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3.6.2 India

India is another country that showed significance progress towards the development of a
knowledge-based economy. The High Commissioner of India in Mozambique claims that
investment in science parks in India which were initiated more than 20 years ago, was a
policy approach that greatly benefited the country (AllAfrica, 2010). As a result more than 20
parks have been established in India. Vaidyanathan (2007: 298) claims that science parks
have indeed contributed to the establishment of India as one of the leading providers of
software in the world. Institutional support played an important role in this achievement. The
Indian government introduced various fiscal incentives that created a favorable environment

not only for foreign investors but also for private Indian investors.

Vaidyanathan (2008) conducted a study on science parks in India. He found that the
government played a crucial role in the establishment and further development of the parks.
However, not all parks in India 7~ =7 _—=ladis ™----* 'y parks on software development

Most science parks in India ha‘NIVER SITY "fthenformation technology (software
development) as their primary swpsTERN CAPESU strategies to promote export-
orientation (Heshmati, 2007: 5). Especially in parks that develop software, export processing
zones (EPZs) are very popular, given the intention of the government to produce computer
software for export purposes. Lucknow Biotech park, established in 2003, is known for its

revolutionary discoveries in the area of biotechnology.

Strangely enough, unlike most science parks around the globe, science parks in this country
have no links with universities or HEIs. Instead Indian science parks have adopted a strategy
of cooperating with other science parks around the world. For example, science parks in India
provide technical services for Ebene CyberCity in Mauritius. They also have strong social
networks with Silicon Valley Science Park in the USA. This weak industry-university link is
in accordance with the research by Lofsten and Lindel6f who mentioned the importance of

informal and human relations links (See Section 3.4.2).

Another important factor that largely enhanced the successful establishment of science parks
was the availability of highly skilled labour. Many Indians migrated to the USA and other
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advanced parts of the world to obtain the necessary education, skills and also to establish
important social networks. They returned to India to establish themselves as academics and
entrepreneurs. There are however, factors that constrain the efficient functioning of science

park projects in India, such as inadequate infrastructure and brain drain.

3.6.3 China

By 2004 the number of science parks in China increased to more than 100 parks, national and
provincial. Some of the largest parks (such as the Zhongguancun science park) were
established by the International Science park Association (ISPA) and the International
Science Park Administration Committee (SIP).

According to the second generation of science parks (See Section 3.3.2) most science parks in
China were based on high-technology zones. It was argued that the establishment of small
firms based on high-technology inside the parks which in turn will be located in rural areas,
would positively impact on the regional economic development of the country (Tan, 2006:
828). As explained in Section 2.2.4.4, non-linear models can play an important role in

regional innovative systems.

Small high-tech firms in the park benefit from various fiscal incentives such as lower taxes,
access to various intellectual resources provided by universities or HEI in the park, as well as
from the experience of multinational firms with which small firms are also expected to create
inter-firm linkages (Wright, Liu, Buck and Filatotchev, 2008: 132). It is evident that the key
objective of the government with the establishment of science parks was to transform the
economy to a technology driven knowledge-based economy (Fang and Xie, 2008: 101).
Through the science park projects important networks were created with foreign investment

firms. Also increase labour productivity was experienced across all parks.

Hu (2006) investigated the impact of science parks on regional economic development in
China. Since the early 1990s there was a significant increase in the rate of regional inequality
in China. Big cities showed high economic growth while small cities in rival areas remained
underdeveloped and poor. Hu (2006) used empirical analysis to determine whether science
parks have contributed in any way to the existing inequality of the country. This study
revealed that the establishment of science parks only partially contributed to regional

economic development. However its significance was too small to positively impact on the
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regional inequality of a country as a whole. Moreover, it was found that the use of neo-
classical economic growth instruments (such as preferential policies that attracted large
number of investors, which lead to fast factor accumulation) was the key driver behind the
establishment of science parks in China. Thus a major lesson learnt from the Chinese science
parks is that to attract FDI to a science park, government should introduce complimentary
incentives and supportive fiscal policies.

In conclusion, despite the evidence of the success of science parks projects in these countries,
it is suggested that before imitating the specific models used in these countries, policy makers
from other countries should conduct a through investigation and consider the relevant aspects
in the context of their specific countries. It is clear that governments will have to play a

stronger role in developing countries than in a country like Finland.

3.7 SUMMARY AND CONCLUSION

This chapter illustrated how science parks can provide an important vehicle towards the
development of a knowledge-based economy, by providing the necessary knowledge
networks which will stimulate innovation and enhance the transfer and diffusion of

technological change.

Different terminology are used to describe various types of science parks, however they have
similar features: clustering, academic-industry linkage, knowledge flows and a management
function. Science parks developed from first-generation science-push models, to third
generation models which are more cluster-driven and market oriented. Various arguments
were stated in favour of the development of science parks, the most important relating to
geographic concentration, collaboration between academics and entrepreneurs, the fact that
they can be seedbeds for innovation and technological development and promote the
development of small and medium high technology firms. Science parks can also play a role
in re-industrialisation and in regional economic development. Some arguments against
science pars were also raised, the most important relate to the complexity of performance

measurement, weak academic-industry linkages and contribution to job-creation.
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Science parks can be fully owned by universities or by governments or they can be fully
private. Most science parks are in some way or another supported by governments because of
important external effects. Empirical evidence were presented on some aspects related to
science parks in Finland, India and China and important lessons could be derived especially
for a developing country such as Mozambique that are in the process to establish various
science park projects.

The financing of mega projects of such nature is however problematic. The government of
Mozambique decided to establish the first science park in the country through a public-
private partnership project. Chapter 4 presents a descriptive overview of some important

aspects related to PPPs.
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CHAPTER FOUR

PUBLIC-PRIVATE PARTNERSHIPS

4.1 INTRODUCTION

Public Private Partnerships is a concept that is extensively used in modern economic thinking
(Susilawati, Wong, and Chikolwa, 2009: 2). The idea behind the establishment of PPPs is the
creation of a long term mutually beneficial relationship between public and private sectors.
JICA (2011) claims that private investors are responsible for at least 70% of the capital flows
from developed to developing countries. The mere existence of PPPs proves that private
investors have an interest in the provision of public services and it seems therefore logical for
the two parties to cooperate and form closer partnerships. These private funds are however
usually channelled into sectors such as infrastructure, health and education, thereby
increasing employment possibilities and the technical capacity of these sectors which will, in

turn, stimulate economic growth and the general welfare of communities.

The aim of this chapter is firstly to investigate the possible types, nature of and rationale for
the establishment of PPPs, which is covered in Sections 4.2 to 4.4. Section 5.5 focuses on
specific factors that need to be taken in consideration to ensure the efficient functioning of

PPP projects. The final section concludes.

4.2 DEFINITION AND EVOLUTION OF PPPs

4.2.1 Definition

There are many definitions of PPPs in the literature.? PPP is one of those concepts, the
definition of which depends to a large degree on the specific country, institution or the
projects it is supposed to be used for (Dwivedi, 2010: 11). For example, in the UK they are

referred to as private financial initiatives® (PPI) given that initially these referred to financial

32 Allen (1999: 7) identifies more than 6 definitions from different sources such as the Treasury Board Secretariat, the
Ministry of Finance in the Czech Republic, UK Local Government Procurement Agency, the BC Ministry of Finance and
other sources.

* PFIs are government policies which are aimed at increasing the involvement of the private sector in the provision of
public services.
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support from the private sector (Broadbent and Laughlin, 2003: 335). In Australia and New
Zealand PPP projects are generally referred to as Alternative Service Delivery Models. In
Canada where PPPs are particularly popular they are known as P3s (Vining and Boardman,
2006).

One of the most established definitions of PPPs was developed by the Commission of Public

Private Partnerships® in their report of June 2001. It states that:

A PPP is a risk sharing relationship based upon a shared aspiration between
the public sector and one or more partners from the private and/or voluntary

sectors to deliver a publicly agreed outcome and/or public service.

Fourie and Burger (2000: 3) define a PPP as “...an instrument and contractual partnership
arrangement between the government and a private sector operator to deliver a good or
service to the public...” Consequently, a true partnership between these two sectors is based
on long term mutual agreements where all cost and benefits are shared according to agreed

proportion.

4.2.2 Evolution

The existence of PPP dates back to 1652 when in the United States a partnership was
arranged between the government and private entities to deliver drinking water to its citizens
(Oregon Telecommunications Coordinating Council, 2003: 3). After almost 100 years, the
notion of public-private partnerships is again referred to in the literature but in a different
context. Benjamin Franklin, a former member of American Philosophical Society of
Philadelphia, in 1742 speaks of the importance of a partnership between the public and the
private sector for the development of science and technology (Feldman, Link and Siegel,
2002: 8). This is very interesting because currently PPPs are mostly used for infrastructural
projects.

These types of partnership projects delivered better and more efficient public services
through the combined capital resources and intellectual experiences between the two sectors.
However, it was not until the 1980s that the concept of PPPs spread across the globe, in
particular to the European Union, Central America, North America, South East Asia and
Africa (Adam, Young and Zhihong, 2006: 384).

% This Commission was established by the Institute for Public Policy Research (IPPR) and this working definition can be
found in their report on Building Better Partnerships (Tambini, 2000).
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It is important to understand the evolution of PPPs. Traditionally there were two main
economic agents: the state and the private sector. The government’s rationale was mostly
based on the notion of ‘social justice’ while the private sector was seen as the driver of
economic efficiency (Burman and Parker, 1993). Therefore one of the main responsibilities
of any state is the delivery of public or social goods and services to its citizens, while the

private sector’s main objective is to generate maximum profit.

Limited government budgets and repeated government failures often prevented or constrained
the efficient provision of services to the public. Another reason was (and still is) the fact that
governments’ priorities are often based on political objectives rather than on the principle of
efficiency maximization (Boycko, Shleifer, and Vishny, 1996: 310). For example, one of the
main priorities by most governments is the protection of employment opportunities which
may be lost when the aim is to enhance economic efficiency. Moreover, it was evident that
governments’ lack of managerial skills in managing government enterprises resulted in
allocation and production inefficiencies and caused even slower service delivery.
Consequently, state officials began to search for new methods of providing public goods and

services by trying to involve the private sector.

Traditional neoclassical theory strongly relied on models of a competitive market as the
centre of all conceptual frameworks. The main rationale was the belief that the most efficient
allocation of scarce resources can be achieved when suppliers of goods engage in
competition. This is believed to result in lower costs and more efficient delivery of goods and
services to attract customers. Initially this was the predominant framework in the private
sector where private firms practised competitive behaviour and where sound competition
policies were put in place by the state to prevent the formation of inefficient oligopolies and

to reduce horizontal integration of firms (Boycko et al, 1996: 311).

Subsequently, starting from the 1970s this framework initially used in the private sector
became applicable in the public sector for the provision of public goods. This revolutionary

engagement was initially referred to as “alternative service delivery” (ASD)* comprising of a

% As stated in Section 4.2.1 New Zealand and Australia still refer to most PPP projects as ASDs.

43



full set of different types of arrangements for the provision of public goods, that were initially
provided solely by state enterprises (Boycko et al, 1996: 311). ASD included:

» Contracting-out of services;

» Privatisation;

» Public-private partnerships.

Contracting-out is when the private sector provides goods and services that were formerly
provided by the public sector. The control and responsibility, however, remain in the hands of
the public sector (Allan, 1999: 2). In the case of privatisation the public sector’s involvement
is minimal and can even be in the form of regulation of the post-privatised entity. In the case
of PPPs, the public sector continues to perform a significant role in the partnership® (Allan,
1999: 2).

The fact of the matter is that both public and private sectors came to realise that different
kinds of public services can be provided through different public-private combinations. It is
argued that in partnerships the private sector also needs to consider its social responsibility
(apart from mere profit maximisation) while the public sector needs to create the appropriate
legal and regulatory structures. The public sector is responsible to provide the necessary
institutional support, as well as the democratic and participatory process of decision making.
Public agencies and private organisations can achieve mutual benefits from a strategic
partnership that is characterised by trust, fairness, openness and mutual respect (Pongsiri,
2002: 489-490). For the public agency, the main rewards from a partnering with the private
sector are improvement of cost-efficiencies and programme performance, better service
provision and appropriate allocation of risks and responsibilities. On the other hand, the
private sector expects to make a reasonable profit, have an opportunity for investment and to
expand its business interests (OCSE, 1997).

The United Kingdom was one of the first countries to embark on a type of PPP known as a
private financial initiative (PF1)*. PFls were pioneered in UK in 1992 for the first time
(lossa, 2007: 2). It was initially concentrated in the transport sector and later applied to a

wider range of public activities, such as schools and hospitals. Canada also began to use PPPs

% These three concepts are explained in more detail in Appendix 4.1.
% The difference between PPP and PFI is that the former is usually used with the objective to take advantage of private
financing. PFIs are often used to implement projects of high capital intensity (CIPS, 2007).
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round about the same time (1993), starting with bridges and roads and then moving to
airports, water and wastewater treatment, medical facilities, recreation facilities and other
public utilities (Bettignies and Ross, 2004: 136).

Today, many developed and developing countries have embarked on the use of PPP projects.
Thomsen (2005: 3) gives examples of PPP projects in countries such as Bolivia, Afghanistan,
India, Malawi and South Africa. Table 4.1 illustrates the magnitude of PPP projects around
the world. It reflects the private sector’s involvement in the financing of public sector goods

and services.

Table 4.1 Private Sector Investment by sector: 1990 - 2003 (US Dollars)

East Asia Europe and Latin Middle East

Sector/Area . Central [Americaand| and North | South Asia Sub-Sz_ahara Total Per
and Passific . . . Africa Sector
Africa Carribean Africa

Energy $71522.90  $31,631.60 $118841.60  $11,794.70  $20,258.50 $6,175.00 $260,224.30
Telecom $53243.10  $78,900.50  $171,390.10  $15500.20  $21436.10  $21,723.60 $362,193.60
Transport | $46,649.80 $4,719.60 $63,894.00 $2,425.50 $3,115.20 $2,748.90 $123,553.00

waterand | ¢)5a1190  $332740  $1946530  $123650 | $216.00 $229.80 $39,786.90
Sewerage
Total Per
A |5186.727.70 $118579.10 $373,591.00 $30,956.90 $45,025.80 $30,877.30 | $785,757.80

Source: Akintoyel, Kyawl, Ngowi, and Bowen (2006: 6)

The data in Table 4.1 indicates that the majority of PPP projects were carried out in Latin
America, followed by East Asia, the Pacific, Europe and Central Africa, South Asia, Middle
East and North Africa and Sub-Saharan Africa. It also indicates that the sectors where PPP
projects are more generally used are telecommunication, energy, transport and water and

sewerage.
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4.3 TYPES AND CHARACTERISTICS OF PPPs

4.3.1 Types of PPPs

The type of partnership selected for a particular project will depend on a number of factors
(Navarro, 2005: 2). These include the amount of risk that the public sector is willing to
transfer to private sector, the amount of investment that the private sector is putting on the
table, the degree of decision-making transferred to the private sector, etc (Ministry of
Municipal Affairs in British Colombia, 1999: 6).

There are six common types of PPPs found in the literature (Sadka, 2006: 5):

» Build-Own-Operate (BOO);

» Design-Build-Operate (DBO);

» Build-Operate-Transfer (BOT);

» Design-build-own-operate-transfer (DBOOT);

» Design-build-operate-maintain (DBOM);

» Finance-design-build-operate-maintain (FDBOM).

BOO is a type of partnership where the private sector finances, builds and operates the
projects. Here the private sector also assumes full ownership of the project. A DBO, on the
other hand, is a type of partnership where the partnership designs, builds and operates the
project (Hall, Motte and Davies, 2003: 3). The government in this case is a sole owner of the
project, unless it is a BOT or DBOOT where the private sector will be the owner of the
project until the transfer of ownerships takes place. The DBOM is a type of partnership where
the private sector designs, finances, operates and maintains the project for a specified period
of time. The ownership in this case rests with the public sector for the entire duration of the
project. Lastly, the FDBOM is a PPP that provides the finance, design, construction,
operation and maintenance of a specific project for an agreed period of time (Pakkala, 2002:
10).

These types of PPPs are based on four main tasks that are necessary for the establishment of
any project (Bettignies and Ross, 2004: 137), namely:
Task 1 - Define and design;

Task 2 — Financing of the capital costs;
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Task 3 - Build the physical assets;
Task 4 - Operate and maintain the assets in order to deliver the product or service.

Given these tasks, the responsibility of the state is to decide which tasks will be performed by
the private sector and which by the government. This is a very important decision to make as

it has a direct impact on the efficient functioning of the PPP.

4.3.2 Characteristics of PPPs

Bettignies and Ross (2004: 138) refer to the following main characteristics of a modern PPP:

4.3.2.1 Extension of contracting-out

PPPs can be viewed as an extension of contracting-out® of the larger number of tasks listed
in Section 4.3.1. Contracting out only includes task 3 or building of the physical assets for the
project, while a PPP can and often does include more than one task. Historically, contracting-
out was often assigned to the private sector. This is probably because empirical evidence
suggests that the private sector can reduce costs or provide better quality services (Jitting,
1999: 8). The private sector is often more innovative and more flexible because it has an
incentive to reduce costs in order to increase profits. The main reason why contracting-out
reduces cost is generally related to increased competition in the market, because potential
partners have to compete by reducing costs, increasing quality and by being more innovative
in order to win the contracts. Another reason is the fact that contracting-out is incentive-

based.

4.3.2.2 Bundling of responsibilities

A second key characteristic of the PPPs is related to the bundling of responsibilities. This
implies that a single partner can be responsible for a number of tasks. For example, a partner
may design the project, then also maintains, and operates it (Tasks 1 and 4 referred to in
Section 4.3.1). The most important advantage of the delegation of these tasks to a private
partner is the advantage of complementarities associated with the combined design,
financing, construction and operation within one enterprise. The reasoning behind relates to
the fact that a single firm will be driven by the incentive to minimize the lifetime cost of the
entire project, by shifting costs to different stages which can only be done within one firm
(Sadka, 2006: 9).

% Refer to Appendix 4.1 for a more detailed explanation.
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Additionally, the advantage of technological complimentarily may also be recognised
especially when allocating building and design (tasks 2 and 3, Section 4.3.1) to a single
partner (Bettignies and Ross, 2004: 141). This is because a well-built project requires a good

design.

4.3.2.3 Private sector financing

Another important characteristic of many PPPs is the allocation of a major part of the
financial responsibility to the private sector (CIPS, 2007: 1). This is because many projects
require extensive capital investment, for example for the construction of large buildings or
the provision of infrastructure. PPPs are established by governments to secure the financing
of these projects. This is particularly true for developing countries such as Mozambique
which are often characterised by high public debt ratios as % of GDP and high aid
dependence.

However, PPPs are also criticised on the grounds that governments can borrow at lower rates
of interest than private sector firms (Sadka, 2006: 10). Consequently, governments use this
strategy to create fiscal illusion, in which case taxpayers will think that their government is
holding down on increasing public debt, but actually they continue to provide new and better

services. Bettignies and Ross (2004: 140) however provide some counter arguments.

Firstly, there is no concrete evidence illustrating that governments can always borrow at
cheaper rates than private sectors. To analyse the relative cost of the two, Bettignies and Ross
(2004: 141) suggest that the following factors be considered:

1. “The credit-worthiness of the private borrower and the protections offered in its
contract with the public sector partner;

2. The extent to which tax savings may come from other levels of government;

3. The degree to which the supply of funds to the public sector borrower is upwards
sloping” (Which means that more funds will be available at higher interest rates).

Secondly, the presence of important complementarities is often found between financing and
other tasks (maintain or operate for example). It is thus important to consider the full costs of

performing those tasks rather than the financing of each on its own.
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4.4 ECONOMIC APPRAISAL OF PPPs

4.4.1 Rationale for PPPs

Three key arguments for the use of PPPs are highlighted in the literature. These are explained

in the following sub-sections.

4.4.1.1 Fiscal and Political benefits

The first motivation for government’s engagement is that through PPP projects they can
minimise government expenditures and/or slow down the rise in current public debt ratios
(Vining and Boardman, 2006: 4). There are often political benefits to be derived from
keeping capital expenditures off the government’s official budget (Joulfaian and Marlow,
1991). Private sector financing channelled through PPPs can be viewed as additional
resources available for the provision of public goods and services (Allan, 1999). This is an
important advantage because it allows a project to go ahead even when public finances are
not yet available for its implementation, which is often the case in developing countries like
Mozambique.

However, it is important to emphasise that the underlying economic reality of an investment
is not altered if it is not on the books. In other words, no matter how a project is financed, the
government or users ultimately have to pay for its construction and operation (Quiggin,
2005). By using PPPs, governments can spread the cost obligations over a longer time period.
As this mainly affects the timing of the payments and is not likely to reduce costs, the
rationale is rather weak. In some cases, though, time shifting can be justified on the grounds
of economic efficiency and effective distribution of resources (Vining and Boardman, 2006:
2). For example, it is justifiable for most infrastructural projects that are expected to operate

for long periods and for many generations to come.*

4.4.1.2 Cost-superiority and production efficiency

The second motivation identified by Fourie and Burger (2000: 4) is based on evidence that
the private sector can provide services and infrastructure at lower cost than government due

to economies of scale, better incentives, more experience and a relatively greater ability to

%% In the case of a long-term asset, such as infrastructure, should the real return on the investment in excess of the marginal
cost of finance, the combinaiton of debt and a performing assest, will actually increase the welfare of the next generation
(Black et al, 2008:267.
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innovate. Private sector firms driven by profits have the incentive to push production and
marketing processes to their most efficient and cost-minimising limits by practicing good
management. Furthermore in a competitive environment private sector firms are forced to be
competitive in order to survive. There are multiple sides to the argument of production and
cost-superiority efficiency (Vining and Boardman, 2006: 3). Private sector firms are more
specialised, may have more experience and can reap the benefits of learning and of

economics of scale.*

Private sector firms that provide infrastructure may be global in scope. In contrast,
governments usually have less specific experience or expertise with the relevant technology
or activity. This cost difference is likely to be especially relevant in the case where provincial
and municipal governments are supplying the services. Any such cost advantages may be
significant in the design and construction phases of a project. Another cost-superiority
argument is that the private sector is driven by incentives to minimise costs (Jensen and
Meckling, 1976: 5). Because of cost-reduction incentives, the private sector may have more
cost-efficient operations, such as procurement policies and better project management skills,
while holding scale constant. These relative advantages are likely to be more evident in the
dynamic aspects of a project, such as, for example, a greater willingness to alter project

specifications or to utilise new technology.

A PPP can also improve production efficiency (Fourie and Burger, 2000: 5), which relates to
the ability to produce at minimum long-run average costs. As mentioned earlier, PPPs can
exploit the existence of economies of scale (Bettignies and Ross, 2004: 139). It is argued that
governments usually do not have enough work to generate the volume of business required to
minimise unit costs, whilst private sector firms are mostly in a position to reap the benefits

from large-scale production which bring down average operating costs.

The final argument is that monopolistic state-owned enterprises are particularly prone to X-
inefficiency. The concept of efficiency embodied in PPPs is of a dynamic nature, where it
refers to the “capacity of the productive system to innovate and adapt to changing external
circumstances” (Deakin and Michie, 1997). This requires co-operation between the public

institutions and the private sector based on sharing of authority, information, planning,

2 When a firm enjoys economies of scale, the firm’s average cost declines over time with an increase in output. When there
is learning, the average cost curve shifts downward. “As the production process becomes better organized and workers gain

familiarity with their jobs, labor requirements fall...” (Quijano and Quijano, 2009: 44)
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decision-making, financial risk, responsibility and accountability over a extended period of
time. It is agreed that technical efficiency considerations are the best normative argument for
PPPs. However, Deakin and Michie (1997) warn that when it comes to PPPs the private
sector is more concerned about increasing its profits rather than decreasing public sector

Ccosts.

Fourie and Burger (2000: 5) also argue that there are circumstances where the private sector
efficiency argument may not hold. This is because the problems of bureaucratic behaviour
often found in the public sector may be present in the private sector as well, especially in a
large corporate environment. Nevertheless, because it is extremely complicated to establish
the difference in efficiency between the private and the public sector empirically, researchers

often rely on the theoretical basis of economic efficiency.

4.4.1.3 Risk sharing

The third rationale relates to the opportunity to reduce the risk, especially during the design,

construction and operating phases of any project. Through the use of PPPs the public sector
can reduce the risk associated with its financial exposure to construction and maintenance
costs. (Hurst and Reeves, 2004: 380). The involvement of multiple partners would imply
better allocation of particular risks to those partners who can manage them best, thus

minimising the cost related to risk management (Allan, 1999).

Fourie and Burger (2000: 5) also refer to the issue of risk-taking by private sector firms.
“Only because the continued health and survival of the firm is at risk due to seller
competition and consumer freedom of choice, are managers sufficiently ‘incentivized’ to
deliver maximum efficiency” (Fourie and Burger, 2000:7). Allan (1999) claimed that when
private partners carry risks they would have greater incentives to perform at their best. They
also have various performance-based remuneration arrangements which are rarely present in

the public sector, but can be a significant incentive to stimulate improved performance.

Vining and Boardman (2006: 6) do not agree. They claim that it is not a strong normative
justification as it does not reduce risk per se, it only transfers and spreads it more broadly.
Usually, the private sector also has more expertise with sophisticated financial instruments
and better access to financial markets that can spread risks to partners who can price and bear
it efficiently. The private sector is also less vulnerable to political risk (including rent-seeking
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activities) which is an extremely important advantage, especially in countries where

corruption is rife.

4.4.2 Arguments against PPPs
There is a lot of controversy, both conceptual and practical, with regard to the use of PPPs.

The following sub-sections present some arguments against PPPs.

4.4.2.1 Low Private Accountability

The most significant concern is private accountability with regards to the sector's
involvement in the provision of public goods and services (Engel, Fisher and Galetovic,
2007: 2). The argument relates to the fact that the private sector is always driven by profit
maximisation while the public sector has the public interest as main objective. Put differently,
PPPs tend to bring fragmentation of structures and processes which may lead to distortion of

responsibilities and of accountability.

This is because each party loses some of its own decision making power in the PPP-structure.
The problem also arises because of the fact that once the PPP is formed, it is considered to be
the ‘accountable body’ for the project (Bovaird, 2004: 204). However, it is extremely
complex to make the PPP the accountable body, because often there is no institutional

framework to guarantee the complete independence of the PPP.

4.4.2.2 Less political control and decision-making

Public administrators, who are responsible for the establishment and implementation of
public policies, also criticises PPPs on the grounds that they tend to weaken political control
over decision-making (CUPE, 2008: 1). In other words, politicians fear that they will lose
their power over decision-making. However, previous experience showed that politicians can
better spread their vision of how public services should be provided with the use of PPPs
(Zarco — Jasso, 2005: 7).

4.4.2.3 Reduced employment

On a more practical side, PPPs can negatively affect employment and conditions of
employment (CUPE, 2008: 6). This is because partnerships have a tendency to negatively
affect public payrolls and to decrease wages (Wang, 2006: 2). Some jobs may also be lost at
the expense of cost-efficiency (See Section 4.4.2.2). Not surprisingly, trade unions often
disapprove of the establishment of these partnerships because workers may lose their jobs

when some public responsibilities pass on to the private partners (Bovaird, 2004: 207).
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Unfortunately, many public sector workers have experienced that loss. On the other hand
there are others who have successfully made the transfer and experienced the new working

environment more rewarding.

4.4.2.4 Increased Prices

Communities fear that because the private sector is generally driven by profit maximising
rather than the interest of the general public. Services that were previously provided entirely
by the public sector were often under-priced with an objective to address some socio-
economic challenges. On the other hand, once the private sector is involved in the provision
of these goods and services, the prices of these goods and services are expected to be much

higher even with appropriate price cap regulation (Sappington and Weisman, 2010: 228).

4.5 FACTORS DETERMINING THE EFFICIENT FUNCTIONING OF PPPs

There are a number of factors that can determine whether a PPP will fail or succeed.
According to Wang (2006: 3) different partners will have different factors that they identify
as important. For example, public administrators argue that it is important to define roles and
responsibilities of each partner properly. Private sector partners, on the other hand, believe
that a successful partnership should be based on fairness, risk sharing, openness and respect.
All these criteria are however important for the successful functioning of a PPP. The

following determinants seem to be the most important:

4.5.1. Comprehensive Needs Analysis and Feasibility Study

Before establishing a partnership for a particular project an analysis should be conducted to
determine whether there is indeed a real need for this project. “A particular project must
undergo a comprehensive needs analysis of basic services and infrastructure” (Farlam, 2005,
iii). Thereafter, a feasibility study should be conducted that includes an investigation of the
private provision in comparison to the public provision of the service, in terms of risk
transfer, allocation between the partners, accountability and efficiency. A feasibility study
should also incorporate the analysis of various financial models and reasons for a selection of
a specific model (Farlam, 2005, iii). As recommended by the European Commission (2007:
63) a feasibility study is also “conducted to identify the potential market segments of a park

as well as factors attractive to potential tenants”.
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4.5.2 Choosing appropriate partners; clearly defined roles and responsibilities

This can be an extremely complicated process, but it is the starting point for a successful
PPP-project. As stated by the NCPPPS (2006) there are cases where the lowest bid may not
necessarily be the best bid. Skills, experience, professional reputation, a high level of
technological expertise are some of the key factors that should be considered when selecting
partners. In the initial stages of PPP implementation it is important to transfer responsibilities,
roles and thinking within the public sector. For a PPP to succeed, the public agent must
accept and acknowledge that the private sector will take on some of the responsibilities that
were previously managed by the public institution.

The government’s role in the partnership is very different from the role of the private sector
or non-profit organisations. It is important not only to transfer responsibilities but also to
clearly define the respective roles of the government versus that of the private sector. It is
important that government officials not only support, but thoroughly understand the PPP-

structure and the advantages of having private partners (Wang, 2006: 2).

The government should be an active partner in the operations of the partnership. When the
partnership is established some of the risks and responsibilities should be transferred to the
private sector so that the true collaboration takes place. However, Wang (2006: 2) warns that
there are certain responsibilities that cannot be passed on to the private sector. These include,
for example, service delivery in sectors with high social significance such as health,
education and social welfare (Abrahams, 2000).

It is also important that the private sector is fully aware of the risks and responsibilities
related to the project. In other words, transparency is important. It is equally important to
create an effective decision-making system that would facilitate the understanding and

communication between the private and public sector.

4.5.3 Public-private sector complementarity

Abd Aziz, Hani and Musa (2007: 161) found that the essential quality of successful
partnerships is that of complementarity, in which the strengths and weaknesses of each
partner are offset against those of the other in generating developments that produce the best
results. The notion of complementarity is further discussed by Pradhan, Ratha and Sarma,
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(1990:101) where the public sector is considered complimentary to the private sector if an
increase in investment (by the public sector) positively impacts the level of investment of the
entire economy. Pradha et al (1990: 102), however, argues that many countries (like India),
are faced with an issue of crowding out rather than complementarity. Crowding out occurs if
an increase in the public investment leads to a disease in the formation of private investment
(Chakraborty, 2007: 2). However, Chakraborty (2007: 2) argues in the case of Korea that
even though private capital accumulation declines in the short run, the total investment of the

economy can still rise under certain circumstances.

4.5.4 Organisational policy and detailed work plan
A successful PPP project should include two elements, namely an organisational policy and a
detailed work plan (Wang, 2006: 1):
e Organisational policy
A policy is a set of rules to guide management in making decisions to achieve a
rational outcome. It can be regarded as a statement of intent.
The organisational policy outlines the core values and rationale for a particular
partnership. It will also establish non-negotiating good-for-all principles and
regulations and identify the objectives that partners want to accomplish with this
partnership. Additionally, organisation policy will identify the skills, resources and
knowledge required for the success and the lifetime of the partnership
e Work plan
A work plan proposes how an organisation should be structured to achieve the goals
of the PPP. It consists of
» A mission statement that spells out the organisation’s purpose;
» A set of goals and the strategies how to achieve them;
» A business structure required to achieve these goals.
A detailed work plan should be prepared with a lot of care and brainstorming by
relevant experts beforehand. A detailed work plan will explain responsibilities, roles
and the structure of decision-making of public and private partners. A work plan
should explain the means through which disputes amongst partners will be resolved
and this method should be incorporated into the original contract between partners
(Agboli and Ememry, 2005: 9).
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4.5.5 Sources of finance

According to Farlam (2005; iii) the most appropriate type usually depends on the type,
magnitude and duration of the project.It is critical to plan which sources will be used for a
specific project given its characteristics, industry and country. Izaguirre and Kulkarni (2011:
3) and the Asian Pacific Centre for Information and Communication Technology (APCICT)
(2010) refer to the numerous sources of finance that can be used. These include private
commercial banks, conventional corporate funding, public financial institutions, multilateral
and bilateral agencies, private sector investors, FDI, international financial institutions,

government-to-government funding etc.

The more common sources of finance are (Brigham and Davis 2004:

e Public financial aid. This is made available by the national or lower levels of
government (municipalities), sometimes at a reduced interest rate;

e A long term bank loan to finance the capital layout, offered by one bank or a
consortium of banks. Such a loan would require collateral. Bank financing may also
be in the form of quasi-equity financing. It typically involves a mix of debt and
equity. Investors can achieve gains through capital appreciation and interest on debt-
repayment. No collateral is required,;

e A short term bank loan, such as revolving credit. Only operating expenses can usually
be financed with this type of loan. Collateral may be required, depending on the
extent of risk related to the project;

e A government bond. Most of these bonds pay a fixed interest amount or coupon rate
once or twice a year and the capital amount is refunded at maturity. These bonds are
popular because the units are marketable at any time during the period of the bond,

and depending on market interest rates, investors may enjoy capital gains (or losses).

However, EIC (2009: 1) points out that most PPP projects in developing countries are
supported financially by multilateral developing agencies such as the World Bank, the
International Financial Corporation (IFC), the European Investment Bank (EIB) and the
Asian Development Bank (ADB). This may be one of the most important sources of finance

in a developing country, such as Mozambique.
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4.5.6 Institutional arrangement and regulatory framework

The institutional arrangements can be considered a key determinant of the successful
implementation of a PPP-project. Institutional complexity with multiple role players and
organisations from the public sector may undermine the success of the PPP. It is important
that the respective responsibilities are made clear to each party and that the institutional
structure is simplified (Allan, 1991: 30). Furthermore, procurement decisions for which the
public sector is often responsible requires a level of commercial knowledge and experience

that the public sector usually lacks.

There is no doubt that to have a successful PPP-project there is a need for a effective
regulatory framework. Such a system is useful in helping partners to align their interest,
reduce opportunistic behaviour and deal with market imperfections (Pongsiri, 2002: 490).
Regulation is of particular importance in developing countries without which fairness,
effectiveness and openness of the PPP-project could be compromised. However, as argued by
Pongsiri (2002: 492) most developing countries lack sound regulatory frameworks that are
supposed to control PPPs. There is a need for a control mechanism and accountability to be

put in place by government authorities.

Strong institutional support can provide assistance to the structuring of effective transactions
in the short term. Such support can be established in the form of a unit which would be
separate from government institutions, or it may be part of it, but it is crucial that it should be
independent and credible (Pongsiri, 2002: 489). Where necessary provide political guarantee
should be provided for local and foreign investors (Farlam, 2005, iii). This is particularly
important in case of a developing country where the risk of investing is higher than the

developed country.

4.5.8 Transparency and accountability

It is also important that the private sector is fully aware of the risks and responsibilities of a
certain project and that all the process are fully transparent. In other words, transparency is a
critical factor for the success of PPPs Moreover, the issue of accountability as explained in
section 4.4.2.1 should also be very clear to both the private and the public sector and ideally

direct policies should be established to ensure PPP independence (Bovaird, 2004: 204).
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4.5.9 Standardised PPP initiatives and database

The last recommendation given by HM Treasury** (2000) was that it is important to create a
database with all successfully implemented PPP initiatives with all the relevant particulars.
This will not only assist the future PPP initiatives but also reduce the need to “reinvent the
wheel” (Allan, 1999: 3). Furthermore recent experience suggests that where possible PPP
initiatives should be standardised (Allan, 1991: 30). Moreover, it was recommended that

governments should prioritise when it comes to the areas where PPPs should be implemented.

4.6 CONCLUSION

Public Private Partnerships are important due to the fact that both public and private sectors
realise that different public services can be provided through different public-private
combinations. Some infrastructural and service delivery projects require huge capita
investment which is problematic for governments in developing countries. This is especially
relevant in the case of Mozambique where the government relies to a large extent on foreign

aid to balance its budget.

The chapter distinguished between the types of PPP, which relate to what functions are
assigned to the different partners. It also highlighted important features of PPP-projects. The
following advantages were presented as arguments in support of PPPs: fiscal and political
benefits, cost-superiority and efficiency and the sharing of risk. Arguments against relate to
private sector accountability, loss of political control and power of decision-making, as well

as reduced employment and higher prices.

Important factors that will determine the successful implementation of PPP-projects were
identified of which the following are the most important: a comprehensive needs analysis and
feasibility study; organisational policy and detailed work plan, choosing the correct partners,
institutional arrangement and regulatory framework. A detailed investigation into these
factors falls outside the scope of this dissertation, but should however be seriously considered
by policy makers in Mozambique. The wisdom of using a PPP to establish a Science park is
uncertain. On one hand, the fact that PPPs are not generally used to finance science parks
may be due to its practical applicability. On the other hand, it may be due to fact that the

“1 Her Majesty Treasury (UK)

58



PPPs only really gained its popularity in the last decade and that the first initiatives to use it

for the establishment of science park are only starting to emerge.

APPENDIX 1

Contracting-out is when private sector provides goods and services formerly provided by the
public sector whereby the control and responsibilities remains in the hands of the former
(Allan, 1999: 2). The private sector does not, under normal circumstances, take any
participation in the decision making. On the contrary, in PPPs the decision making is shared
between the two sectors as stipulated by the terms of the contract. Furthermore, in PPPs
private-sector can often be a capital assets and service provider. When privatization is
compared to PPPs, in the later the public sector continues to perform a significant role in the
partnership, whereas, in the case of a privatisation, public sector involvement is minimal and
can be in the form of regulation of the post-privatised entity (Allan, 1999: 2). Contracting-
out, privatization and public-private partnership have one key similarity, namely the fact that
in all of them “the public sector changes from being a direct provider of services to the public
to being a procurer of services and, possibly, a regulator”. For the policy purposes it is
critical, however, to clearly define the PPP structure as it is the essential element and an
essential condition for its success (Fourtie and Burger, 2000: 2). Farlam (2005: 2)
summarises the key differences between the PPP, contracting-out (or public procurement)

and privatization as illustrated in Table 4.1.
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Table 4.2 PPP, Privatization and Contracting-

out
Public Procurement PPP Privatization
» Supply by the private » PPPs introduces private sector » Means transferring a public
Definition sector of goods, works or efficiency into public senices by senice or facility to the private

senices as defined by the
public authority

means of long term contractual
arrangement. They secure all or part
of the public senice, call upon
private sector know-how.

sector, usually with ownership, for
it to be managed in accordance
with market forces and within a
defined framework.

Main features

» Contracting authority
establishes clearly what is
to be built, how and by what
means

» Invitations to tenders are
accompanied by very
detailed technical
specifications regarding the
type of work being produced

» The procurement process
is short-term in nature and
does not involve long-term
occupancy of infrastructure
assets, and thus does not
lay emphasis on the
operational phase of the
project

» Contracting authority establishes
the specifications of a project and
leaves to the private sector the
responsibility of proposing the best
solution, subject to certain
requirements

» Price is one of the many criteria in
the evaluation of bids. A lot of
emphasis is on the technical and
financial capability of the bidder,
financial arrangements proposed,
and the reliability of technical
solutions used

» Given the long duration of the
concession period, emphasis is on
the arrangements proposed for the
operational phase.

» Privatization authority prepares
the investment plan

» Involves transfer of ownership to
the private sector

»Is generally a complex
transaction with carefully
designed contracts and a multi-
stage competitive tender process

» Generally the public sector
withdraws from management of
the entity on privatization

» Almost all risks are born by the
private sector

Source: Farlam (2005)

To summarise, PPP is not the same as privatisation or contracting-out. There are crucial

differences in definitions and features of the three concepts. Consequently, a PPP should not

be mistaken to privatisation or contracting-out.
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CHAPTER FIVE

THE CASE OF MOZAMBIQUE

5.1 INTRODUCTION

Mozambique is a developing country in Sub-Saharan Africa that in recent years impressed
the world with its economic growth and development despite its continuous dependence on
foreign assistance and a high level of poverty. Significant improvements related to
investment in infrastructure, institutional framework and skills development were observed,
amongst others, in the agricultural, mining, electricity, services and telecommunication

sectors.

The Government of Mozambique acknowledges the current trend in global information and
communication technology and as a result has launched a number of ICT related polices and
strategies in recent years. The objective is to create the necessary tools to take advantage of
benefits that ICTs may offer, such as the creation of an enabling environment for the
establishment of a knowledge-based economy. One of the policy tools selected to achieve this
goal is the establishment of a first science park. As was explained in Section 1.1, the
Government of Mozambique decided that this science park would be established through a

public-private partnership project.

The aim of this chapter is to present an overview of the policies and measures that the
Mozambican government has put in place to enhance the development of a knowledge-based
economy. In section 5.2 the focus is firstly on policies to promote ICT development in the
country and then on progress towards the establishment of the country’s first science park.
Section 5.3 focuses on the decision to use a public- private partnership project to establish the

science park. Section 5.4 concludes.
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5.2 THE ESTABLISHMENT OF A KNOWLEDGE-BASED ECONOMY IN
MOZAMBIQUE

5.2.1 Background Overview

Over the last couple of years Mozambique has experienced sustainable economic growth and
a reduction in the level of poverty through the implementation of stable political, economic
and environmental strategies as stipulated by the 2005-2010 Action Plan for the Reduction of
Absolute Poverty* (PARPA 11) (OECD, 2008). The IMF (2008) referred to the developments
in the country as “...one of Africa’s most remarkable success stories. With a population of
approximately 20 million, Mozambique is one of the most populous countries in the world
(World Bank, 2009). The significant progress in the reduction of poverty in Mozambique, is
illustrated by the fact that in 2001 about 70% of population lived below the poverty line and
by 2009 that has been reduced to 54, 7% (IMF, 2011: 7).

Macroeconomic developments are particularly impressive. From 1993 the real GDP grew by
on average of 8,1% p.a. with the exception of the early 2000 when heavy floods negatively
affected real GDP growth (Conselho de Ministros, 2006). Economic forecasts predict that the
GDP of Mozambique could reach a growth rate of 7, 8% in 2012 (Economy Watch, 2011).

This improvement in economic performance can partly be attributed to the development of
some mega-projects in the country (Sonne-Schmidt, Arndt and Magaua, 2009: 1). Andersson
(2001: 1) describes the following four key mega-projects in Mozambique:

» Mozal aluminium smelter (Mozal)

This aluminum smelter accounts for about 60% of the exports from Mozambique. Mozal
is also concerned about the development of the local community and as result created
Mozal Community Development Fund. This fund supports small business development,
education and training, health and infrastructure. The aluminum smelter created a
significant number of jobs for the local population. About 90% of the employees of
Mozal are Mozambicans (Mitsubishi Corporation, 2006: 10).

“2 PAPRA is a key policy tool used by the Government of Mozambique to reduce absolute poverty and to re-launch its
economic and social development. PARPA was introduced in Mozambique in 2001 and is a five year plan for the reduction
of poverty. PARPA Il was implemented thereafter for the period 2006-2009 (IMF, 2007)
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» Cahora Bassa Hydroelectricity (HCB)

HCB is a hydroelectric plant that uses water from the Zambezi River to produce
electricity. This plant plays a significant role in the country’s exports, by exporting most
of the electricity produced to South Africa (Scodanibbio and Manez, 2005: 977).

» Temane and Pande Natural Gas Project (Sasol Project)

This project is a public-private partnership between South Africa (Sasol is the main
shareholder) and Mozambique and the core business of the PPP is to produce gas for
export to South Africa). Local communities benefit from this project in terms of
employment and improved infrastructure in the area of the pipeline (Zimba, 2010: 1).

» Nacala Development Corridor (NDC)

The NDC is a joint venture between the Mozambican, Zambian and Malawian
Governments with its main objective to improve roads, ports, power, airports and tourism
along the corridor. The project became operational in 2009 with the help of some major
donors (African Development Fund, Japan International Cooperation Agency (JICA) and
Korea’s Exim bank (African Development Bank, 2009: 4).

Castel-Branco and Ossemane (2010: 6) estimated that the export of products by mega-
projects such as aluminium, electricity and gas accounted for 71 percent of total exports from
the country in 2007-2008. It is also estimated that over the next 10 years these 4 mega-
projects will generate USD 7 billion in foreign direct investment, which is really impressive
given that the current GDP in Mozambique is about USD 11 billion (Economic Watch,
2011). Therefore, it is clear that the mega-projects in the Mozambican economy, especially
those related to infrastructure development are essential for the growth and development of
the country. Furthermore, they can enhance the development of a knowledge-based economy

because they use advanced technologies and high-technology skills.

For continued expansion of these mega-projects and successful implementation of pending
mega-projects (such as the Maputo Iron and Steel Project, Corridor Sands titanium as well as
the other science parks) the Government of Mozambique is committed to improve the
transport system, especially the railways and harbours, the provision of energy together with

greater transparency of the policy related to special tax allowances (OECD, 2008).

In contrast to these positive developments, very little progress has been experienced in the
development of small and medium enterprises (SMEs), despite the fact that they are
identified by most economists as a possible driving force for sustainable economic growth

(MICTI, 2002: 7). The lack of linkages between SMEs and mega-projects also seems to be a
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major challenge, because the largest part of foreign direct investment (FDI) is channelled to
mega-projects (Roberts, 2000). This is an area where the science park can be expected to

make a contribution in terms of the development of small and medium high technology firms.

5.2.2 ICT Development

5.2.2.1 Background overview

One of the objectives of PAPRA Il is to promote ICT development in all sectors of the
economy such as agriculture, health, education, roads, water and other infrastructure as well
as sanitation and food security. According to the government (Conselho de Ministros, 2006:
6) ICT development is regarded as one of the key instruments that provides opportunities for

improvement in all areas of development:

“ICT will enable Mozambicans to access the benefits of worldwide knowledge
resources, raise the effectiveness and efficiency of State institutions and their value to
the public through provision of services, improve quality of governance and public
administration, and help raise Mozambique to the level of a valued and competitive
partner in the Global Information Society”

It has been globally established that ICT is a driving force for the establishment of
knowledge-based economies and Mozambique needs to follow this trend if the country wants

to participate in the world economy and take advantage of economic opportunities presented

by the global economy.

Conselho de Ministros*® (2006) identifies the following potential advantages of ICT

development, which can be directly linked to a knowledge-based economy.

» Improve knowledge exchange in real terms;

Promote and create networks between institutions, individuals and geographic
regions;

Introduce new channels for service delivery;

Promote economies of scale;

Promote transparency and openness;

Promote open and multi-directional communication.

v

vvyyvyy

In the context of poverty reduction, which is the key objective of the Government of
Mozambique (OECD, 2008) the promotion of ICT is important to improve the diffusion of

“3The Council of Ministers of the Mozambican government
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knowledge and ICT services. Additionally, ICT is critical to improve the access to regional
and global markets and services on-line.

5.2.2.2 Recent developments

The development of Mozambique’s ICT sector has undergone some major improvements in
the last couple of years. For example, in the telecommunication sector the number of cell
phone users increased from 3 to 62 per 100 individuals between 2000 and 2005 (Muchanga
and Mabila, 2008). Similarly, the number of internet users increased from 1 to 7 per 100
individuals over the same time period. However, none of the equipment used by the ICT
sector is manufactured in the country despite the fact that the majority of suppliers operate in
Mozambique (Muchanga and Mabila, 2008). For example, none of the equipment used by the
telecommunications sector is produced in Mozambique, but suppliers such as Alcatel,
Ericsson, Siemens, operate in the country (UNECA, No date). Policy makers need to use this

as a window of opportunity for local ICT development.

Furthermore, over the past ten years the government of Mozambique implemented a number of

ICT related projects in the country such as:

» SEACOM

This is a first broadband submarine cable system in Africa which provides internet
connectivity across Africa and across the world. Mozambique was connected to
SEACOM in 2009 (Mabila, Mboane and Mondlane, 2010: 16).

» E-governance, e-business and e-health
Incorporating ICT infrastructure in governance, business and health, in order to improve
the efficiency delivery of services provided by the government (OECD, 2008: 12).

» Schoolnet Mozambique

This project was launched in 1997 with the objective to introduce computer literacy in
secondary schools and by 2006 there were more than 25 schools connected to the World
Wide Web (Isaacs, 2007: 7).

» Management of Natural Resources and Wireless Communication
Using wireless radio phones in the field which connected to the base station. This
provides immediate response for assistance (Conway and Rowan, 2003: 1).

» Information, Education & Networking for Women via Internet

This project involves the establishment of a website for woman that aims to improve
access to information on gender related issues ((Isaacs, 2007: 10).
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These projects are important as they not only assist towards the improvement of the general
skills level in the country, especially the necessary technical skills required in a knowledge-
based economy, but they also send a signal to foreign investors that Mozambique is serious

about technological development.

5.2.2.3 Mozambigue ICT Institute

The idea of a science park in Mozambique started with the approval of the ICT policy in
2000 and the launch of its Implementation Strategy in 2001 (MICTI, 2002). The
Mozambique ICT Institute (MICTI) initiated by the University Eduardo Mondlane (UEM)
was given the key responsilbity to implement the country’s ICT policy. “This programme
will draw on national and international business and academic partnerships to develop high-
level ICT knowledge and skills to address the goals of development and strengthen the
Mozambican ICT business sector” (ICT Policy, 2002: 5).

The vision of the MICTI is:

“To promote economic development in Mozambique through encouraging
research and learning as well as the entrepreneurial spirit in ICT related
areas, creating wealth for the tenants and for the country as a whole.”

The mission of the MICTI is:

“To create a dynamic environment from which participants are able to engage
with academic and research endeavors, while simultaneously contributing to
their own and the country’s economic development, giving to the tenants’
space, training and facilities in privileged conditions.”

The MICTI comprise of three key elements: research and learning, incubation for small
business and the science park-project (ICT Policy, 2002).

(a) Research and learning

This first component addresses the lack of skills in the country by providing quality
structured learning and relevant work-based experience in areas related to ICT, management
and systems processing. This step is particularly relevant as has been explained in Section
2.2.2 that knowledge and skills development play a crucial role in a knowledge-based
economy. Access to global expertise will be obtained by means of various exchange
programs with international higher educational institutions, which conforms to the concept of
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networking. Community education and training programs will also be offered (MICT]I, 2002:
12).

(b)Incubator

The goal of this component is to provide opportunities for employment and wealth generating
for students and the academic community of Mozambique (MICTI, 2002: 12). The
development of incubator which was established in 2002 at the University of Eduardo
Mondlane was also a crucial step towards the establishing formal and operational links with
private and public HEIs in Mozambique and their scientific, research and technological
expertise (Temlett, 2005: 21).

The MICTI Incubator is a pilot project for the establishment of the first science park Temlett
(2005: 7) also refers to the presence of triple helix in the incubator, which refers to
collaboration between academic institutions, government and firms. In Section 2.2.4 it was

mentioned as one of the important elements for non-linear innovation models.

It was suggested that the MICTI incubator should be transferred to the premises of the
science park upon its completion. However, Temlett (2005: 23) has some reservations. He
argues that moving an incubator to the science park would be contradicting one of the key
characteristics of proximity to HEIs institutions (refer to Section 2.4.1 on geographic
proximity). On the other hand, the Minister of Science and Technology stated that
Universities and HEIs will be established on the premises of the science park at a later stage.
Temlet (2005:23) also argues that the establishment of a science park will imply that
resources will be redirected from the incubator to the science park. However, one can argue
against this point by saying that once the incubator is situated in the park, the resources will

be distributed more efficiently across the entire project (Personal Interview, 2010).
(c) Science and Technology Park

The ultimate goal of the institute is to establish the science park. The mission of the Science
and Technology Park in Mozambique is:

“...to provide through the phased development of Mozambique’s first prestigious
Science and Technology Park in Moamba, a unique, sustainable and supportive
environment for the development of entrepreneurial and educational activities that
will facilitate business incubation, technology transfer, training and the commercial
exploitation of the knowledge-base” (MICTI, 2002).
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5.2.2.4 Finance

However, it is no secret that the Government of Mozambique cannot afford to finance some
of the ICT-projects and therefore has to rely on donors. Various foreign donors are involved
in the promotion of ICT-development. In the case of Mozambique, some donors are from the
Scandinavian countries, others are the United States Agency for International Development
(USAID), the United Nations Development Program (UNDP) and the World Bank (Paju,
2009: 53). However, reliance on donors is often not a first best option as they can cut funding
at any moment, due to pressure from external or internal factors. For this reason some
projects in Mozambique were not successful. Given the envisaged size of the park the

potential exists to draw large domestic and international investment resources.

Fiscal benefits are “...those measurements that grant exemption or reduce the amount of tax
payable by investors in order to benefit activities that have a recognised public interest as
well as to encourage the economic development of Mozambique” (Legislation on the

Investment in Mozambique, 2010: 56).

Law No. 4/2009 of January 2009 formulates the Code of Fiscal Benefits in Mozambique.
Section IV of this Code applies specifically to investment into ICT-related initiatives:

“...investment in scientific investigation, development of information and
communication technologies, as well as research and development benefits for the
duration of the project, from an exemption from payment of customs duties and VAT
on the import of scientific, teaching and laboratory material and equipment, including
software and support materials, for technical, scientific education, teaching and
investigation construction materials, machinery, equipment, and the respective

accompanying accessories and spare parts” (Legislation on the Investment in
Mozambique, 2010: 68).

According to Section IV of the Code all investments made in the areas of science and
technology in the science park will benefit as follows in respect of corporate income tax
(IRPC):

» “Corporate Income Tax exemption in the first 5 years;

» A 50% reduction in the rate of IRPC tax from the 6™ to the 10" tax year;

» A 25% reduction in the rate of IRPC from the 11" to the 15" tax year”.
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Apart from these allowances in the case of corporate income tax, other fiscal incentives are
also offered to investors in the science park. For example, Article 6 offers an exemption from
customs duties and VAT on imported or locally manufactured inputs. This exemption is
granted for 5 years from the commencement of the project. Also, according to Article 19 of
the code, during the first 5 years of the operation of a project investments made outside of
Maputo City can benefit from 120% of the expenditure on the construction and rehabilitation
in the following sectors: roads, railways, water supply, airports, telecommunications,

electrical energy, mail delivery, hospitals, schools and other public sector services.

These generous tax exemptions to attract investments into ICT-related projects clearly show
how serious the government is to enhance a knowledge-based economy in Mozambique,
because the opportunity cost in terms of loss of government revenue should not be

underestimated.

5.2.3 MICT]I Science and Technology Park

The establishment of a science park is another ICT-related initiative by the Government of
Mozambique. The science park is intended to stimulate technological development in the
country by providing goods and services such as ICT hardware, software, biotechnology and
call centres. In other words, the science park should assist the government to achieve its

objectives of developing a knowledge-based economy.

The science park project in Mozambique is a public sector driven initiative, but is being
established through a public-private partnership. As in many developing countries its
financial viability relies on synergistic partnerships with the private sector, HIEs and global
funding agencies. At the heart of this park will be the development of knowledge-based
ICT projects. The development of other sectors such as medicine, mining and agriculture is
also an objective of the park. The science park in Mozambique will have the generally
established characteristics of clustering, academic-industry links and knowledge flows as

discussed in Section 3.2.
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5.2.3.1 Core Objectives
MICTI (2002: 56) identified the following core objectives for the science park.

» Be a catalyst for wealth creation and employment;

» Be afuturistic, prestigious and high-profile development which will attract and
nurture new businesses and direct investment;

» Be the place from which knowledge-based companies (national and international) will
wish to conduct their business;

» Be avehicle for harnessing, stimulating and exploiting new thinking;
» Be adriver of best practice and a powerhouse of ideas;

» Be a multi-user centre of excellence, providing flexible accommodation and shared
support facilities and services;

» Reinforce Mozambique’s regional and international image and credibility.

These core objectives contain many of the essential elements of a knowledge-based economy
as discussed in Chapter 2.

5.2.3.2 General characteristic of the science park

The science and technology park will comprise of research, learning and incubator
components. Its implementation will be based on a ‘special economic zone’ (SEZ). The
incentives explained earlier, will apply to investments in this special zone. These type of
special zones were found to be particularly important in East Asian countries as explained in
Section 3.6.3, with reference to empirical evidence from China. This is one of the very
important steps that the Government of Mozambique has taken, firstly to create an enabling
environment for the development of private ICT industries, and secondly to contribute to the

creation of an educated and knowledge-oriented society (MICTI, 2002).

The development of small high-tech firms is at the heart of this project as explained in
Section 5.1.1. The science park is believed to provide infrastructural support as well as
technical and administrative support for small and medium high-tech firms. This is extremely
important for economic development of the country given its very slow progress of SME
development as mentioned in Section 5.2.1. It is believed that support to small and medium

firms will enhance innovation and job creation.
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The empowerment of local ICT industries and their attraction of foreign investment to the
area will develop the Mozambican ICT industry and enhance related ICT-skilled human
resource development. These businesses will benefit from as well as contribute to the science
park and its related incubator and research and learning projects. Commitment to such an
enabling environment is articulated clearly in the ICT Policy as approved by the Government
in December 2000. This is seen as part of the government’s commitment to create the
necessary conditions for private business to thrive and also to address education and other
human development needs (Personal interview, 2010).

The MICTI Science and Technology Park will consist of (MICT]I, 2002: 59):

» A greenfield site development opportunity providing tenants the option of self-
building or acquiring pre-built premises under flexible and competitive leasing and/or
renting conditions;

» A clustered zoning development ensuring the grouping together of similar sector
enterprises (clustering also referred to as geographic concentration in section 3.4.1 is
one of the crucial characteristics of science parks).

» A residential development potential providing high quality leisure and life-style
opportunities;

» Manbhica (location of the park) which is regarded as a socio-economic ‘hub’ of future
development with the potential to achieve ‘city’ status;

» Environmental sustainability through the usage of eco-friendly systems; efficient
usage of energy (including solar), water resources, reduction of pollution and

recycling of waste elements.

5.2.3.3 Location

As stated in Section 3.2 the location of a science park is particularly important to exploit the
positive external impact of geographic concentration. It was explained that a science park
should be located where other social and economic developments have already taken place.
In accordance with this the Manhica district, situated in the neighborhood of the Maputo
Corridor which links South Africa and Mozambique, was selected as the location for the first
park. As part of the Maputo Development Corridor, which is the transportation link that
connects Mozambique with South Africa, it enjoys easy access to the Oliver Tambo
International Airport in Johannesburg and to other road and rail transport routes, including
Maputo Harbour which is essential for import and export services. Additionally, a railway
station exists in Manhica village and the Rail Authorities of Mozambique have confirmed
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that if sufficient demand for rail services is generated, a branch-line will be built to link the
village station directly to the science park (MICTI, 2002: 11).

5.2.3.4 Science park phases

Parque Expo is a public enterprise in Portugal which accepted responsibility for the strategic
and urban planning of the park in Manhica. As suggested in the master plan created by
Parque Expo (2009), this first science park, located in the Maputo Province, will be

developed in two phases (Parque Expo, 2009):

(a) Phase 1
The first phase of the park is further subdivided into three distinct stages:

» Stage 1: Urban planning of 360 hectares of land provided by the Government of
Mozambique.

» Stage 2: The establishment of access routes and fencing of the premises.

» Stage 3: The establishment of prestigious multipurpose Technology and Innovation
Centre (TIC) and basic infrastructure development: water, electricity, roads and
communication.

This centre is envisaged to be an important vehicle in moving the emerging research
capabilities from the HEIs into applied and commercial applications to ensure the effective
flow of knowledge. It is further envisaged that by creating the right environment, intellectual
property (refer to in Section 2.2.2.1) will be created which can be exploited for commercial
gain (Personal interview, 2010). Synergy between the institutions of Higher Education and
industry is a two-way process and it is intended that the Technology and Innovation Centre
will become the service provider for facilities for industrial research, consultation and
training services and training (Personal interview, 2010). It was planned that this centre will

employ a multi-disciplinary team of academics, researchers and technicians.

MITCI (2002) identified the following advantages of such a centre:

» Development of university/industry alliances including the establishment of an
Industrial Research Team supporting local industry;

» Enrichment of the academic curriculum through the feeding back of experiences
gained in an industrial working environment;

» Academic staff gaining greater incentives and motivation through industrial
experience;
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» Greater potential for engagement of undergraduates and postgraduates in industrial
projects;

» Opportunities for income generation through consultancy, joint research programs,
access to equipment and facilities and exploitation of IPR.

Should the centre be able to live up to these expectations, it will go a long way towards the
establishment of a knowledge based economy.

It was estimated that the construction of the first phase will cost approximately USD25
million. This was financed by means of a line of credit (LOC) provided by the Indian
government through an Export-Import Bank of India (Department of Science and
Technology, 2009). Brigham and Davis (2003 728) defines a line of credit as an arrangement
between a financial institution, usually a bank, and a customer that establishes a maximum
loan balance that the bank will permit the borrower to maintain. The borrower can draw on
this line of credit at any time, as long as he or she does not exceed the maximum set in the
agreement. The benefit of such a LOC rather than a normal loan is that the interest is only
charged on the amount used and the debt on the LOC can be re-negotiated on an annual basis
because the debt matures annually. It is understandable that the Government of Mozambique
opted for this type of loan.

Jaguar Overseas* is the construction company that signed a contract in March 2010 with the
Ministry of Science and Technology and promised to complete the first phase with its first
TIC building in approximately 12 months (Mitra and Bhuvaa, 2011). According to the
Minister of Science and Technology the first phase is still under construction (Personal
interview, 2011).

(b) Phase 2

This phase of the park will include its expansion to 950 hectares of the land. Given that the
TIC will only occupy 3 hectares, the remaining 947 hectares are set aside for the
establishment of universities, training centres, schools, accommodation, sport facilities and
shopping malls. Consequently, the science and technology park will surround the Centre. The
objective of TIC is to create an environment of cooperation between commerce, education

and research, by stimulating creativity, innovation and entrepreneurship. This conforms to the

** An Indian Company, part of the O.P. Jindal Group.
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notion of triple helix, referred to in Section 2.3.2.2(d), which relates to collaboration between

academia, government and private sector firms.

It is still not clear how this phase will be financed. However, given that the Government of
Mozambique has decided that this park will be established through a PPP-project, it is
probably assumed that once the first phase of the park has been completed and the park starts
to operate, it will generate enough funds and attract enough investments to complete the rest
of the project. It is however doubtful whether the lower levels of government will be able to
make a significant contribution as in the case of North America (See Section 3.5.2). The
government will have to rely to a much larger extent on international institutions, such as the
World Bank. However, given the strong role of the ISPA as well as the SIP in countries, such

as India and China, it would be advisable to get the support of these institutions.

5.2.2.5 Target client groups and tenant selection criteria

MICTIs Technology and Innovation Centre will let units to domestic organisations and
entrepreneurs. It will focus on, but not be restricted to, ICT projects. Similarly, the science
and technology park will offer accommodation for local and international organisations. The
intention is to maximise the possible advantages for the economy of Mozambique and its
development potential by attracting investment in selected sectors of the country (Personal
interview, 2010).

The objective is to attract a sufficient number of key players in the market to create an
optimal mix of tenants to obtain a synergistic cohesion. This should enhance the development
of the science and technology park as a key centre of enterprise and innovation, with spin-
offs in terms of linkages between established and emerging enterprises (Personal interview,
2010). The target group of tenants consists of (MISTI, 2002: 59):

“High Technology and Knowledge-based organisations;

ICT and other industrial sectors (biotechnology, chemicals, food, engineering, etc.);
International research and development operations;

Academic and graduate operations”

>
>
>
>
A flexible selection criterion will be applied depending on the destination and resource level
of the prospective tenant. For example, the selection criteria for prospective international
corporate entities and domestic organisations may be different. There must be a match

between the tenants’ activities, and the objectives and goals of the science park. Furthermore,

specific principles will underpin the flexibility of tenant selection criteria. For example: if
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almost all tenants in the park are involved in electronic engineering, a firm that does research
in the development of a new potato variety will be a mismatch, because this firm will have

nothing to contribute to the general theme of the park.

A primary objective of this park is the establishment and maintenance of ongoing links and
relationships with Higher Education and Research Institutions in Mozambique. This will
contribute to human capital development as students will have the opportunity to engage in
research and innovation. As stated in Section 3.2, academic-industry links are imperative
because a firm that is developing a product is in this park with have the opportunity to liaise
with the academics on a continuous basis. This should ensure a successful product
development attempt and should also ensure that a product or service for which there is a

demand in Mozambique, is developed.

5.2.2.6 Governance and Management Structure

Due to the nature of the MICTI science and technology park development, the primary
stakeholder is the Government of Mozambique. It is envisaged that a substantial portion of
the initial funding requirements will be sourced from donors (World Bank), lenders (example
of India) and development agencies (USAID) (Personal interview, 2010).

Following extensive consultation between project leaders and advisory teams, a system of
governance, incorporating financial transparency and management accountability, was
formalised. It stipulated that stakeholders and management should agree to the following
(MICTI, 2002: 60):

» Science park management will be transparent and accountable;

» Tenant selection and management will be conducted in an ethical and non-
discriminatory manner;

» Processes and procedures will be optimised resulting in a minimum of
bureaucracy;

» Management of the science and technology park will operate under the guiding
principles of maximising assistance and minimising interference to its valued
tenants.

From these points one can derive that the Government of Mozambique is striving to provide
the necessary institutional arrangements and policy support to ensure an efficient and

productive science park.
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5.2.2.7 Strategic Partnerships

As stated in Section 4.5.2, finding good partners for the establishment of a science park is
important. The MICTI science and technology park planning program has gained much from
working together and also sharing the experience of the following world-class organisations
(MICTI, 2002: 17):

» UKSPA
This is an association that assists established science parks based on innovation,
knowledge and know-how distribution across the world.

» Manchester Science Park
It is a science park in the UK which supports high-tech firms in a number of sectors
such as ICT, biotechnology, industrial technologies and digital media.

» University of Warwick Science Park
This is a university-based park in the UK which includes a business innovation centre,
innovation centre, university and a science park.

» Europarc Innovation Centre
This UK innovation centre assists newly established firms to gain access to the UK
and European markets.

» Newlands Science Park
This science park, established in the 1980s, is located on the premises of the
University of Hull in the UK.

» Campus Venture Incubator Centre
This Incubator is located at Hongik University in Korea and its key objective is to
promote the establishment of small high-tech firms.

» Blythe Valley Innovation Centre
This centre is located on the premises of Birmingham Science and its key objective is
to provide an environment of knowledge-based businesses.

It is clear that all these institutions play a very important role in the diffusion of knowledge
en technological know-how. To join forces with such organisations can only benefit the

development of a knowledge-based economy in Mozambique. It can be expected that such

cooperation will result in positive external spin-offs.

The British Council in Mozambique contributed a significant amount towards the operational
costs incurred in the UK Study Visit Program in Mozambique (Mozambique New Agency,
2010). Strategic partnerships were also developed (and will be developed in future) with
HEIs, NGOs, research organisations, commercial associations, financial institutions, as well
as key domestic and foreign private sector firms, such as Mozal, Vodacom and Sasol. In other
words, the government of Mozambique intends to create strong networks of cooperation with
HEIs, academia and the industry. The general characteristic of university-industry links are

taken very seriously.
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India is also one of the biggest supporters of the establishment of science parks in
Mozambique. India not only provided financial support for the establishment of the first
science park in Mozambique, but also offers their experience and intellectual know-how by
sending some of the best experts to the country. India is likely to play an important role as

strategic partner.

In summary, it appears that all the necessary steps have been taken for the successful
establishment of the science park. The tenant selection includes not only start-up firms, but
also multinationals and mature companies. Strong relationships have also been established
between the academia and the science park, which should provide the necessary technical
skills. With regards to the physical characteristics, the park embodies all necessary
components to promote sustainable business development. Despite the fact that human
resources in technical areas are still lacking in the country, the government has put in place
the necessary institutional support to promote skill and knowledge development (research and
development component). Lastly, the intended collaboration between the public and the

private sector is at the heart of this science park.

5.3 ESTABLISHING THE SCIENCE PARK WITH PPP-PROJECT

5.3.1 Background overview

The financing of a science park project, as explained in Section 3.5, is an immense challenge.
Using a PPP for its establishment is even harder, given that there are not many parks that
have been established in this manner and there is little empirical evidence to prove that it can
actually work. One example where a PPP was used to create a science parks was found in

Brazil.

This idea to use a PPP for the establishment of science parks was presented at the 27" World
Conference on Science (Gargione et al, 2010). It was argued that a PPP is the most suitable
type of model to establish a science park in developing countries, based on the fact that most
governments in these countries lack the financial means to establish a project of this massive
nature. Without the involvment of the private sector and especially private international
investors, it is impossible to embark on a project of such a nature. As illustrated in Section

4.4.2 the collaboration between the public and the private sector can be beneficial for both.
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The issue of PPPs in Mozambique was the subject of a conference called "Public-Private
Partnerships in Mozambique”, held in Maputo on 1 October 2002, under the support of the
OECD Development Centre. It was widely represented by members of the public and private
sectors in Mozambique (Tribunal Administrativo, 2006). The main objective of this
conference was to create awareness about PPPs and to facilitate the creation of a PPP to
support the government, the private sector and all other economic partners (Tribunal
Administrativo, 2006).

The resent strategies of the Government of Mozambique confirm the government’s
commitment to create strong linkages between the public and private sector in respect of
public service delivery. Some major projects are being implemented, based on this envisaged
cooperation between the public and the private sectors. One such project is Mozambique
eGovernment and Communications Infrastructure Project (MEGCIP)* (World Bank, 2009).
These projects will surely enhance ICT development in the country. In the case of
Mozambique where the goverment is highly indebted and unable to finance these types of
mega-projects this seams seems to be a first best choice. The Government of Mozambique
realised that in order to ensure the sustainable development of this park as well as future
parks (given that three additional parks are planned for the near future across the country),
strong institutional support should be provided together with the necessary regulatory

framework and necessary fiscal incentives.

5.3.2 Example of Brazil

It is important to consider the specific PPP model used for science parks in Brazil because
Mozambique can use it as a reference and to derive lessons by investigating their
experiences, successes and failures. Just as in the case of Mozambique, the government of
Brazil played an important part in the provision of public goods and services. Because of the
inefficienc of state-owned enterprises the Brazilian government also embarked on a
privatisation programme as structural reform in the early 1980’s. However, after the failure

of the privatisation programme, the country was hit by a serious financial crises. Along with

> For more information on MEGCIP refer to World Bank’s article “Mozambique technical annex on a proposed credit”.

Report No. T7719-MZ
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many other countries, the government realised that full privatisation failed to address socio-

economic issues, also due to a lack of the necessary regulatory framework (Farlam, 2005:3).

The government of Brazil promulgated their Law of public-Private Partnership in 2004.

Figure 4.3 Science park model
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Source: Gargione et al (2010: 10)

Figure 4.3 shows that at least seven partners, namely the government, suppliers, contractor,
customer, investors, sponsors and lender contribute to the financing of a project. Major
proportions of the finance come from the group of private investors, sponsors and lenders.
The government of Brazil would mostly play the role of regulator and the rest of the players
would support the project by providing goods and service (suppliers), maintaining the project
(contractors) and buying the products and services (customers). Policy makers in
Mozambique should study the Brazilian example carefully as there may be important lessons
to be learnt and Mozambique are still in the early stages of the establishment of the science
park though the establishment of a PPP.

5.3.3 Examples of PPP-projects in Mozambique

As stated by the Administrative Council of Mozambique (Tribunal Administrativo, 2006)
there are a number of projects in the country which are considered to be PPPs, since they
have characteristics similar to this type of partnership. These are long-term projects with
secure contractual obligations of various types (as explained in Section 4.3.1). In some cases

a private partner takes care of projections, construction operations and maintenance of the
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enterprise®®. In order to investigate the viability of the establishment of the science park by
means of a PPP, it is important to consider other PPP-projects in Mozambique. The following
are examples of PPP-projects:

5.3.3.1 The N4 Toll Road

The N4 Toll Road that connects Mozambique with South Africa was established through a

PPP. The two countries signed a 30 year concession in 1996 for a private consortium to build,
operate and transfer (BOT) the N4 Road (eAfrica, 2005). After 30 years the control and
management is intended to pass on to the respective governments. With regards to financing,
20% of the project was financed by equity and 80% by debt. Three construction companies
(Stocks and Stocks, Bouygues and Basil Read) were the main sponsors of the project and
contributed R331 million. The balance was funded by SA Infrastructure Fund which is an

unlisted infrastructure fund that targets equity investments in sub-Saharan Africa.*’

Farlam (2005: 11) claims that this PPP project can be regarded as successful because of the
significant reduction in the overloading of heavy vehicles, which caused considerable
deterioration of the roads. The maintenance of the road is more efficient and cost-effective
given that there was a significant reduction in the overloading of heavy vehicles which
caused considerable deterioration to the roads (Taylor, 2000: 4). Moreover, good roads
positively impact on the tourism sector in Mozambique and on other sectors of industry, such

as the Mozal aluminium smelter and the natural gas plants at Pande and Temane.

A key determinant, according to Section 4.5.6, that is present with this N4 PPP initiative, is
the sound regulatory framework. Moreover, transparency was secured through continuous
dialogue with the surrounding communities with regards to how they will be affected and
how they can benefit from the PPP-project (Taylor, 2000: 17).

5.3.3.2 The Heritage Water supply project.

Another example of a PPP is the management of water supply in the country. A contract was

entered into between the investment fund and the Heritage Water Supply (FIPAG) as grantor

" 1t is managed by Old Mutual, Standard Bank, Futuregrowth, Liberty Life Insurance Company, The Transnet Pension Fund
and Public Investment Commissioners. It focuses on private sector investment in infrastructure projects in Southern Africa.

** Section 3.3 distinguishes between different types depending on the allocation of responsibilities.
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and the Waters of Mozambique, SARL, as an operator. The contract encompasses the
following: “FIPAG awarded a USD 25million contract in two parts to AdeM; a 15 year lease
to operate water and distribution for Maputo and a 5 year management contract to operate
water and distribution in four other cities” (Qizilbash, 2011: 46). This contract can be
considered a PPP, of the type: design, rehabilitate, operate and transfer (DROT), because it
fits the type of management, where the private sector manages the equipment and installation,

but was not responsible for the cost of construction and installation.

According to the Tribunal Administrativo (2006) the operator had "the skills and
qualifications to enable him to manage, operate and maintain the facilities effectively with
optimum costs, increasing revenues and progressive development of a financially sustainable
system of water supply ..." With regards to regulatory and institutional framework (Refer to
Section 4.5.6) three institutions were established to secure different levels of service delivery
to poor communities, namely Standpipe Management Working Group, the permanent Water
and Sanitation Working Group and local Community Water Committees (UNDP, 2010).
Furthermore, the government of Mozambique regards the issue of accountability as very
important and appointed FIPAG, which is independent asset management firm, to ensure
independent and efficient functioning of this PPP-project (Qizilbash, 2011: 51).

5.3.3.3. Vilmar Roses

An example of a mega-project in Mozambique that failed recently is that of Vilmar Roses

(Hanlon, 2006). This project began in 2001 and it was supported by the government of
Mozambique in partnership with Flocdac (Dutch Company) and Vilamr (Zimbabwean
company). The objective of the project was to export roses from Manhica (Mozambique) to
the Netherlands. In 2001 a Dutch government agency, PSOM provided financing to the
amount of USD725.000. In 2003 additional financing of €1 million was obtained through
Norsad, the Nordic-SADCC development fund. However, by 2006 the project was terminated

and the managers of the two companies deserted the project and all its employees.

There are various speculations regarding why this project failed. Firstly, the feasibility studies
done on this project had contrasting outcomes. (Section 4.5.1 refers to the importance of a
feasibility study as determinant of the success of PPP-projects.) One study promised that this
project will be a “success story” in Mozambique, while the other argued that it will fail due to

unfavourable conditions for growth of roses in the country (Hanlon, 2006). Consequently,
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inadequate project evaluation may be one of the reasons why this project failed. Secondly,
choosing appropriate partnership is another determinant that was overlooked by the
government in order to ensure the success of this project. Both PSOM and Norsad were very
secretive about their strategies and decision making. Therefore there was a lack of
transparency and accountability, also two factors that were referred to in Section 4.5.8
(Hanlon, 2006). Some researchers argue that the project failed due to lack of communication
and openness between the partnering countries, others blame it on corruption (Hanlon, 2006).
Bureaucratic behaviour also prevented efficient functioning of the project (Saunders and
Saunders, 2006).

Given the examples of PPP projects in Mozambique and the fact that the government
recognises the role that the private sector can play in the provision of infrastructure and other
public sector services, the Council of Ministers agreed in October of 2010 that it was
necessary to establish the Law of PPPs. At the time of the personal interview (2010) the
detail was still confidential. This law has not been promulgated, however, it is a step in the
right direction to formalise institutional arrangements related to the establishment of the PPP.
Policy makers and bureaucrats should however pay attention to the various factors that
determine the success of failure of PPP-projects. It is interesting how the examples form

Mozambique confirmed the importance of the various determinants explained in Chapter 4.

5.4 SUMMARY AND CONCLUSION

The economy of Mozambique have shown some remarkable improvements over the last
decade and various policy approaches give a clear indication that the Government of

Mozambique is serious in its efforts to develop a knowledge-based economy.

Apart from the development of various mega projects, major progress was also made in the
ICT sector. The government regards the further development of ICT as critical for the
establishment of knowledge and efficient communication networks. Various ICT4D
initiatives, such as SEACOM and Schoolnet Mozambique were implemented and will surely

making a difference to the skills level in the country.

The country approved an ICT policy in 2000 and launched its implementation strategy in

2001 in Mozambique. The Mozambique ICT Institute has a crucial role to play in this
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implementation strategy which has three elements: research and learning, the incubator and
the science and technology park. The MICTI incubator was a pilot project for the launch of

the science park.

The mission of the Science and Technology Park in Manhica is to provide a unique,
sustainable and supportive environment that will facilitate business incubation, technology
transfer, training and the commercial exploitation of the knowledge-base. It was decided that
the science park will be established through a PPP-type of project, despite the fact that there
is not much evidence on science parks that were established in this manner. PPP-projects are
normally used for the provision of various types of infrastructure. It is important that the

PPPs of Brazil should be thoroughly investigated.
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CHAPTER SIX
GENERAL CONCLUSION

The study focuses on the importance of the development of knowledge-based economies and
on the role and ICT and networks in its establishment. Chapter one presented the
conventional problem statement, objectives and explained the structure of the study. It
explained the increasing importance of knowledge-based economies and the role of ICT in
such economies. The government of Mozambique openly proclaimed its decision to take the

necessary steps to enhance the diffusion of knowledge and information via ICT development.

Chapter two presented the theoretical framework, explaining the meaning of knowledge and
its role with reference to the neo-classical, new growth and human capital theories. It
distinguished between specific and general knowledge and also between the types: know-
what, know-why, know-how and know-who. General knowledge will have greater positive
external impact as it can be more widely applied. ICT and knowledge networks play a crucial
role in a knowledge-based economy. Linear and non-linear models of innovation explained
the existence of knowledge networks. Linear models are science push models, whilst non-
linear models accentuate important feedback loops, communication between economic
agents, national innovation systems and triple helix, referring to consistent collaboration

between academia, government and the private sector.

Chapter three firstly defined the concept of a science park and explained important features of
clustering, academic-industry linkages and knowledge flows. Thereafter the focus was on the
evolution from first generation science push models to third generation models which are
more cluster driven and market oriented. It was explained that science parks can facilitate the
diffusion of knowledge and information, promote technological change, have a positive
external effects due to geographic concentration, can be a seedbed for entrepreneurship and
innovation, thereby stimulating regional and urban development. It can be derived from the
literature that the establishment of science parks has become an important policy instrument
towards the development of knowledge-based economies. Some empirical evidence from
Finland, India and China was presented. It is clear that the establishment of science parks in
these countries enhanced the development of knowledge-based economies. Important lessons
could be derived from their experiences. One element which is important for transformation

into a knowledge-based economy is institutional support. It is also clear in all cases that the
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governments of these countries have made substantial allowances in terms of tax concessions

to attract investors.

Chapter four focused on the role of PPP projects in developing countries. PPPs are frequently
used in transport, water, health and telecommunication sectors. The different types of PPPs,
relating to the different roles of the public versus that of the private sector, were explained as
well as the main characteristics. Four main motivations for the use of PPP-projects were
identified, namely an increase in economic efficiency, cost-superiorly, political benefits, risk
sharing and reduced risk. From the literature some key determinants for a successful PPP-
project were derived. These are strong institutional support and an effective regulatory
framework, clearly defined roles and responsibilities (including financial) of public and

private parties and mechanisms should be imposed to secure accountability and transparency.

Chapter five presents a case study on Mozambique. Here it was illustrated that the
Government of Mozambique embarked on the number of policies with the objective of
transforming the economy to become knowledge-based. The objective of these policies is to
address the developmental challenges of the country through research and development
(R&D) and learning, by using ICTs in all areas of the economy. One of the key components
of this strategy is the establishment of a number of science parks across the country. The first
science park is strategically positioned in Maputo province near the capital and major
transport routes. It is a government initiative but the government decided on a PPP-project to
establish the first science park. This decision seems logical given that the government relies
on aid and debt to balance the national budget.

It seems as if the Government of Mozambique is providing the necessary institutional support
for the successful and sustainable establishment of the park. This support can be seen through
the development of infrastructure, establishment of appropriate fiscal incentives as well as the
proposal for the implementation of PPP Law. But there are also challenges. These include
inadequate financial resources for the establishment of the park, lack of know-how,
knowledge and training in high-tech skills and lack of innovation. It can also be

recommended that the government should ensure transparency and accountability.
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