water concessions, water tariffs have been high enough to cover costs and 

capital expenditures. Lifeline rates have been introduced for low-income families without sewerage 

services. 

                                                
19

 The 2009 National Drinking Water Policy in Pakistan calls for appropriate user charges, increased cost recovery, and cross 

subsidies. Tariffs are supposed to become differentiated according to the income situation of the respective city and town 

areas.  It remains to be seen whether this policy is fully implemented at the local government level. 
20

  As of FY 2010, 90% of electricity consumption remained subsidized. Subsidies are not well targeted as the lifeline tariff is low 

and is combined with a minimum charge, which defeats the purpose of supporting primarily poor people.  
21

 Tariff calculations are based on the assumption that stipulated normative performance standards, including for aggregate 

technical and commercial losses, are met. 
22

 Preconditions for open access and retail competition include the establishment of the Wholesale Electricity Spot Market, which 

started commercial operation in Luzon in 2006 and trial operation in the Visayas Grid last year; approval of unbundled 

transmission and distribution wheeling charges; initial implementation of the cross subsidy removal scheme; privatization of at 

least 70% of the total capacity of generating assets of the National Power Corporation in Visayas and Luzon; and transfer of 

the management and control of at least 70% of the total energy output of power plants under contract with Napocor to 

independent power producer (IPP) administrators.  
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29. Tariff reforms in Indonesia have been less than effective. Despite policy dialogue, new tariff 

frameworks have either not been adopted yet (power, airports) or are not fully implemented (water, 

ports). Tariffs currently do not reflect full cost recovery in any sector. Although the government put in 

place a plan for increasing power tariffs, it needs to be considered that political resistance has 

consistently thwarted previous reforms efforts. Perusahaan Listrik Negara is not creditworthy as a result 

of this situation. Also, IPPs in particular have struggled due to a lack of an automatic tariff-adjustment 

mechanism and delays in tariff approvals. Tariffs remain among the lowest in the region and have often 

lagged generation costs. Decree No. 23/2006, which provides guidance on water tariff setting, 

stipulates that tariffs should fully recover costs, including a rate of return of 10%.
23

 In reality, many 

PDAMs have chosen not to increase water tariffs due to political expediency and a lack of incentives.
24

 

In the case of the Jakarta concessions, the project companies’ revenues are technically shielded from 

tariff revenue shortfalls. 
25

However, the absence of commensurate tariff increases has resulted in large 

shortfalls for the public contracting agency, which has withheld water charge payments to the 

concessionaire. Both the non-cost-reflective tariffs and the adopted subsidy scheme
26

 discouraged 

rather than helped prospects for improved access of poor households to affordable water.
27

 

30. The lack of and/or slow progress in implementing tariff reforms outside the power sector 

impacts the sector restructuring and PPI efforts in most DMCs. Political and public opposition to 

increases in tariffs will limit investment by both public and private sector utility companies. Network 

infrastructure, particularly water distribution systems, will require the adoption of PPI modalities that 

rely less on cost-reflective tariffs, such as service, management, and lease contracts in power and water 

distribution, which can help improve operations and maintenance and reduce losses, but will not 

mobilize significant investments.  

 

E. Strengthening Regulatory Oversight 

1. Rationale 

31. Capable and independent regulators are critical to the implementation of a rules-based 

regulatory framework and for regular reviews and approvals of submissions for tariff increases. Best 

practices require that regulatory bodies should have competent, nonpolitical, professional staff; 

operate in a statutory framework that fosters competition and market-like regulatory policies and 

practices; and be subject to substantive and procedural requirements that ensure integrity, 

independence, transparency, and accountability. Sector restructuring and unbundling, tariff reforms, 

and strengthening regulatory oversight are interdependent and interlinked, and progress is required in 

all three areas if sector reforms are to be implemented successfully. The establishment of an 

                                                
23

 The decree prescribes an increasing block water tariff with a first subsidized tariff block for a consumption of up to 10 cubic 

meters per household, and a break-even tariff for higher consumption. Commercial and industrial users can be charged higher 

tariffs with higher blocks at the full-cost tariff. 
24

 Several national government regulations lock PDAMs into paying 55% of their profits to local government owners and many 

local regulations are not updated regularly, so PDAM’s water tariffs and sanctions are rarely increased. As a result, these water 

utilities are unable to cover basic operation and maintenance costs.  
25

 While the concessionaires collects payments from consumers on behalf of the government, they are paid a flat inflation-

adjusted water charge per cubic meter of delivered water to ensure a contracted rate of return under its concession 

agreement, with the public contracting agency making up the difference when water charges exceed tariff revenues.   
26

 The tariffs for social institutions, public hospitals, and very poor households, which together account for less than 1% of all 

connections, as well as tariffs for low-income households (about 20% of all connections) are cross-subsidized by high tariffs 

collected from high-income customers, commercial consumers, and high-rise buildings (accounting for about 29% of 

connections). At Rp1,050 ($0.11), the tariff for poor customers is less than one-tenth of the water tariff for more affluent 

consumers. 
27

 Firstly, payment by volume of delivered water favors new connections in areas that are comparatively easy to access and 

consume the most water, typically not areas inhabited by the poor. Secondly, the public contracting agency has few incentives 

for encouraging connections to poor households as it has to effectively pay the inherent subsidies for low-income consumers 

when it could be making profits from high-end consumers, whose tariffs are higher than the water charge payable to the 

concessionaire. 
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independent regulator to oversee the industry and to be responsible for tariffs, licensing, and utility 

performance standards is also a critical element in demonstrating government commitment and 

encouraging private investment and competition. In an industry structure of competing networks, the 

independent regulator is the key arbitrator. The aim of regulation and regulatory systems is to 

encourage low cost and reliable service provision and to promote financially viable and increased new 

investment in infrastructure sectors especially where there are natural monopolies or market failures.
28

 

Regulation by contract can be a valid alternative when the sector is too small to warrant industry-wide 

regulation and there is sufficient confidence that contract law and arbitration arrangements can 

provide a remedy to the parties in the event of dispute.
29

 

 

2. Relevance of ADB Support 

32. ADB support for strengthening regulatory oversight has been highly relevant. It involved 

support for the Energy Regulatory Commission and the independent market operator in the power 

sector and Metropolitan Waterworks and Sewerage Systems – Regulatory Office (MWSS-RO) in the 

water sector (Metro Manila concessions) in the Philippines, and energy sector regulators in Bangladesh 

and Pakistan. Multi-sector regulatory support was provided in Indonesia.
30

 In India, support was 

provided for the establishment of state electricity regulators. ADB support was mainly in the form of 

policy dialogue in conjunction with program loans. Comparatively little support was provided through 

advisory services. Moreover, ADB support was usually limited to the establishment phase involving  

policy dialogue on the regulator’s legal basis, mandate, status, staffing and management, as well as (in 

some cases) TA to help with its start-up. Comparatively little support was provided to subsequently 

help regulators deal with challenges such as tariff reviews and the determination of performance-based 

rates, which would have been useful given the low level of relevant regulatory expertise in some of the 

study countries. 

 

3. Results 

33. There has been some progress made with the establishment of sector regulatory frameworks 

that support PPI, although significant additional efforts are needed in most of the study countries to 

improve the capacity of regulatory agencies. For example, in Bangladesh, the Bangladesh Energy 

Regulatory Commission was established and is now operating within a defined regulatory framework. 

It is implementing regular tariff reforms, although political interference has been affecting the process 

for, and transparency of, decisions in setting tariffs. The Bangladesh Energy Regulatory Commission has 

fiscal but not political autonomy and faces major issues with a lack of continuity among senior 

management, political interference in the appointment of senior management, and staff retention at 

all levels. Additional and continued support is required for the Bangladesh Energy Regulatory 

Commission as the energy sector attracts new entrants. Any support should be contingent on the 

government allowing autonomy from political interference and appointing a capable chairman for the 

Bangladesh Energy Regulatory Commission.  

 

34. In Indonesia, recent laws established regulators in several infrastructure sectors, including 

Badan Pengatatur Jalan Tol (BPJT) for toll roads, Badan Pendukung Pengembangan Sistem Penyediaan 

Air (BPPSPAM) for water supply and sanitation, Badan Pengatur Hilir Minyak dan Gas Bumi (BPH Migas) 

for downstream oil and gas, and  BPMigas, for upstream oil and gas, which was in 2012 dissolved by 

                                                
28

 A. Eberhard. 2007. Infrastructure regulation in developing countries, World Bank Working Paper No. 4, Washington, DC: 

Public-Private Infrastructure Advisory Facility. 
29

 T. Bakovic, B. Tennenbaum, and F. Woolf. 2003. Regulation by Contract: A New Way to privatize Electricity Distribution? 

Working Paper No 14. Washington, DC: The World Bank. 
30

 The key objective was to have in each sector an independent regulator with the following economic functions: (a) setting 

(approving) tariffs and other service charges; (b) establishing standards for the terms and conditions of providing services; (c) 

marking and enforcing market rules for the sector; (d) monitoring economic and management performance of the regulated 

entities; (e) issuing, reviewing, and canceling licenses; (f) reviewing concession agreements; and (g) arbitrating disputes within 

the sector. 
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court decision. The regulators’ lack financial and operational independence, and further clarification on 

their roles and strengthening is required to improve their effectiveness. Moreover, the toll road 

regulator, BPJT, has a conflicting role as a government contracting agency. Other sectors continue to be 

regulated by the respective line ministries.
31

  

 

35. In Pakistan, the independence of the National Electric Power Regulatory Authority (NEPRA) is 

undermined by shortcomings in the NEPRA Act, lack of political and fiscal autonomy, and the absence 

of rule-based regulatory framework.  

 

36. In the Philippines, the Energy Regulatory Commission is well established and fulfilling the 

requirements of its current mandate. However, once open access is functioning in Luzon and 

Mindanao, it will need to act more as a competition commission. The Energy Regulatory Commission 

lacks the staff, expertise, and resources to effectively assume such a new role. Moreover, the Energy 

Regulatory Commission does not have financial autonomy with congress approving its annual budget, 

which is insufficient to build capacity for regulating the wholesale market. MWSS-RO is unable to fulfill 

its responsibilities and operate effectively under its current reporting, staffing, and funding 

arrangements. MWSS-RO lacks independence in terms of operations and financing, with Metropolitan 

Waterworks and Sewerage Systems – Corporate Office (MWSS-CO) allocating its budget funding and 

approving its decisions. Major changes are required to strengthen MWSS-RO. Also, there is draft 

legislation before congress that proposes to move away from regulation by contract and introduce a 

harmonized regulatory framework for water utilities that also includes the establishment of an 

independent water regulatory commission. Although the two concessionaires submitted bids with 

tariffs that were much lower than the previous tariff, there have been substantial tariff increases since 

then due to rate rebasings. Adjusted for inflation, the 2012 average tariffs in West Manila and East 

Manila were almost twice as high than the 1996 pre-privatization tariff, which unlikely was fully cost-

reflective at the time. Unrelated ADB policy dialogue contributed to a substantial tariff increases prior 

to the privatization of MWSS. Despite tariff increases, residential tariffs are about 10 times cheaper 

than water sold by vendors.  

 

37. The outcome of TA support to the regulators in Assam and in Gujarat was successful and is 

sustainable. The state regulators have developed a high degree of independence and are proactively 

regulating the state electricity board’s generation, transmission, and distribution sectors, with 

increased performance-based regulation replacing normative, cost-based regulation. Nevertheless, as 

with other regulators, the recruitment of capable, independent regulators to replace ex-government 

bureaucrats with no relevant expertise has been a challenge.  

 

F. Government Support for PPI 

1. Rationale 

38. High-level political commitment to PSP in infrastructure development is critical to attracting 

private investment. Advocacy work and value-for-money analysis can make the case and help gain 

broad-based support for procurement through the PPP route.  

 

39. Depending on the sector and the location of the projects, financial support from the 

government is required to facilitate private sector engagement by ensuring adequate levels of 

commercial viability of the investment. The government can either make direct payments with known 

value and timing, such as annuity or availability payments, or contingent payments where the value or 

                                                
31

 The Ministry of Transport continues to regulate railways (Directorate General of Railways), ports (Directorate General of Sea 

Transportation), and airports (Directorate General of Civil Aviation). The Ministry of Energy and Mineral Resources regulates the 

power sector. 
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timing of the payment depends on some uncertain future event, such as (i) shadow tolls or output-

based subsidies; (ii) guarantees on particular risk variables, such as demand and exchange rate changes; 

(iii) termination payment commitments; (iv) and debt guarantees. Although the private sector entity 

assumes financing and construction risks as well as the risk of statutory clearances during the 

development period, it has been helpful and beneficial if the government also ensures the availability of 

land, which has been a major issue for road and power sector projects. In addition to land, other 

essential forms of government support include tax reform to allow government off-take agreements, 

availability of data on resources (particularly water), planning capacity, licensing procedures, 

procurement policies and practices, and government capacity to define and implement safeguards 

requirements. 

 

2. Relevance of ADB Support 

40. ADB contributed to the development of risk-sharing arrangements between the government 

and private sector investors for PPP schemes in India, Indonesia, and Pakistan, and is currently 

providing related support in Bangladesh and the Philippines. The content of proposed risk-allocation 

arrangements was generally in line with best practices. In all the countries this also included advice on 

the development or application of various forms of government support schemes, in particular viability 

gap funding (VGF) for projects with high economic but comparatively low financial returns (mainly 

roads). In India, where substantial pipelines of sizeable and potentially bankable projects emerged from 

the power and highways and roads sectors, the implementation of risk allocation and compensation 

structures (such as VGF) were crucial to progressing PPPs to financial closure. However, government 

support schemes had limited impact on investment levels in countries or sectors where other structural 

constraints were not being addressed at the same time. In general, as sector restructuring and 

unbundling, tariff reforms, and strengthening regulatory oversight progress, the requirement for 

compensation through VGF and performance guarantees for GCAs will decline.  

 

41. Another important condition for the success of PPP is the level of commitment that a 

government displays to PPI.  A case in point is Indonesia. Although there was some high-level political 

support expressed for PPPs in 2005, at no time during the last decade was there a campaign led by 

senior government officials to champion PPP as a procurement option, either within government or 

among the general public. The lack of support in line ministries and SOEs, other than in the Ministry of 

Energy and Mineral Resources and Perusahaan Listrik Negara, is evident in the absence of bankable PPP 

pipelines emerging sectors other than power generation. The importance of treating PPPs as a 

procurement option, rather than a financing option, directly impacted the quality of projects placed on 

the PPP list (PPP Book) by GCAs and the National Development Planning Agency (BAPPENAS). Often, 

projects with low financial returns or other problematic issues are recommended for implementation 

under PPP, as the ministries and their GCAs seek to avoid implementing difficult projects under public 

procurement. This approach leads to a PPP list of projects unattractive to private sector investors and 

only financially viable under PPPs with substantial VGF and performance guarantees for GCAs (most of 

which are not creditworthy). By comparison, PPP-related support was more relevant in India given the 

central government’s strong political and administrative leadership, which is required to implement a 

large cross-sectoral PPP effort. The fact that the central and most state governments consider PPPs as 

the default procurement option for power and transport investments (unless there are good reasons 

for a project to proceed under public procurement modalities) reflects much higher levels of political 

support to PSP in infrastructure development and enhances the credibility of PPP policy and regulatory 

frameworks. In most of the other study countries, PPP modalities are primarily considered as financing 

rather than procurement options. ADB did not adequately assess the motivations and scope for PPPs to 

succeed in all of the supported countries. A review of policy conditionality under various program loans 

supporting PPPs implies that ADB had limited policy dialogue regarding criteria for determining 

appropriate procurement modalities. Only recently has there been any support for the implementation 

of value-for-money concepts.   
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42. In Indonesia and Pakistan, ADB rightly identified land acquisition issues as a major constraint to 

PPI and supported the approval of new legislation clarifying the process and the government’s role.  

 

3. Results 

43. In India, the provision of VGF for highway and road projects in 2005 resuscitated PPPs in the 

sector. The use of different build-operate-transfer modalities further accelerated the involvement of the 

private sector. While VGF was effective in mobilizing PSP in highway PPPs in India, its use was not 

necessarily optimized, in part because the absence of value-for-money assessments limited the 

government’s ability to assess the efficiency of VGF payments in India. Nevertheless, reported levels of 

required VGF have been declining over time on a project basis due to increased private sector 

competition and greater confidence in PPP processes. Moreover, the continued fiscal sustainability of 

contingent liabilities under annuity schemes needs to be carefully monitored.
32

 The government is now 

reducing the level of VGF payments and the use of build-operate-transfer (annuity) modalities requiring 

annual payments by the government. 

 

44. Indonesia formally announced and rolled out regulations for risk allocation and compensation, 

and related institutional mechanisms. The principle of risk sharing in PPP projects is accepted under 

Perpres (presidential decree) 13/2010, amendment to Perpres 67/2005, which now specifically 

undertakes to provide direct (fiscal and non-fiscal) government support, including VGF, a land 

acquisition fund (Land Fund consisting of Land Revolving Fund and Land Capping Fund), and 

government guarantees (contingent support). The new Land Acquisition Law provides for a process and 

specific timelines for land acquisition, as well as a formula to determine compensation. Implementing 

regulations were issued in 2012. The Centre for Government Investment under the Ministry Of Finance 

is to provide pre-financing for land acquisition. These are necessary steps that will provide a basis for 

moving forward with Indonesia’s PPP program. 

 

45. Bangladesh announced a set of initiatives in late 2010 to address the requirement for risk 

allocation and compensation structures. Guidelines for the use of VGF were approved in 2012. It 

remains to be seen whether this will indeed be sufficient to attract private investment. Similarly, ADB 

supported government plans to introduce VGF in Pakistan.  

 

G. Development of Institutional Capacity to Manage the PPI Process 

1. Rationale 

46. The quality of institutional capacity is important for private sector perceptions of regulatory 

certainty and good governance. Of key importance are predictable PPP policy and regulatory 

frameworks that clearly establish the rules of the game as well as PPP procurement processes are 

perceived to be fair and transparent. The management of PSP in infrastructure poses particular 

challenges for governments. Specialized units have been created in response to weaknesses in 

managing PPI programs effectively, including lack of skills, coordination, and incentives; poor 

procurement practices; and high transaction costs. A review of international experience with PPP units 

commissioned by the World Bank and the Public-Private Infrastructure Advisory Facility,
33

 which is also 

applicable to other forms of PSP, developed the following lessons for their design and use: (i) PPP units 

are not a standard requirement for a successful PPP program but rather a government response to 

specific needs; and (ii) PPP units perform a wide variety of roles, with the most common being (a) PPP 

policy support and coordination, (b) quality control, and (c) project preparation support (at least until 

financial close). Relatively successful PPP units directly target specific government failures present in 

                                                
32

 Infrastructure Development Finance Company. 2011. India Infrastructure Report 2011. New Delhi. p. 385. 
33

  World Bank/Public-Private Infrastructure Advisory Facility. 2007. Public-Private Partnership Units- Lessons for their Design and 

Use in Infrastructure. Washington, DC. 
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their countries. Clear focus on the role of the unit in responding to the failures of the existing 

government institutions is usually needed to promote an appropriate institutional solution. 

 

47. PPP units with executive power tend to be more effective than purely advisory ones. It is 

important, however, that the power be coupled with a mandate to promote and facilitate good PPPs, 

or the unit may simply wield a veto without adding value. Project advisory responsibility, capacity 

building, and quality of staff of the PPP unit are important contributors of the success of PPP programs. 

Funding from public sources is appropriate until programs establish a reputation and complete 

successful projects. PPP units are not a miracle cure and less effective governments tend to have 

ineffective units. PPP units also tend to struggle when procurement of infrastructure and capital works 

is not transparent and competitive. Without high-level political support for the PPP program, a PPP unit 

would most likely fail. In parliamentary systems, effective PPP units have tended to be attached to 

treasury departments (e.g., Ministries of Finance). This reflects the natural role of the treasury in 

coordinating government policies and expenditure, its mandate to manage fiscal risk, and the power it 

derives from holding the purse strings of government. In a non-parliamentary system, a PPP unit may 

do best if attached to a powerful coordinating agency. 

 

2. Relevance of ADB Support 

48. ADB supported the development of PPP capacity at central, subnational, and sector-levels in 

India, Indonesia, and Pakistan.
34

 Similar support was approved after 2010 for the development of 

national PPP centers in Bangladesh and the Philippines. In all cases, ADB sought to support the 

establishment and development of PPP units, the preparation of PPP policies and regulations, the 

design of procurement processes, the preparation of standard bidding and contract documents, and 

the screening of project pipelines. Depending on the mandate of the assisted PPP entity, ADB also 

provided support for project preparation, including through project development facilities and the 

promotion and marketing of PSP. In all selected countries, ADB support focused on central PPP units, 

presumably under the assumption that these will standardize policies and processes, coordinate the 

activities of sector-level units, ensure quality control, and provide TA to other government entities. Less 

support was provided at the sector level. However, the more powerful line ministries and agencies 

(particularly in the electricity and roads sectors) do not accept ceding any control over PPP efforts in 

their sectors, and an unclear allocation of responsibilities between central and sector-level PPP units has 

contributed to projects not moving forward. For example, in the case of Indonesia, some line ministries 

retained projects with potentially high financial returns for public procurement and passed on projects 

with less commercial appeal to the central PPP unit. Moreover, in most countries, power sector entities 

continue to have a prominent role in PPI due to high skill levels and experience with PSP in their sectors. 

Broad-based institutional support for central PPP units needs to be carefully assessed prior to 

determining the locations of institutional support. 

 

49. In India and Pakistan, ADB also provided support to develop PPP capacity at the subnational 

level.  Support in India was appropriate, as (i) most of the management of the PPP development 

process in sectors other than power generation and national highways has been the responsibility of 

the state and municipal governments; (ii) particularly larger states had substantial project pipelines; and 

(iii) relevant experience with PPPs had been gained at the national level and in a number of more 

developed states. Nevertheless, the level of political commitment and readiness for PPP varied from 

state to state, and in some of the smaller states ADB support was less relevant as a result. A number of 

states with strong institutional experience in managing PPI, such as Gujarat, probably did not require 

the ADB–financed support either. In Pakistan, support in Punjab and Sindh might have been premature 

given the lack of progress with PPPs achieved at the national level. 

 

                                                
34

  In Indonesia, assistance for the central PPP unit at BAPPENAS. followed earlier less than effective TA support for the 

development of PPP pipelines in line ministries. 
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50. In terms of sequencing, support for building PPP institutional capacity in Indonesia and 

Pakistan, where sector reform processes had not been sufficiently advanced at the time, was less 

relevant initially, as weak PPP institutional capacity was not a critical constraint to PPP project 

development. Building institutional capacity to plan and implement sector reforms would have been 

more appropriate. The success of ongoing efforts to build PPP institutional capacity in Bangladesh will 

also be dependent on further progress being made in dealing with underlying sector constraints.
35

 

Starting new PPP institutions that do not close projects for a significant number of years risks 

undermining their long-term credibility with private sector parties. Also, unless there is a realistic 

pipeline of bankable projects, any capacity development support for such PPP entities will operate in a 

vacuum and will not build the skills required to select, structure, and contract projects with PSP or 

develop the necessary PPI policies.  

 

3. Results 

51. In India, ADB financed PPP advisors and management information system experts for PPP cells 

in 18 states and eight central line ministries. These benefited to varying degrees from the skills training 

and support provided for the review or preparation of PPP policy documents, handbooks, surveys of 

regulatory constraints, vision documents, sector position papers, and PPP handbooks. Recent TA for 

Department of Economic Affairs supported the development of a national PPP policy framework, which 

(i) sets out broad policy principles and (ii) provides a common framework for identifying, structuring, 

awarding, and managing PPP projects as well as delineating institutional responsibilities, and 

standardizing PPP processes. 

 

52. PPP advisors also helped relevant state entities, to varying degrees, with the development, 

structuring, and bidding process for specific project transactions. In a number of states, such support 

was provided at various stages of the PPP cycle for more than one-third of the projects awarded during 

the tenure of the PPP advisors. Many PPP projects in economic infrastructure, such as power and roads, 

have been closed; most were executed by state electricity boards and public work departments at the 

state level and/or by state development entities.  

 

53. The increase in the number of PPP projects that are under construction or in operation is one 

indicator of PPP cell capacity. By that measure, the vast majority of states with assisted PPP cells had 

significant increases since 2008, and some of the states that were not supported under the TA (e.g., 

Kerala and West Bengal) also showed substantial increases. In the case of Gujarat, existing PPP capacity 

was high already, and comparatively little use was made of TA advisors. The capabilities of PPP cells and 

their TA-supported advisors was assessed as highly variable by industry observers with whom the 

Independent Evaluation Department (IED) consulted, and capacity was not always directly linked to the 

number of projects closed in the state, although in the cases of Madhya Pradesh, Maharashtra, and 

Uttarakhand, perception of high capacity was aligned with high actual closure rates. Lack of 

government commitment, inadequate consultant performance, and lack of internal coordination with 

relevant government entities involved in the PPP process have been among the causes of continued low 

PPP capacity and less than effective TA-financed support in a number of states. The ultimate test of PPP 

success is not only the number of projects financially closed, but also their impact on improving the 

quality and costs of infrastructure and associated services. There appears to be general consensus 

among industry observers and government representatives that the quality of infrastructure provision 

has improved, although not necessarily the costs. Moreover, a lot of the infrastructure would have not 

been built at all or with more delays without PSP. 

 

54. ADB support for project and capacity development at the central line ministry and state levels 

for PPPs in more challenging sectors such as education, health, urban development, urban 

infrastructure in rural areas, and water has yet to result in pipelines of sizeable, bankable projects. This 
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 Little progress has been made in implementing comprehensive reforms in sectors other than power, and no detailed 

implementation plans are in place for sector reforms. 
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is attributable to the challenges of developing project structures that address cost recovery issues in 

these sectors.
36

 However, some progress is being made in developing pilot projects that could lead to 

bankable projects in the medium term and provide some inputs into the development of relevant 

sector regulatory frameworks.  

 

55. While some outputs were delivered in related capacity development support in Indonesia, none 

of the projects developed over 6 years with assistance from the ADB-supported Directorate of PPPs in 

BAPPENAS had been awarded as of mid 2013. With regard to other PPP projects in Indonesia, only a 

couple of projects including the Central Java Power project for which Perusahaan Listrik Negara 

retained the International Finance Corporation to act as financial adviser, have been successfully 

tendered and awarded under the new PPP framework, with  only one project reaching financial closure.  

The achievement of envisaged outcomes was compromised by the several constraints: (i) slow progress 

in tariff reforms; (ii) weak framework for land acquisition; (iii) sector SOEs maintaining monopoly 

positions; (iv) lack of focus on and resources for implementing sector reforms; and (v) inability to assess 

and allocate risks between the public and private sectors.   

 

56. Another issue has been the location of the PPP function in BAPPENAS. International best 

practice suggest the PPP function in parliamentary systems is best located in the government’s treasury 

or finance office. BAPPENAS, as a public sector planning agency, views PPP as an alternative financing 

source rather than a procurement option, and this fundamental misunderstanding has undermined the 

process for selecting and preparing PPP projects since 2005. In addition, unlike some of the sector-level 

institutions, BAPPENAS had little experience or expertise in preparing bankable projects for private 

sector financing and is not responsible for risk assessment and decisions on risk sharing by the 

government. Functionally, therefore, BAPPENAS is not the best government agency to lead the PPP 

project development effort. 

 

57. In Bangladesh, earlier ADB support for the preparation of selected IPPs during 2006-2009 and 

the preparation of related PPP guidelines for the power sector were largely unsuccessful due to 

institutional issues that contributed to repeated failed bidding processes and a lack of ownership and 

political support for the rejuvenation of the IPP program at the time.
37

 Recent ADB policy dialogue and 

institutional support for PPI has focused on the development of a comprehensive cross-sector political, 

legal, financial, and institutional PPP framework. The government approved new PPP processes and 

policies, which follow international best practices, and established PPP offices in the Prime Minister’s 

office and Ministry of Finance that have been operationalized under ongoing support from ADB. 

Although this institutional set-up is more likely to ensure high-level political support for the PPP 

program, there is a danger that the PPP process will get politicized. The government hopes that 

proposed PPP legislation, once approved, will formalize a transparent and objective procurement 

process, ensconce the authority of the PPP institutions, and help protect the program overall from 

political interference.   

 

58. In Pakistan, ADB supported the establishment of the Infrastructure Project Development Facility 

(IPDF) as an implementation agency under the Ministry of Finance to (i) facilitate the origination, 

preparation, and financial closure of non-power PPP projects proposed by government agencies and (ii) 

determine and meet the funding gap necessary for making PPP transactions commercially viable. ADB 

provided very little capacity development support after its establishment in 2004, in part because of the 

presence of other development partners. IPDF’s track record so far has been disappointing. Although 

the Pakistan Power Infrastructure Board has been successfully bidding and awarding IPPs, as of the end 

of 2012 no projects promoted by IPDF have been awarded, in part because of the lack of bankability of 

received project proposals, low staff capacity, and lack of progress made with policy reforms in target 
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 Only Andhra Pradesh, Karnataka, Madhya Pradesh, Orissa, and Rajasthan have pipelines of more than 10 projects in the 

education, health, and urban development sectors as of June 2011.  

37
 The executing agency for ADB TA was the power cell of the Ministry of Power, Energy and Mineral Resources rather than the 

more experienced IPP cell of the Bangladesh Power Development Board, the off-taker. 
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sectors. ADB also financed the Infrastructure Development Loan, which was to help the Planning and 

Development Division develop projects for public and private financing.  However, none of the 

prepared projects involved PPI.  

 

59. In the Philippines, ADB with funding from Australia and Canada has been supporting advisory 

services to improve the policy, legal and regulatory environment for PPPs and help the PDMF under the 

PPP Center develop, competitively tender, and monitor implementation of PPP projects. The 

Department of Finance also receives assistance in improving financing and risk management systems in 

PPPs. ADB expects that at least 12 PPP projects will be awarded and implemented by 2016, up from the 

original target of five projects by the end of 2013. In the 3 years the PPP Center has been operating, 4 

projects including 2 road project, a multiphase school infrastructure project, and an orthopedic center 

have been awarded as of December 2013. A couple of bids for other transport projects failed or have 

been delayed in part due to capacity issues in line agencies.  Moreover, implementation of a couple of 

awarded projects is delayed by legal and commercial disputes. 

 

60. The capacity of supported institutions was also reduced by their inability to attract highly 

qualified staff with specialist expertise at government salary levels. Outside ministries like the PPP 

Center in Bangladesh, ADB-financed project development support under TA, or loan facilities allow the 

recruitment of consultants at rates closer to market levels allowing them to work around this 

constraint, but this approach has been ineffective in building institutional capacity. 

 

H. Development of Local Currency Financing Mechanisms 

1. Rationale 

61. A lot of private infrastructure during the 1990s was financed through foreign borrowing with 

short to medium maturities. Resulting foreign exchange risks were often passed on to customers 

through tariff adjustment formulas, which became unsustainable during the 1997 Asian financial crisis 

and led to the renegotiation of concessions and power purchase agreements. The availability of long-

term local currency financing is important to match funding terms with revenue streams under 

infrastructure projects, which reduces financing costs and risks.  

 

2. Relevance of ADB Support 

62. The relevance of related ADB support has been mixed. Earlier dollar-denominated credit lines to 

domestic public and private financial institutions for financing private infrastructure projects in 

Bangladesh, India, and Indonesia experienced demand problems.
38

 Other than these, more recently, 

ADB, together with the World Bank, also supported the establishment of specialized commercial 

infrastructure financing institutions in India and Indonesia, including the India Infrastructure Finance 

Company Limited (IIFCL), Indonesia Infrastructure Financing Facility (IIFF), and PT Sarana Multi 

Infrastruktur Indonesia. The IIFCL was set up in 2010 as a special purpose vehicle to directly provide─or 

facilitate through take-out financing─long-term financial assistance to infrastructure projects. Take-out 

financing was to help domestic banks free up headroom for more infrastructure lending.
39

 The IIFF was 

                                                
38

   All credit lines had problems disbursing funds for stipulated purposes due to the availability of cheaper domestic sources of 

funds, project companies’ apprehension with respect to the procedural requirements of ADB subloans (especially social 

safeguard procedures in India), and, more importantly, the lack of bankable PPP projects at the time. 
39

  Domestic banks had by now become heavily exposed to infrastructure projects due to a range of measures by the Reserve 

Bank of India, such as: (i) allowing banks to enter into take-out financing arrangements; (ii) freedom to issue long-term bonds 

by banks for financing infrastructure; (iii) adjustment of single and group borrower limits to allow for additional credit 

exposure in the infrastructure sector; (iv) flexibility to invest in unrated bonds of companies engaged in infrastructure 

activities within the overall ceiling of 10%; (v) excluding the promoters’ shares in the special purpose vehicle of an 

infrastructure project to be pledged to the lending bank from the banks’ capital market exposure; and (vi) permitting banks 

to extend finance for funding promoter’s equity where the proposal involves acquisition of share in an existing company 

engaged in implementing or operating an infrastructure project in India. 
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established in January 2010 to offer longterm, mainly local currency, financing for infrastructure at 

market conditions. The government expects it to play a catalyst role in terms of co-financing with 

commercial lenders to provide long-term debt and to provide advisory services for project preparation. 

While demand for financing from private infrastructure projects in India has rapidly increased to the 

point that domestic banks are reaching exposure limits, a viable PPP project pipeline that requires 

financing has yet to materialize in Indonesia.  

 

63. Given the capitalization levels of these institutions, any significant upscaling of private 

infrastructure financing will require substantial amounts of local currency debt financing from capital 

markets. The provision of infrastructure financing suffers from underdeveloped corporate debt markets. 

ADB has supported corporate bond market development in all study countries.  

 

3. Results 

64. The IIFCL is a well-established and well-managed institution, and its role will evolve in coming 

years as financing constraints become a major issue for PPI in India. As of September 2013, the IIFCL 

had onlent ADB loan proceeds of $1.15 billion to 49 private infrastructure projects in India. However, 

although the IIFCL has achieved the outputs envisaged at the time of loan approvals, it is not leading 

deals, structuring innovative products and instruments, and/or catalyzing new sources of long-term 

financing for PPP projects.  The IIFCL is a syndicate member without the capability (or mandate) to lead 

syndications and/or influence loan terms and conditions, particularly relating to environmental and 

social safeguards, as it has a maximum exposure limit of 20% to any one project. Many of the project 

loans in which the IIFCL has participated probably would have been fully subscribed even without its 

involvement. The IIFCL could play a critical role in developing credit enhancement and take-out 

financing products, subject to these products having competitive pricing.
40

 Major state sector banks 

along with some private sector banks are reaching single borrower and sector exposure limits and need 

to be refinanced in order to continue lending for project financings. The IIFCL is looking to develop 

innovative instruments for take-out financing of existing project loans after 1 year of successful 

operations, and is also considering credit enhancement of project bonds and loans to AA rating to 

enable insurance and pension companies to provide financing. The Reserve Bank of India and the 

Securities and Exchange Board of India will need to change regulations relating to the timing of 

commitments to take-out financing, and they also need to mitigate cost implications of paying upfront 

commitment fees. Current banking regulations require banks to provide the same amount of capital for 

credit enhancements as for loans, and questions remain as to whether pricing of credit enhancements 

will be competitive. 

 

65. In March 2009 ADB approved the provision of subordinated debt through a Government 

holding company to the IIFF. It only made its first disbursement in June 2013 supporting 3 

infrastructure projects. Apart from the fact that there have been only a few sizable PPP projects that 

have closed in Indonesia during the last 5 years because of continuing enabling environment 

constraints discouraging private investment in infrastructure, the IIFF’s slow start has also been due to 

the ready availability of competitively priced (shorter term) debt financing in the highly liquid domestic 

market, which limits demand for such kind of funding from the ADB-supported institution. The 

Indonesia Infrastructure Guarantee Fund was established in December 2009 to provide government 

guarantees or credit enhancements to economically viable PPP projects. The fund, which is fully state-

owned but operates independently and has its assets ring-fenced, is intended to act as a credible 

guarantee provider protecting the interests of infrastructure investors. The government expects that the 

fund will attract other parties to provide capital support and expand guarantee coverage. The 

Indonesia Infrastructure Guarantee Fund guarantees are to be issued in lieu of direct government 

guarantees (“Letters of Comfort”) such as those provided to IPPs in the past. It is probable that there 

will be major issues to overcome in terms of the pricing of the guarantees, the claim process, as well as 

                                                
40

   So far, there has been little demand for IIFCL refinancing given the IIFCL’s pricing, which reflects its high funding costs since it 

continues to source most of its funds from domestic banks. 
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the quality of the guarantee considering IIGF’s thin capitalization (Rp4.5 trillion or $0.5 billion as of 

December 2012), which means that large projects will still need a co-guarantee from the Government 

of Indonesia. 

 

66. ADB support for corporate bond market development in the study countries has had limited 

success so far given the lack of credible yield curves, inadequate debt recovery frameworks, inadequate 

financial reporting and disclosure, high issue costs, lack of an institutional investor base, and lack of 

liquidity mechanisms,
41

as well as lack of high quality assets. For example, in India, ADB provided TA for 

secondary debt market development, as well as TA for complementary reforms of the mutual fund 

industry, regulation and supervision of derivatives markets, and pension reform. TA recommendations 

for secondary debt market development were generally perceived to be useful by the Ministry of 

Finance, the executing agency, for furthering the government’s understanding of relevant policy issues 

and options. However, a number of relevant consultant recommendations under ADB capital markets-

related TA have not been implemented. For example, the level of government ownership in financial 

institutions, its role in determining interest rates, large fiscal deficits, lack of transparency about 

macroeconomic and monetary targets of the Reserve Bank of India, and the underdeveloped 

institutional investor base continue to impede the development of bond markets. Mutual fund 

development is constrained through the lack of tax incentives and shortcomings in the regulatory 

framework, including the lack of an effective self-regulatory structure. 

 

I. Mobilization of Foreign Investment 

1. Rationale 

67. Project Finance International’s annual league tables for Asia Pacific lead managers provide data 

on limited or non-recourse project finance loans by country. Project Finance International league tables 

from 2006 to 2010 indicate no loans for projects in Bangladesh; $123.7 billion in loans for India (over 

95% from Indian banks); $5.8 billion in loans for Indonesia, with $4.4 billion for the power sector (89% 

from international banks) and $1.4 billion for the transport sector (100% from Indonesian banks); $1.2 

billion in loans for Pakistan, with $0.7 billion for the power sector (40% from international banks) and 

$0.4 billion for a fertilizer plant; and $7.4 billion in loans for the Philippines, with $7.2 billion for the 

power sector (82% from international banks) and $0.2 billion for the transport sector (72% from 

Philippine banks). 

 

68. These figures highlight not only the lack of deal flow for project financing in the selected 

countries other than India, but also show the high market shares of international banks in financing 

power projects in Indonesia and the Philippines and their low participation in financing transport 

projects in both countries. Project financing activity has been small in Pakistan and negligible in 

Bangladesh. Only India has achieved substantial PPI since 2000 by relying on its domestic banks, in 

particular the state sector banks. However, the government now acknowledges that the domestic 

banks cannot sustain the level of lending to projects (over 75% compound annual loan growth since 

2005), and it is seeking to diversify funding sources to both domestic capital markets as well as 

international banking and capital markets to avoid a significant slowdown in PPI.  

 

69.  Local investors and bankers tend to be better positioned than foreign financiers to deal with 

the local business environment. Although the emergence of local investors and domestic financial 

markets lessened the needs for foreign financing in some DMCs, including Malaysia and the People’s 

Republic of China (PRC), at this stage of the development of the domestic banking and capital markets, 

foreign investors and lenders will need to contribute to fill infrastructure investment gaps in most 

DMCs (Figure A7.1).  However, governments have grown weary of currency mismatches in conjunction 
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   IED. 2008. Special Evaluation Study: ADB Assistance for Domestic Capital Market Development. Manila: ADB. 
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with foreign-funded infrastructure projects given their experience during the 1990s. Also, there have 

been other constraints on foreign investment (in the Philippines) or financing (in India).
42

   

 

 

 

 

70. Foreign financiers have different demands with regard to project structures compared to many 

domestic financiers. The quality and predictability (perceived and actual) of judicial systems of the 

selected countries are reflected in low Doing Business scores for the ability to enforce contracts. All of 

the study countries have very low global rankings; the Philippines ranked highest at 114th while India 

ranked lowest at 186th out of 189 countries in 2013. The inability to enforce contracts through a 

timely and predictable process is a major issue for financing PPP projects. Most project sponsors prefer 

to finance PPP projects off balance sheet, and special purpose vehicles, often with multiple 

shareholders, are established to develop, finance, construct, and operate projects. Debt financing is 

raised on a limited or non-recourse basis to shareholders, and particularly foreign banks rely on 

contractual agreements among parties and “covenant heavy” loan agreements for security. Therefore, 

in terms of allocating and managing risks, these banks rely more on the capital structure and on 

contractual and loan agreements than on relationships with sponsors. Such complex and sophisticated 

borrowing structures are better suited for use in countries with robust and transparent regulatory 

environments and strong and predictable judicial systems with an objective judiciary not tainted by 

corruption. To reduce the level of uncertainty regarding enforcement, foreign investors will insist on 

international arbitration.  

 

2. Relevance of ADB Support 

71. Most of ADB’s support for mobilizing foreign funds for private infrastructure or PPP projects in 

the study countries has been through the provision of debt financing, credit enhancements, and B loan 

structures in conjunction with individual Private Sector Operations Department (PSOD) transactions, 

which have leveraged foreign funds for specific projects. An earlier IED evaluation showed that PSOD 

transactions have been invaluable in demonstrating the commercial feasibility of PPI in a number of 

DMCs and facilitated the financing of subsequent private infrastructure projects (footnote 38). 

However, considering the limited balance sheet of ADB, more systemic approaches and mechanisms for 

mobilizing foreign funds for private infrastructure are also needed to fill large investment gaps. 

Relevant ADB support for improving basic conditions for catalyzing foreign investment, apart from 

capacity development for contracting and regulating private infrastructure investments in the study 
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 Foreign investment in utilities in the Philippines is capped at 40%. In India, foreign financing is effectively restricted to 50% 

under external commercial borrowing limits. 

Figure A8.1: Foreign Capital Needed to Fill Infrastructure Investment 

Gaps 
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countries, was largely limited to policy dialogue on arbitration legislation in Pakistan. No policy 

dialogue was conducted on the removal of restrictions on foreign financing or the development of 

financing products attracting foreign capital. 

 

3. Results 

72. In Pakistan, the International Investment Disputes Act was enacted in 2011 to implement the 

International Convention on the Settlement of Investment Disputes between States and Nationals of 

other States with an aim to bring transparency in the settlement of investment disputes. In addition to 

this act, Pakistan is also preparing the enactment of two statutes relating to international arbitration. 

First, a law to enforce the New York Convention was enacted in 2011. Second, a new Arbitration Act, 

based on the United Nations Commission on International Trade Law Model Law, has been pending 

before the National Assembly since 2009. 
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Table A8.1: Number of Private Participation in Infrastructure Projects in Selected DMCs, 1991–2012 

 

  Bangladesh India Indonesia Pakistan Philippines Total 

 

1991 

–2000 

2001 

–2012 

1991 

–2000 

2001 

–2012 

1991 

–2000 

2001 

–2012 

1991 

–2000 

2001 

–2012 

1991 

–2000 

2001 

–2012 

1991 

–2000 

2001 

–2012 

Energy 

            Electricity generation 5 36 41 227 15 22 24 37 45 41 130 363 

Electricity transmission 0 1 0 15 0 0 0 0 0 1 0 17 

Electricity distribution 0 1 5 5 0 0 0 0 0 1 5 7 

Electricity generation, 

transmission & distribution 0 0 0 0 0 0 0 1 0 0 0 1 

Natural gas transmission 0 0 1 1 0 0 0 0 1 0 2 1 

Natural gas distribution 0 0 1 1 0 0 0 0 0 0 1 1 

Natural gas transmission & 

distribution 0 1 0 1 0 3 0 1 0 0 0 6 

             Transport 

            Roads 0 0 28 292 10 12 0 0 2 4 40 308 

Railways 0 0 0 8 0 0 0 0 1 0 1 8 

Airports 0 0 1 5 0 0 0 1 0 2 1 8 

Ports 0 0 7 29 6 1 3 5 3 8 19 43 

             Water and Sewerage 

            Treatment plant 0 0 0 4 3 2 0 0 0 0 3 6 

Utility 0 0 0 5 4 2 0 0 4 3 8 10 

             Total 5 39 84 593 38 42 27 45 56 60 210 779 

Note: Infrastructure projects with private sector participation including concessions, divestures, greenfield projects, and management and lease contracts. 

DMC = developing member country. 

Source: World Bank and Public-Private Infrastructure Advisory Facility, Private Participation in Infrastructure Project database. 
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Table A8.2: Amount of Private Participation in Infrastructure Projects in Selected DMCs, 1991–2012 

($million) 

 

 

Bangladesh India Indonesia Pakistan Philippines Total 

 

1991 

–2000 

2001 

–2012 

1991 

–2000 

2001 

–2012 

1991 

–2000 

2001 

–2012 

1991 

–2000 

2001 

–2012 

1991 

–2000 

2001 

–2012 

1991 

–2000 

2001 

–2012 

Energy 

            Electricity generation 605.2 2,630.7 10,947.9 114,765.7 12,976.1 4,021.9 6,014.6 6,069.9 10,699.3 9,813.5 41,243.0 137,301.7 

Electricity transmission 0.0 13.2 0.0 6,936.0 0.0 0.0 0.0 0.0 0.0 4,177.5 0.0 11,126.7 

Electricity distribution 0.0 4.6 154.3 1,923.7 0.0 0.0 0.0 0.0 0.0 7.0 154.3 1,935.3 

Electricity generation, 

transmission & 

distribution 0.0 0.0 0.0 0.0 0.0 0.0 0.0 1,301.8 0.0 0.0 0.0 1,301.8 

Natural gas transmission 0.0 0.0 570.5 125.0 0.0 0.0 0.0 0.0 432.0 0.0 1,002.5 125.0 

Natural gas distribution 0.0 0.0 39.0 55.8 0.0 0.0 0.0 0.0 0.0 0.0 39.0 55.8 

Natural gas transmission 

& distribution 0.0 31.0 0.0 41.0 0.0 719.1 0.0 29.8 0.0 0.0 0.0 820.9 

             Transport 

            Roads 0.0 0.0 499.2 61,383.4 735.2 3,659.2 0.0 0.0 814.0 926.6 2,048.4 65,969.2 

Railways 0.0 0.0 0.0 7,569.5 0.0 0.0 0.0 0.0 655.0 0.0 655.0 7,569.5 

Airports 0.0 0.0 125.0 4,402.3 0.0 0.0 0.0 40.0 0.0 571.9 125.0 5,014.2 

Ports 0.0 0.0 1,249.8 5,866.7 1,459.1 60.0 358.3 2,156.5 854.4 528.2 3,921.6 8,611.4 

             Water and Sewerage 

            Treatment plant 0.0 0.0 0.0 194.6 123.2 23.1 0.0 0.0 0.0 0.0 123.2 217.7 

Utility 0.0 0.0 0.0 275.5 847.0 41.9 0.0 0.0 7,567.2 708.8 8,414.2 1,026.2 

             Total 605.2 2,679.5 13,585.7 203,539.3 16,140.6 8,525.2 6,372.9 9,598.0 21,021.9 16,733.5 57,726.2 241,075.4 

Note: Infrastructure projects with private sector participation including concessions, divestures, greenfield projects, and management and lease contracts. 

DMC = developing member country. 

Source: World Bank and Public-Private Infrastructure Advisory Facility, Private Participation in Infrastructure Project database. 

 


