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INTRODUCTION 

Arguments for privatization rest on the belief that private 
sector production and distribution systems are relatively more efficient 
than their public sector counterparts, The foundation for this belief is 
embedded in the neoclassical orthodoxy of 'the invisible hand': if each 
and every' economic entity maximized its own objective function in a 
perfectly competitive market economy, the society's welfare will auto
matically be optimized. But given that the fundamental requirement of 
this doctrine - a perfectly competitive market economy - is never present 
in real economies, arguments which justify state intervention in eco
nomic affairs are put forward: in the presence of market imperfections, 
it is argued, the state serves a useful purpose in deliberating on the 
necessary requirements that will provide the ·second best, third best and 
other lower order solutions to the welfare problem. Another jusijfica
tion for state intervention is derived from the periodic reluctance of the 
private sector to undertake the production of certain goods/ services. 

However, in condi tions where the pri vate sector can deliver the 
goods, state intervention in the economy is considered undesirable by 
neoclassical economists. This undesirability arises from the perceived 
lower efficiency of public sector institutions. Efficiency in such argu
ments is defined in terms of costs: production of a specified level of 
output at the least possible cost. 

.. This article is based on research work supported by the USP Research 
COmmittee . 

.... Ganesh Chand is a Lecturer in Economics at the University of the 
South Pacific. 
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The numerous examples of inefficient and/ or loss producing 
public sector ~nterpryses notwithstanding, there are also numerous 
inefficient'and/ or loss producing private sector enterprises .. The bank
ruptcy of many private sector enterprises every year in the capitalist 
countries provides adequate proof of this. Thus, can it be said~a priori, 
that private sector production and distribution entities are re effi
cient than their public sector counterparts? My contention is th t such 
a claim can only be made on the basis of evidence that there is so~~ing 
inherentin the public sector that condemns it to ineffidency. Ide~~ying 
those inherent features and demonstrating their causal relations liVith 
inefficiency is then the task that needs to be done. Neoclassical ec {l<?
mists have failed to rise above gratUitous assertions to provide a\ny \ 
rigorous proof. 

Comparisons between private and public sector enterprises are 
often loaded in favor of the former. More often than not what are 
compared are the most successful private sector enterprises and the 
least successful public enterprises. Comparisons of public sector activ
ity (into whiCh no private sector firm will ever venture) with the most 
profitable private sector firm can hardly be called fair. 

In Fiji, since the early part of this decade, there have been many 
arguments for the privatization of some public seclor ventures; for 
example, the Post and Telecommunication Department, the govern
ment Shipyard, the government shipping ·services, etc. Often Interna
tional Financial Institu tions like the International Monetary Fund (lMF) 
and the World Bank have been the frontliners in arguments for privati
zation. Such arguments always gain ardent support from business 
concerns who would want to take over public sector ventures. 

In this article, a comparison of the cost efficiencies of the private 
al1d public sector is undertaken in relation to the reconstruction of the 
Suva-Nadi Highway - the nation's largest roading project to date. This 
highway provides an interesting case study since the basis of compari
soil is uniform. A part of the highway was constructed by private 
international concern, while another was constructed by the local Public 
Works Department (PWD). ·It will be shown that despite the lower 
construction cost estimate of Fiji's Public Works Department (PWD), 
the World Bank, through loan conditionalities, had initially ensured the 
exclusion of the PWD from the lisf of likely constructors. It was only 
after the dismal performance of the private international company that 
the World Bank allowed the PWD to undertake the remaining construc
tion work. Finally, it will be shown that the actual efficiency of the 
private concern was far less than that of t~e PWD. 
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INTRODUCING THE CASE STtIDY 

Suva and Nadi, lying ontWq different sides of the largestisland 
in Fiji, are Fiji's two major infrastructural outlets -Suva has the country's 
main port of call, while Nadi houses the international airpon. What lies 
between Nadi and Suva, apart from valuable agricultural land,. is the 
country's tourist hub - christened the Coral Coast by those hit the tourist 
industry. A road between Suva and Nadi was constructed in 1938. 
Pres~ure from those in the tourist industry and influentialla'ndowners/ 
speculators led Fiji's colonial government in 1961 to submit an applica
tion to the International Development Association for financial assis
tance to tarseal this road. This request was turned down as Fiji did not 
have a comprehensive transport sector investment plan. Upon Fiji's 

. request, this plan was drawn up by the United Nations Development 
Program (UNDP). Upon the advice of the World Bank, the government 
commissioned an engineering firm from Britain to carry out th~ techni
cal and economic feasibility study of the Suva-Nadi highway recon
struction proposal. 

The study showed that the project was viable - it was expected 
to generate a rate of return of 12.74% under the most pessimistic 
assumptions, and of 31.04% under optimistic assumptionS (Govern
ment of Fiji, 1970). In August 1970, the International Bank for Recon
struction and Development (IBRD) sent its own appraisal mission to Fiji 
to assess the project's viability independently of the consultant's report. 
Important issues discu.ssed included those concerning land acquisition 
requirements, road sections, alternative routes for the highway., con
struction contract requirements, road width, and foreign exchange 
component! . 

Of these, one issue of immediate importance was the road 
sections. Argued to be based-on the major traffic origins and destina
tions, the consultant had divided the highway into four sections. 
Because the two middle sections carried a lower ~affic volume, the 
IBRD mission suggested that they were of less immediate importan~, 
and argued for their deferment. This meant that since the original 
benefits were calculated on the basis of the whole project being con
structed as a single operation; any evaluation of individual $edions 
would reduce the project's rate of return. Upon the government's 
objections, the IBRD team redivided the road into three sections. These 
and their rates of returns are shown in Table 1. After this, the mRD 
argued for the deferment of the middle section on the basis that the 
economic criteria required the first year rate of return to be at least equal 
to the opportunity cost of capitaF (which it ~stimated at 10% for Fiji). 
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Table l:World Bank's Projected Rates of Return for the Highway 

Sections Length Cost Rate of Return First-Year 
(km) (SUSm) (over 20 years) Return 

I: Nadi-Korotogo 65.5 7.06 19% 11% 
11:_ .I<;Qrotogo-Deuba 67.1 8.50 12% 6.7% 
III: Deuba-Suva 45.5 5.50 17% 9% 
IV: Nadi-Suva 178.1 ~1.06 16% NA 

(Source: PWD; and mRD, 1971a:14) 

There were yet other arguments for the deferment of the 
construction ~f the nuddle section. Among these was that of reduced 
commitment charges - at a rate of 0.75% per year, the net savings on the 
cOmmitmentschargewouldhaveamount¢ to$US1 27,sOO. Inaddition, 
"the IBRD suggested that by deferttng the start on the middle section, an 
opportunity ~uld be taken to review the route alignment over that 
section to consider possible alternative alignments tha t could benefit 
tourist development; and also to take account of the recommendations 
of the proposed World Bank funded Tourist Survey. 

Finally, and importantly, one reason for the government's 
opposition to deferring the two middle sections was its commitment to 
the Pacific Harbour Resort Complex. This complex fell on the Suva -end 
of one of the middle sections and the government had made a commit
ment to the Pacific Harbour Group on the reconstruction of the high
way. The-World Bank appeared to have taken this into account when jt 
redivided the road into three sections and increased the coverage scope 
of th~ last-section from Suva-Navua to Suva-Deuba, thereby including 
the Pacific Harbour Complex in the last section's influence area. This 
obviously took off a lot of heat frol1l the government's strong opposition 
to the deferment of the middle sections. 

Asa result, the government accepted the Bank's recommenda
tion of seeking a loan for th~ tWo end sections first, and the middle 
section laterl. The IBRD agreed to finance the foreign exchange compo
nent of the total cost of constructing the two end sections of the high way. 
A loan of US$11.8m (=F$1O.148m) _was officially granted on 30 June 
1971. But before the loan was granted, the government had fo agree to 
certain very stringent IBRD conditions4• Those that immediately con
cern us deal with tender requirements and road maintenance require
ments. 
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One condition placed on the loan was that all the goods and 
services to be financed ou t of the proceeds of the loan had to be procured 
on the basis of international competition, unless otherwise accepted by 
the Bank (IBRD, 1971B:4). 

The rationale for international competitive bidding, as pro
vided in the Bank's Operational Policy Memorandum, is as follows: 

The Bank has an' interest in procurement because it is a co
operative institution whose members have provided its capital 
and expect that their contractors and manufacturers will have a 
"fair" opportunity of obtaining orders ..... There is a feeling 
among the Bank's members that internatiol)al competitive bid
ding provides the fairest system, although ti"rere are inevitably 
differences of view' on the degree to which borrowing countries 
should protect their manufacturers.... [As such] the Ban.k is 
directly concerned in the procurement techniques used for the 
project and would, in accordance with the allocation of proceeds 
of loan, normally require international competitive bidding for 
all major contracts (IBRD, nd:1). 

Furthermore, to doubly ensure that the non-borrower World 
Bank members received loan financed orders, 

no withdrawals from the proceeds of the loan could be made on 
any expenditures in the currency of the member of the Bank 
which was the borrower or the guarantor, or for goods produced 
in or services supplied from the territories of such member, and 
on any expenditures [incurred] in the territories of any country 
which is not a member of Bank, other than Switzerland, or for 
goods produced in or services supplied from, such territories 
except in cases otherwise agreed between the Bank and the 
borrower (IBRD, 1969:9). 

Genera lly, the net effect of these conditions could be serious and 
severe. In the first place, they encourage and favour contracts for 
construction works and supply of materials to be awarded to large. 
transnational companies as against relatively smaller domestic (and 
foreign) companies. This is inevitable since companies with greater 
investment outlays often have greater reserve capacities, thus lower 
price fluctuations and greater output variations in the face of varying 
demands. Moreover, larger companies have inherent advantages over 
smaller companies in the pre-qualification process since the pre-quaIi
fica tion application requires information such as details of major items 
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of plant equIpment owned, and a list of projects of comparable magni
tude and nature completed. Larger/established firms usually have 
advantages in both these areasS

' As such, 'international competitive 
bidding seems designed to keep or pry open markets in the poorer 
countries that might otherwise be covered by local suppliers' (Payer 
1982:36). 

Secondly, the conditions implicitly encourage firms from de
veloped countries to participate in the project as against firms from 
underdeveloped countries. Not only are the m~mber of firms in devel
oped countries greater, they are also well established. Merely on statis
tical probability, the chances for a firm from a developed country 
getting a tender would be greater. This problem, compounding over a 
period of time, could lead to complete exclusion of firms from the 
underdeveloped countries (UOC's). For the Suva-Nadi Highway proj
ect, for example, the advertisements f9r pre-qualification were not 

. circulated to any UOC except India. Small wonder, then, that of the 
firms that had actually submitted their tenders, only one was from an 
UDe. 

Thirdly, for reasons discussed la ter, the cond i tions have usuall y 
discouraged a country's Public Works Department from undertaking 
any construction work. As the public works depaitments of most 
countries, Fiji being no exception, have tremendous construction poten
tial, preference for foreign companies over the PWD has manifold 
impacts on the economy. 

For the Suva-Nadi Highway project, despite the attempts by the 
PWD to get the construction job, and, as shown later in this paper, 
despite the fact that the PWD's quotations were much lower than that 
of any foreign firm, the PWD was not considered fit to do the job. 

One other condition placed on the loan was that concerning 
highway maintenance. The government had to agree to allow for some 
provision for services of consultants to recommend and implement 
requirements for training of road maintenance and workshop person
nel, compilation of a comprehensive road inventory, costing of mainte
nance operations, and to institute a comprehensi1J.f traffic counting 
programme. In this regard the World Bank suggested that the consult
ant could provide training to private contractors who would later be 
commissioned by government to undertake maintenance of roads 
which were traditionally done by the PWD6. The then Minister of 
Communications Works and Tourism, a vehement supporter of pri va te 
enterprise, agreed to this condition. 
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Thus, the bias towards, and active encouragement of, interna
tional private enterprise was a necessary outcome of the World Bank's 
condition of international competitive bidding. This underlines the 
IBRD's role as an invisible economic arm of private capital. 

After Fiji submitted to this and other conditions, the loan 
document was signed, sealed, and delivered. By this time, on the other 
hand, the government had already advertised for the pre-qualification. 

FIRST ROUND OF TENDERS AND THE PWD ALTERNATIVE 

First Round Of Tenders 

A total of twenty nine firms were invited, in September 1971, to 
submit tenders for ei ther the whole project (Sections I and Ill) or for one 
section only. By the closing date, nine had submitted their tenders_ The 
minimum tender sum received was for $24,027,480, while the consult
ant's estimate for the two sections was $13,506,900. The tender sum, 
therefore was 77.89% more than the consultant's and the IBRD's, 
estimate. It was this that led to a serious discussion of the merits of 
letting the PWD do the construction work. 

An analysis of the reasons for the unexpectedly high tender 
sums becomes imperative. when one considers that two professional 
bodies - the IBRD and the firm of consulting engineers - had thought that 
the $13.5m estimate for both sections was' perfectly adequate for the 
proposed standards. 

The consultant, of course, argued that the only ,...ay to reduce 
the costs was, either by reducing the standards (thereby reducing the 
expected benefits of the road), or by the government taking over some 
cost responsibility directly. This would have reduced the contractor's 
risk premiums, but not the real cost of the projecf. 

After extensive investigation, five main reasons for the high 
tender prices were identified. The first was the apparent lack of oppor
tunity for the tenderers to obtain further major civil engineering works 
on completion of the Suva-Nadi Project. Secondly, the division of the 
project into three contracts, two of which were to be executed simulta
neously (a World Bank requirement), were individually of insufficient 
scope to permit an economic write down of the capital value of major 
items of construction plan imported from' sources remote from Fiji. 
Thirdly, the requirement that the two contracts, the southern ends of 
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which were some 67km apart, were to be execu ted concurrentl y, denied 
the contractor any economy of scale thereby requiring the tenderer to 
account for the duplication of fixed installations. Fourthly, the contrac
tors had hedged heavily against risks of working in a country that did 
not provide previous project experience. Finally, the large number of 
tenderersof varying potential known of or anticipated by the tenderers, 
reduced the degree of competitiveness8 (Records). 

On the basis of this investigation, it was decided that fresh 
tenders were to be invited from those tenderers that had originally 
submitted the tenders. But this time, the tenders were to incorporate 
amendments pertaining to relieving the appointed contractor of any 
risks peculiar to the execution of the work in Fiji; modifications of 
technical specification to a degree acceptable to the government, the 
IBRO, and the consultant; and the exclusion of the Nadi By-Pass, the 
section of the road through the Sigatoka Town, and the Sigatoka Bridge 
from the scope of the work. 

In Fiji, on the other hand, the government had asked the Central 
Planning Office to evaluate the viability of the reconstruction in light of 
the excessive tender prices. 

The PWD Alternative 

The Central Planning Office considered seven alternatives. 
These (and their Net Present Values) were as follows (PWO cost figures 
for the reconstruction included a 25% overhead charge): 

(a) accepting the $24.03m tender, with the total project cost being $25.8m 
(NPV = -$7.194); 

(b) PWDbuildingto full specificationsat a total cost of$10.1m over eight 
years (NPV = -$O.854m); 

(c) PWD immediately tarsealing the existing road an~ letting private 
contractors do the reconstruction to full specifica tions after 10 yean;
(NPV = -$1.426M); 

(d) PWO immediately tarsealing the existing road and reconstructing to 
full specifications after 10 years (NPV ,; $3.111); 

(e) PWO immediately tarsealing the existing road and reconstructing to 
full specifications after five years (NPV = $1.999m); 
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(0 negotiating the tender down to $12.25m so that-total cost becomes 
$14m (NPV = $2.830m); and 

(g) negotiating tender down to $14.25m so that total cost becomes $16m 
(NPV = $1.l26m). 

Of these, it was made dear to the government that the last two 
alternatives were not possible. The best alternative for improving the 
road, therefore, was to let the PWD tarseal the old/existing road 
corresponding to the two sections (with only minor straightening of the 
bends and levelling of steep gradients) immediately, and letting the 
PWD do the reconstruction to full specifications after 10 years. 

This was quite surprising for the World Bank. One World Bank 
official was quoted as saying, at a meeting with the government and the 
consultant, that he could not see how the PWD could do the work more 
cheaply than the contractors. In other words, he' was arguing, he would 
ha ve difficul ty in sa tisfying the execu ti ve directors of the Bank that they 
should not build up force account9 programmes in other countries if it 
were to be said that PWD in effect could operate more efficiently than 
contractors. 

The basic conflict, therefore, was over the relative cost effi
ciency of the PWD and tl:le private foreign contractors. To 'resolve' this 
conflict, the W orId Bank insisted on PWD re-estimating the costs using 
the contractors method of costing. 

Estimation using the contractor's method of costing meant that 
the time length for the completion of the project was. tp be the same as 
that for the contractors'. This, obviously, was not what the PWD had in 
mind. 

Moreover, on the risk element, it was insisted that the PWD 
allow for riskS to the same extent as the contractor!j. This, of course, 
ignored the fact that the contractors had hedged heavily against certain 
'risks'. Firstly, there was the risk of working in a country which was 
remote from others, which did not provide the benefits of previOUS 
experiences with large projects, and which cogld not guarantee the 
option to the contractors of obtaining further major civil engineering 
works. Secondly, the contractors had to write-off the value of their plant 
within the contract period (as they did not think that there was a 
lucrative second hand market for the items). Thirdly, the contractors 
were concerned that royalty payments could be higher than the quota-
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tions. Finally the work was not expected to significantly add to the 
contractor's international reputation. But while these may be 'risks' 
from the viewpoint of transnational corporations, they are definitely not 
'risk' elements from the local PWD's construction perspective. 

Thus, if the PWD had to account for such factors then certainly, 
the PWD's estimates would have been somewhere close to those of the 
contractors. 

Moreover, the PWD option was to be considered for the third 
section but only if the tenders for this section were unattractive. As for 
the first section, the World Bank believed that because it was more 
attractive (with a much easier terrain,. better soil conditions and more 
favourable weather) than the third section, at least one contractor could 
be attracted. And, it was only in the absence of attractive tenderers for 
both sections that the PWD would be used for both the sections. 

In both cases, however, the World Bank had attached three 
additional condition's. Firstly, the World Bank was only to participate if 
it was "demonstrated" to it that the use of PWD was cheaper than ,the 
use of contractors. Secondly, the government had to satisfy the World 
Bank that it could mobilize the necessary expertise ·for successful ,. 
execuijon of the job. And thirdly, if the above two conditions favoured 
the PWo, then the constructional plants and equipments were to be 
purchased through international competitive biddinglo. 

Furthennore, if the PWD was to do the reconstruction, the 
World Bank wanted the government to hire, in addition to a manage
ment consulting finn for management services, an engineering consult
ant who was to certify that the quality of work done was in accordance 
with .the specificatio~. This requirement, ideally, should have de
pended on the tenns and conditions of the management consul tan ts. As 
at least one management company <the Crown Agents) had agreed to 
aCcept full professional and financial responsibility for the project, there 
is no justification for this condition of the World Bank. 

On financi~ respOnsibility, Fiji's system of financial control 
requtred the government, under the Finance (Control and Manage-t 

ment) Act of 1966, to record man-hour, material, and plant hire costs 
before certifying any payment. The World Bank, on the other hand, 
insisted on certifying being based on measured quantities of work done. 
This ~t that the PWD. had to hire additional staff to measure the 
physical quantity of work done. 
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The World Bank requirements, therefore, · raised the cost esti
mates of the PWD. As against this, what was completely ignored was 
that even if the work was done by private contractors, the fWD was to 
have incurred at least some overhead costs. Secondly, the writing-off of 
constructional plant in four and a half years, ~s the contractors were to 
do, had a 'resource surplus bias'. The PWD had claimed that in its 
calculations it had depreciated the plant by 70% over four yecu-s, while 
for it, the residual value of the plant was greater than 30% (Records). 
Moreover, with PWD's experiences in Fiji, the risk loading factor, if the 
PWD had to load its price to take account of risks, should have been 
much lower than that of the contractors'. 

In its re-estimate, to take account of the. risks, the PWD arbitrar
ily .raised the embankment volume by 25%. This itself had raised the 
estimate by $lm. Thus, after the PWD took account of the World Bank 
requirements in full, its estimate for the third section came to $10.6m.n 

One fundamental issue here is the government's real commit
ment to letting the PWD undertake the construction work. One PWD 
personnel indicated that while initially the engineering and administra
tive personnel of the Works and Finance .ministriesl2 were. keen on the 
PWD undertaking the construction job, they were later asked by their 
ministers to withdraw their support for the PWD (personal communi
cation). Firstly, if the PWD was to do the construction, the foreign 
exchange component of the project WOUld. have fallen by 8.1 % points 
meaning that the governt11ent would have haq to tap other sources for 
additional funds since the World Bank's contribution would have 
fallen. Secondly, and as was also noted by the IBRD, since 'the govern
ment was strongly committed politically to improving the ~di-Suva road 
as soon as possible ... the accustomed force account systems may have 
been considered too slow to meet the government's timetable' (World 
Bank, 1982:7 stress added). 

No one, it is certain, considered that if the PWE> was to do the 
job, apart from generating a greater domestic multiplier effect, it would 
have gained substantial experience from the project. Such experience 
would have been invaluable for PWD's other road construction proj
ectsP The World Bank, however, regarded the construction work as a 
'one time operation' (IBRD 1971 :11).14 In addition, the PWD's estimate 
included the total cost component of the revised design specifications 
while the foreign companies, as will be seen in the next section, were. 
asked to revise their estimates on the basis of a transfer of a significant 
part of the total cost on to the g<?vernment. 
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SECOND BIDDING 

In April 1972, (on the. other hand) the consultant issued the 
revised tender documents to the firms that had initially submitted bids. 
The tender calI, as noted earlier, was preceded by attempts at transfer
ring some part of the cost burden on to the government. The govern
ment had accepted the proposals for a 80% subsidy on royalties for the 
removal of stone, gravel, and sand. It also accepted to negotiate with the 
landowners, on behalf of the successful tenderer, for provision of land 
for disposal of surplus materials. It also permitted the contractor(s) to 
use gravel from the PWD's long term reserves. 

In addition, the consultant had submitted that to make the 
bidding more competitive, some more attractive proviSions in the 
tender documents were desirable. The first such provision added was 
that the tenderers could tender for both works as a whole, or for one 
contract work only. The firms submitting for both the sections simulta
neously coulQ, therefore, take into account the economies gained on 
award of both the contracts. 

The second additional provision was that the time-span for the 
completion, if one contractor was awarded both the contracts, was to be 
raised to four and a half years. A contract granted on the above basis, no 
doubt, was going to reduce the total project cost, but it was also going 
to reduce the total project benefits; increasing the physical implementa
tion period by one and a half years was to delay the benefit generation 
by the same period. 

The third additional provision included in the new document 
was that, if a contractor was awarded both the contracts, it would also 
have the option of nominating the date when the tenders for the middle 
section were to be invited. This was to enable the award of the tenders 
for the middle section at a date most suitable to the appointed contrac
tor's progress on the first contract: 

Moreover, the specification standards were reduced. The road 
embankment heights, for example, were redl\ced in many places,thus 
reducing the earthwork quantities. IS Cheaper culv~ materials were 
also provided for.16 In addition, a Hve mile stretch (Nadi by-pass), a 
major bridge (Sigatoka River Bridge) and a town (Sigatoka) by-pass 
specifications were deleted,. thus, reducing the benefits. 

By the close of the tender date, fi~ tenders were received for 
Section One, and five for both the sections together. The lowest tender 
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submitted was for $19,804,263 for Section One and Tnree together, and 
$10,918,861 for Section One only. 

Despite the tender sums being higher than the eetiinate, the 
consultant recommended the acceptance of the tender of the lowest 
bidder. Ideally, this reoommendation should have been based on a 
comprehensive re-evaluation of the project viability. In the next section, 
I argue that neither the government and its consultant nor the World 
Bank had adequately revised their appraisal reports in light of the 
increased costs and reduced design specifications. 

PROJECT VIABILITY 

The most important issue in light of the increased cost esti
mated, and in light of the relatively higher tender prices than expected, 
is whether the project remained-economically viable. 

The Central Planning Office claimed that the project was not 
viable at the lowest original tend'er price. Calculations using the Central 
Planning Office data suggest that the project's break even point was 
reached at a cost of $17,32m, Given this, it is obvious that the project 
would not have been economically viable ~f it was let out for the tender 
at a construction price only, of $19.8m. 

The World Bank, on the other hand, argued that the project 
remained viable up to a cost of $22m, On this basis, it considered the 
lowest te.nder submitted as unattractive and, as a result, rejected the 
PWD alternative. The basis for rejecting the PWD alternative was not 
whether it could do the job at a cheaper cost than the contracto'rs, but 
whether employing the contractors could have made the project eco
nomically unviable. The argument seems to have been that, as long as 
the project remained viable if constructed by contractors, it justified the 
use of contractors over the PWD. 

In any case, the lowest tender submitted was upon the transfer 
of some costs directly onto the government. Also, the sums allowed for 
price variations and dayworks were reduced by 30% and 25% respec
tively. In addition, it had a gross understatement of costs,associated 
with service diversions. Moreover, the government overhead costs 
were not in any way accounted for in the $19.8m estimate. Also not 
inel uded in the re-eval ua tion, was the consul tant' s fee (which amounted 
to over $1 m), and the land acquisition costs. The negative impact on the 
benefits, especially on the user cost savings due to the reduced design 
standards and the reduced scope of the work, was also not considered, 
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Unfortunately, nowhere in the government's, the consultant's, 
and the W.orld Bank'$ attempts at re-evaluation of project viability, is 
there any evidence that note had been taken of the fact that the mere 
exclusion/overlooking of certain costs, and/or transferring certain 
costs on to enti ties other than the contractor does not get rid of such 
costs. 

Without doubt, thus, all.indicators that could have shown that 
the project, in the way in which it was impleme:nted, was not economi
cally viablel7, were present. No one, however, even tried a serious 
analysis of the project viability in ligtt;t of the increased cost estimates. 
This was acknowledged by the World Bank a decade later, when in its 
Project Performance Audit Report, it had the following to report: 

No comprehensive analysis of the construction options was 
undertaken ... even after the use of the standard international 
tendering procedures had led to unsatisfactory results. Further
more, it seems that the [World] Bank staff may have felt reluctant 
to offer comprehenSive assistance to the government iri analysing 
the merits of force account construction versus contraction ... 
(World Bank, 1982:8). 

For the project then, despi te the attempts by the PWD to get the 
construction job, and despite the fact that .the PWD's quotations were 
much lower than that of any foreign firm, the PWD was not considered 
fit to do the job. 

Reconstruction began in 1972. By 1976, 66km was opened to 
traffic and by 1979, the two end sections of the highway were completed 
by the international contractor. Substantial time and cost overruns were 
incurred by now. The way in which the implementation of these two 
seCtions proceeded, however, again gave rise to discussions of the 
fundamental issue of the comparative efficiency of the foreign private 
contractor and the PWD. Not only were there significant dissatisfac
tionswith the implementation of the project in Fiji, butit had also caused 
the World Bank con:;iderable embarrassment. 

EFFICIENCIES OF FOREIGN CONTRACTOR AND PWD 

In 1979, the World Bank compiled a Completion Report on the 
project. In this, it reported the following: 
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With the cost overruns ... blame has increasingly ~en put on the 
[World] Bank for having ... required International Competitive 
bidding when - what is now seen with hindsight - force account 
work would have been so much cheaper (World Bank, 1982:33) 

This led the World Bank to do a detailed comparjson of the road 
construction efficiency~of the international contracting concern with 
that of the PWD. In this study, it. compared the actual construction cost 
for the two end sections with the estimate for the construction of the 
middle section using the PWD. (The PWI? estimates were based on 
other similar reconstruction works that it had done in the past). The 
World Bank study revealed that 'it [was] almost certain that force 
account would be cheaper to the government than work by interna
tional contractor' (World Bank, 1982:12). Table 2 gives the relevant 
construction cost data that supports the above concl,usion. 

Table 2: International Contractors Actual Construction Costs 
Compared with PWD's Estimates 

Sections 

III I + III II" II" 

Length (Km) 66 42 108 67 67 

COSTS" ($US millions) 

Total 21.25 24:60 46.35 16.80 30.10 

PerKm 

Per KmNet 
of Taxes 

Per KmNet 
of Taxes and 
Profits 

Notes: I PWD's Estimates 

0.29 0.51 

0.26 0.45 

0.38 0.25 0.43. 

0.34 0.25 0.35 

bConsuItant's estimates for Section U if construction WitS by private 
contractor . 

.. All costs are in 1975 prices. 

(Source: World Bank, 1982:13). 
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The 'reasons why the public body was considered more efficient 
than the international contractor included the lower mobilization and 
demobilization costs 'of the PWD, reduced employment of,expatriate 
staff18, and a lower risk and profit level accounted for in the PWD's 
estimate (World Bank, 1982:12). Because Fiji is a nation remote from 
major constructional plant and equipment distr~butors, for projects that 
are of shorter duration than would normally be required to write-off the 
value of the items, a foreign contractor would incur greater mobilization 
and demobilization costs. 

It should be stressed that the ~WD's aim was, and stiIl is, not to 
maximize profits. (Obviously then, if the PWD was to do the construc
tion work, it would have no incentive to maximize profits). This also 
means that it could absorb any disturbance to its construction plans 
relatively more easily (for example, by redeploying the equipment and 
personnel to their other ongoing projects) thus producing a cost differ
ence more than that reflected in the 10% net (of taxes) profit figure that 
the contractors had produced (World Bank, 1982:7). 

In Fiji, one major disturbance to most infrastructural w'orks 
arises from the problems of acquisition of land and naturally occurring 
materials (like gravel, sand, earth fillings, etc). The land acquisition 
process allows for land to be acquired before actual compensation is 
worked out. This, of course, has the potential of creating unnecessary 
delays and disturbances. In many cases in the past, major land blocks 
and landowner-Native Land Trust Board-government cOAfrontations 
have ariSen. In some cases, the government had to request the Suva
Nadi highway constructors to change alignments after substantial costs 
were sunk. Such problems are responsible for delays in the physic,!-l 
impl~mentation of the construction project. For private firms, such 
delays are costly. Private companies claim for such delays and provi
sions for this are nearly always included in the contractual agreements. 

In addition to the above, for the two end sections three addi
tional factors had contributed to the substantially increased costs. 
Firstly, the government continuaIly directed the contractor to carry out 
additional work; work that was not provided for in the contract but for 
which open ended provisions were present in the contract. While the 
details of such directions have not been obtained, two such costly 
directions concerned the raising of the Qaraniqio Ri ver Bridge embank
ment (to aIlow Pacific Harbour yachts tD'pass underneath), and the 
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raising of the Lami Cement Factory bridge embankIl:\ents (to allow for 
passage of the Cement factory works related cargo under the bridge),19 
Such additional work led to cost overruns that amounted to 60% of the 
total cost overruns (World Bank, 1982:4). 

The second adJitional factor concerns the arbitration proceed
ings, and the working relations between the different parties. From 
documents available in the government departments, and from discus
sions with some of the governrnent personnel involved with the project, 
it is abundantly clear that the working relations between the contractor, 
the consultant, the government, and. the World Bank were far from 
amicable. The consul tant often complained to the government about the 
non-cooperation of the contractor, while the contractor often claimed 
that the consultant was unnecessarily demanding, and had inexperi
enced staff in the field. These strained working relations were certainly 
one reason for the lengthy and costly arbitration proceedings that 
started in 1978 and continued till 1981.20 

The third reason for the excessive construction cost concerns 
the design standard. All parties acknowledged some time or the other 
that the design standard for the highway was unreasonably higher than 
that desirable for the expected traffic levels on the road. One likely 
explanation for the over-design could be that, given the contractual 
nature of the consultant's supervisory work, the consultant wanted 
arways to be sure that the design work did not fail. 

THE MIDDLE SECTION 

In 1980, the government of Fiji, taking the World Bank's earlier 
undertaking that it would finance the reconstruction of the middle 
section, applied for a loan for this section. In November 1980, the World 
Bank agreed to give a loan covering the foreign exchange component as 
':VeIl asa partof the civil works to be carried out by the PWD. Of interest 
here is that after the World Bank's experience with the foreign private 
contractor, it developed a fa voura ble d isposi tion towards the PWD and 
indeed allowed the PWD to undertake the construction work. It ought 
to be noted, however, that the World Bank granted the loan not under 
its 'Highway Reconstruction' category but under a separate category 
called 'Cyclone Rehabilitation'. In line wi~h its policy of encouraging 
private enterprise, therefore, the World Bank did not want to officially 
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acknowledge that sector programmes could effectively be undertaken 
by local public concerns. The "cyclone category" was a convenient way 
of avoiding a public record of the fact that a publiC company could 
efficiently undertake the implementation of a sector programme. 

It is also nofeworthy tha tfor this section no appraisal report was 
prepared. Without explaining this, the World Bank (1982:7) asserted 
that the economic rate of return was 16%. After the project completion, 
a 'Project Completion Report' was compiled, but again, no rate of return 
was calculated. Instead, the World Bank (198$:7) asserted that since 
"there has been a phenomenal traffic byildup due to the location of a few 
resort hotels along the completed road alignment, the economic rate of 
return for completed road works would exceed 16%. 

In any case, construction,.of the middle section in 1981 and at a 
total cost of $29m, was completed by 1985. On the PWD's performance, 
the 'Project .Completion Report' stated that the "implementing 
agencies ... performed very well" (World Bank, 1985:1), ·and that the 
"Fijian government agencies, when properly staffed as in the case of the 
PWD, are capable of carrying out extensive project work by force 
account with limited technical assistance ... " (World Bank, 1985:2). 

Since in 1982, the World Bank had compared the actual cost 
efficiency of the foreign contractor with the PWD's estimates for the 
middle section, it would be interesting to compare the actual efficiency 
of the two constructors. Of course, it may be argued that the design 
standard of the middle section was lower than that of the two end 
sections. While this may appear problematic at first sight, upon closer 
analysiS it is revealed tha t a design speed of 64 to 80 kph was the original 
phin for the rolling and the hilly sections of the highway. As against this, 
the PWD's design standard for the,middle section was 70 kph for most 
of the stretches, with it falling to 50 kph for the extremely rugged 
sections. In addition, the generally more difficult terrain of the middle 
section should more than account for the lower design speed for this 
section. Finally, the lower design standard, as the World Bank noted, 
was to have a "negligible effect on vehicle operating costs" (World Bank, 
1982:8). 

Table 3, therefore, shows that the PWD's actual per kilometre 
highway construction cost was 60% of that of the international contrac
tor's. 
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Table 3: Actual Cost Efficiencies of PWD and the International Contndor 

I + III II 

Length (Km) 108 67 

Total Cos~ ($fm) 76.28 29.10 

Cost Per Km 0.71 0.43 

• Only the construction, and design and supervision costs are included. All the 
costs are in 1986 terms and are economic costs. 

(Source: Chand, 1987: "hapter 7). 

CONCLUSION. 

A definitive way in which conclusions regarding the efficien
cies of private sector enterprises and public' sector enterprises could be 
drawn is through thorough empirical studies. Furthermore such studies 
should be conducted on the basis of a common denominator. In this 
paper, I have produced the findings of one such empiricalstudy. There 
are many interesting aspects of this case study. 

Firstly, the case show~ the way in which the World Bank 
excluded a public concern from undertaking the implementation of a 
project which the Bank funded: We have seen that the conditions that 
the World Bank placed on its loan were so severe, and in the case of its 
insistence on the PWD re-estimating the costs by including risks as 
foreign private contractors would do, so underhand, that they auto
matically ruled out the PWD from undertaking the construction. Irre
spective of the efficiency (or inefficiency) of the private concern vis-a-vis 
the public concern, the World Bank was found to discriminate in favour 
of the private sector. It was only when the private sector's performance 
was found to be beyond any excuse and only when the PWD had proven 
its efficiency through its involvement in other similar projects, that the 
World Bank agreed to let the PWD undertake the construction of the 
remaining section of the highway. The interesting aspect that is worth 
bringing out here is that for the section that it let the PWD undertake 
construction, the World Bank granted the loan under a category differ
ent from the normal (Highway) category. By its own previous admis
sion, the World Bank tries to prevent encouraging the build up of PWD 
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sion, the World Bank tries to prevent encouraging the build up of PWD 
programmes in other countries. The evidence from this project, there
fore, supports the often stated argument (see, for example, Payer Bello 
et ai, and Hayter and Watson) that the World Bank is an arm of private 
international capital. 

Secondly, this case study destroys the myth that seems to 
circulate in institutions like the World Bank, and which is perpetuated 
by neo-classical economists, that the public sector is inherently ineffi
cient vis-a-vis the private sector. The study shows that there is nothing 
inherently wrong with public sector production institutions. On the 
contrary, the benefits of public sector production institutions could be 
wideranging, for example, in this case, the insti tu tional development 'of 
the PWD as well as the associated multiplier effect. 

Finally, the case study has practical importance for not only the 
implementation of development projects, but also for programmes of 
privatization. In Fiji, for example, in 1987 the World Bank tind the Asian 
Development Bank agreed to finance the reconstruction of another 
lengthy highway stretch (the Kings Road). For this, the information 
available so far suggests that an international private company witl do 
the reconstruction. This policy guidanc.e, especially in light of the 
PWD's proven record, is certainly not in the best interest of the nation 
and oUght to be rectified. Finally, in Fiji the proposed privatization plans 
for the Post and Telecommunication Department, the Government 
Shipyard, and the Government Shipping Services, and generally any 
privatization plan in any South Pacific nation ought to benefit from the 
view that thorough empirical studies be first done to arrive at the 
rationale for the privatizations. 
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ENDNOTES 

1. The details of these issues are found in Chand, 1987:79-91. 
2. It is to be noted that this is not a normal economic criteria for 

investment projects. Indeed, none of the World Bank manuals and 
literature give any indication that this 'criteria' is generally adopted 
by the World Bank. In any case, for the middle section, the World 
Bank's estimate for the rate of return over the life ofthe project was 
12 per cent. If the World Bank was to be con~istent; it would have 
insisted on the deferment of the third section as well since this had 
a first year rate of return of only 9% (IBRO 1971a:14). 

3. The interesting aspect is that the IBRO's appraisal report (1971 :9, 
stress mine) stated the following: ..... the government has decided that 
(the central section) should be oinitted from the project .. ' This is a 
gross misrepresentation since it was upon the World Bank's insis
tence-that the government had agreed to do this. 

4. The conditionality details are provided in Chand, 1987:91-101). 
5. According to records kept at the PWO, for the highway project, no 

local company had applied for pre-qualification. Since this is one of 
the essential components of the international competitive bidding 
process, an original failure to submit a pre-qualification application 
meant that local companies that would have later become interested 
in tendering could not do so. This was the case with one local 
company (which later was subcontracted by the successful tenderer 
to do work on the most difficult portion of the highway) that had 
wanted to go into partnership with a foreign company in order to bid 
for the contract. The representatives were advised by the Minister 
for Works that since the World Bank insisted on full scale pre
qualification, they stood no chance in bidding. 

6. Similar arguments for the privatization of the PWO's construction 
operations, thereby relegating the PWO to only road maintenance 
works, were made by the UNOP in its 'pre-feasibility' report 0968:12). 

7. It is worth noting here that the 1970 equivalent of the British Road 
R~arch Laboratory estimate provided to the Fiji government in 
1967 was about $F40,200 per km more than the consultants' estimate. 
Certainly, then, the (British) consultants did not heed the advice of 
the Road Research Laboratory - an institution that had substantia! 
road research experience in the underdeveloped countries. It is often 
taken for granted that the operations of international consulting 
companies are far from questionable. The issue is why should the 
activities of these companies be differe!'t from those of the ordinary 
transnational companies operating in the underdeveloped coun
tries. Afterall, the basic dynamic driving force behind both types of 
concerns is the same. 
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8. Interestingly, not only did the (:onsultant suspect that there had been 
collusion between the tenderers, but .the World Bank had also 
suspected that there had not been a competitive approach to tender
ing (Records from the PWD files. This is indicated in the te~t by 
'Records'). The World Bank, however, still insisted on international 
competitive bidding for the construction work. 

9. The World Bank uses the term 'force account' to refer to the PWD. 
iO. It ought to be noted that no similar condition was placed on the 

foreign contractors if they had to purchase any required equipment. 
11. The use value of the PWD estimate would only have been realized in 

comparing it with other estimates for the same section. The other 
tenderers' estimates, in the second bidding; were based on the as
sumption that they-would also be constructing the first section, with 
the option of them tendering for the second section being open. 
Thus, their estimates for the third section took account' of the 
economies of scale of building both the sections, while no such 
advantage was taken into account by the PWD. 

12. Charles Stinson was the Minister for Works then. After this, and 
while the discussions for the project were still going on, he took over 
the Finance portfolio. 

13. A fundamental problem with cost-benefit analysis is that it does not 
usually incorporate benefits such as the development of experience, 
or what the World Bank calls 'irstitutional development'. Accord
ing to the World Bank, institutional development from the construc
tion of the two end ·sections ofthe highway by foreign contractors 
was dismal (World Bank, 1982). 

14. Obviously the World bank did not at all use the comprehensive 
transport sector investment plan that was prepared by the govern
ment (at great cost) as a necessary precondition for the World Bank 
loan. This plan had certain recommendations concerning the con
struction of other roads as well. 

15. This, in fact, turned out to be more expensive as found out in the 
implementation stage. Especially in the swampy areas, additional 
(imported) materials were used in lieu of raised embankments, if 
roadwork failures were to be avoided. 

16. Rela ti vely chea per Armco cuI verts were substi tu ted for box culverts 
(cement). Soon after installation, these started rusting in the inverts 
and had to be treated with interior rust prevention coats. 

17. My ex-post evaluation of the project shows that the rate of return of 
the project has been 3.67%. For details on this see Chand, 1987 : 
chapter 7. 

18. The contractor had an average of fifty expatriates in Fiji for the two 
end sections (World Bank, 1982:8), while the PWD had recruited 
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19. This bridge embankment had failed during its construction phase. 
The insurance company refused to pay for the damages and as a 
result work was halted so that the reasons for the failure could be 
established. The Minister for Works and Communications had 
claimed during the Parliamentary debates in February 1980 that the 
raising of the bridge embankment had contributed to the failure 
(1980:58). 

20. The contractor was claiming over $Bm (World Bank, 1982:27) for 
work it claimed it had done but for which payments were not made, 
while the consultant claimed that for work 'certified' , the contractor 
was overpaid by $7oo! For the uncertified work, the government had 
made an offer of $1.25m to the contractor. This offer was refused. 
Finally, an out of court settlement, in favour of the contractor, for 
$3.68m was made (World Bank, 1982:27). 
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