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1 Executive Summary

The aim of this work is the identification and assessment of public activities to be shifted to the MSE (micro and small enterprise) sector.

This will strengthen the competitiveness efficiency and productivity and as such contribute to an economic growth under market economy conditions.

It will give a chance for business start ups as well as for growth of existing small enterprises.

Even that “privatisation” is not a way to solve all problems (sometimes it is creating new worse ones) there is no reason for state bodies to be involved in economic activities in areas where there is a capacity in the MSE sector and if there are not involved sovereign tasks of the State.

There were studied seven different cases:

· Two garages (municipality and health bureau)

· Slaughterhouse

· Kitchen and the laundry of the hospital

· Bus terminal

· School furniture factory

Right now all operations are producing deficits.

The study showed that all activities could be operated cost covering or profitably.

The turnover volume of the seven cases is estimated to be in total between 4 and 7 million Birr/year (There have been difficulties in getting real figures).

There are some specific aspects to consider.

There has to be avoided to create private monopolies (a deadly sin in privatisation).

In the slaughterhouse case a relatively big investment has to be done.

This study should be a base for a first decision from side of the government. Then the next steps would be to start the procedure in every case.

2 Idea – Task – Scope

2.1 Government – MSE promotion

The Regional Tigray Government is highly aware of the important role micro and small enterprises are playing on the way to a growing and sustainable economy in Tigray.

As such there are considered a number of ideas, plans and measures to be taken in order to promote the sector in giving small enterprises a better chance to grow and for encouraging business start ups.

To undertake this with a lot of money is relatively easy – but achieve this under serious budget limitations is a difficult task and requires good ideas, courage and highly motivated professional people – which is the case here in Tigray.

There are several ideas, plans and programmes in discussion or in implementation. For example,

· how the technical school leavers can be supported and encouraged to open their own small business?

· and, how to involve micro end small construction enterprises in the upcoming big housing programme?

· and, how to increase the number of MSEs participating and winning public tenders (as the state is still by far the biggest customer of private enterprises)

And – the government is asking the question itself, why the state should run a school furniture factory by itself, or why public servants are running the kitchen in the hospital or servicing vehicles.

Exactly this question is subject of this study.

2.2 Institutional Framework

The Vice President of the Tigray Regional Government is considered as the motor of the process towards a modern market economic structure. Many excellent ideas are coming from him and he personally getting involved in the successful implementation dealing with the affected parties

But the political backing is one thing – the other is putting ideas into actions. So there was needed a operational unit. It was realised, that to do this job is a difficult task for a “traditional” state body, department or institution. In line with the federal and regional MSE development Strategy there was set up the Tigray regional Development Agency (ReMSEDA) in 2001.

This agency is a governmental institution. But it is not tied up in the classical state hierarchy. It is now a kind of a “task force” for MSE Development reporting directly to the Vice President of the Tigray Regional State.

The main tasks are

· Provision of Business Development Services to MSE operators and business start ups

· Policy advice for creating a favourable framework and environment for MSE

Special projects

Today, in March 2002 the Agency is operating well and is in the process of development towards the strong key player for MSE promotion in the region and a professional service provider for entrepreneurs and business start ups.

2.3 Aim – Expected Results of the Study

The Regional Government of Tigray  considers

shifting public services and activities to the MSE sector

as one good way to achieve the following goals:

to strengthen the MSE sector (micro and small enterprises)

to make the administration leaner

This study should be the booster for starting this process. It will be the base for the needed political decisions.

As we talk about the MSE sector – the cases to be considered are small scale ones. But there are hundreds of potential cases – the impact is expected to be high.

2.4 Methodology – Approach

There are two different ways of approaching this kind of task:

1. “Academic approach”

to make a large survey all over the region about

· all potential activities which could be done by the MSE sector

· the potential of the MSE sector to carry out these activities

· elaborate models for the different kinds of activities and the procedures to follow

· start with the implementation

2. “Practical Approach

· selection of some “typical” cases

· assess the situation of these “pilot cases”

· talk to all people involved

· rough calculation

· identify the options

· offer recommendations

· take the decision

· do it

Both ways might get the same result. But the first one will take about one year and the second two months.

There is one additional advantage of the “pilot-project-approach”: Not everybody in all governmental structures is principally happy with the idea, that state bodies are “loosing power” or “spheres of influence”. And some of them are sceptical on how this can work?

So, doing it by pilot cases and “producing success stories” – this scepticism will be easier to overcome.

The study was conducted in February 2002 by the ReMSEDA guided by the international consultant Uli Lachenmaier (consortium GFA Management GmbH / ifo institut on behalf of the GTZ). The direct counterpart, Daniel Mululaem, General Manager of the Agency, contributed a lot not only by organising meetings and facilitating the logistics, but also with his high level economic skills and his strong commitment. The ReMSEDA consultant Ephrem Assefa, future “outsourcing expert” accompanied the international consultant and contributed by his motivation and hard working to this result. He was keen to learn and appreciated the “lessons” in learning by doing.

2.5 Public Private Partnership – Outsourcing – Privatisation - Subcontracting

There are some terms describing the process of shifting public activities to the MSE sector. They have different meanings but are sometimes overlapping. We are trying to make a contribution to clarification without loosing sight of the most important issue. This is to look in every case the best and most operational way to do it. This should the focus of discussion.

Public-Private-Partnership

This term is covering a wide range of situations, where private enterprises and public bodies are doing something together.

Example: The GTZ (German Agency of Technical Cooperation) is running an SME Development project in country A; one component is business partnerships and transfer of technology between companies in country A and Germany. Now “public-private-partnership” starts in a way that the GTZ, the governmental project partner in country A, private companies in Germany and country A are working together to implement a cooperation with the objective of business partnership and technology transfer.

On the other hand, the “subcontracting” of a small cafe within the Mekelle bus terminal is one type of public private partnership as well.

Public Private Partnership is any kind of temporary or ongoing cooperation between public enterprises and public bodies.

Outsourcing - Subcontracting

Outsourcing and subcontracting are terms describing the inter-linkages between enterprises, as well as franchising, joint venture or just trade arrangements.

This is nothing new in all economies world-wide. The entire history of the economy is a history of outsourcing. The subsistence was (and is) the starting point – then more and more was outsourced (food and textile production; hair cutting, babysitting and even to take care of older people even in many cases is “outsourced” from the family to old-peoples-homes).

The car factories started in producing everything by themselves - nowadays they reduced their activities to design, marketing, sales – and assembling parts supplied by other “subcontracted” specialised enterprises. Research and development is split: some areas are still in the main companies; however - most of R&D is carried out by the suppliers (they are the innovative chain link in the process).

Sometimes the subcontracted supplier is working exclusively for one customer, but many of them work for different ones (competitors). Examples: car seat belt factory TRW, tyres, speedometers.

The process starts with outsourcing of an activity to a small company, which is then linked by a contract to the customer (subcontracting).

Outsourcing is one action – subcontracting is a longer lasting relationship between a bigger and a smaller enterprise.

Privatisation

Privatisation is the process to transform a state own enterprise in a private owned one. The term is usually used for bigger operations and companies.

So, what is the right term to be used for the operations being looked at in the present study?

Everything is a kind of Public Private Partnership – but this is considered as too general. Privatisation is not appropriate as there are no real (big) public enterprises in question.

The kind of operations looked at are activities integrated in public departments and institutions. As such – we are talking about “outsourcing” followed in one or the other cases by subcontracting arrangements.

3 General Aspects

3.1 Roles of state bodies and private operators in a market economy

The drastic economic and social changes world-wide in particular in the last decade defines the role of the public sector completely new in many countries not only in Eastern Europe but in many other developing countries in particular in Asia and Africa.

This does not implicate a decrease of importance of the public activity – but there must be a new definition of the tasks and the relationship to the private sector.

Concerning the public activities in the production and service sector there have to be taken every opportunity to hand over tasks to the private sector.

The core task of the state remains to establish and create the legal, administrative, economic and institutional conditions for a private economic activity.

The new role of the state has to be seen more as a provider of conditions and service then an economic actor and controller of any economic (and other) activity.

new role of the public sector: service provider and facilitator for the private sector
In particular the small and medium sized private companies which are the most important ones in the successful national economies should be focused on. The big companies generally do have enough economic and political power to improve the conditions to their favour.

So the tasks of the public sector within this new role are:

· levelling the ground, creating equal opportunities for all economic actors, cleaning legislation from regulations and procedures detrimental to SMEs, and enacting anti-trust provisions to secure a state of competition all over the economy,

· assisting SMEs directly through tenders, provision of land and infrastructure, adequate taxation etc., and indirectly through the creation of incentives for private sector actors who co-operate with MEs,

· supervising and regulating SMEs to avoid or minimise health, environment etc. hazards and the creation of new injustices and inequalities.

But sure – it is a long way to go. Because it has to do with the mentality of people. Nobody, who was created, educated and working in the “old system” as his parents and even grandparents were as well, should be blamed to be very critical being confronted with this new role.

The private operators have the natural objective to “make money” and this is completely legal. But they have as well to take over a responsibility for the community not only by paying tax but also for other issues like environment, social responsibility for their employees and others.

The role of the private enterprises is to generate prosperity, create productive jobs and pay tax

In Ethiopia the first very important step was done. The “Micro and Small Enterprises Development  Strategy” from 1997 is considering the principles mentioned and should be considered as a great success of the Ethiopian Authorities.

Coming to the regional level of Tigray this national strategy was adopted in 2000 and under implementation.

Tigray/Ethiopia – the requirement for MSE development are met

3.2 Transformation “public in private”  – “a long and winding road”

This is not the place to make a study of privatisation policy as the concrete task is to outsource public services. But some remarks are necessary.

One word for the privatisation ideologists:

Please remind the struggle, the problems and the costs the Germans had in privatising the whole national economy of the former GDR

Please remind all people freezing and dying in some Eastern Countries due to the switched off heating systems by a private provider (because the bills of the last winter season could not be paid; one more detail: even people, who is able to pay has to suffer due to the collective heating system).

By the way – this was the consequence of the substitution of a state monopoly to a private one – one of the most serious mistakes that can be made.

Do never substitute state monopolies for private ones

Talking about the dark sides of privatisation – there is no bigger risk (chance) for corruption then in privatisation and outsourcing processes.

Privatisation is a great opportunity for corruption – be aware and keep it clean and transparent

There could be mentioned much more examples.

Please – be not an privatisation ideologist

So, lets go the pragmatic way. What should be the result of any outsourcing action:

3.2.1 Better and/or cheaper products / services

How this can happen:

The private entrepreneur is only surviving, if somebody is buying his products and services. The civil servant survives even without any client. So the private entrepreneur will do everything to make his clients happy and to struggle to get new ones (even without having a degree in marketing).

(Nearly) every public actor has a monopoly and (nearly) every private entrepreneur is facing competition.

The private entrepreneur by nature has to produce better and/or cheaper products/services

3.2.2 No negative effects for the people

Here we are – this is the crucial point and this is to be considered carefully by the public decision makers. Aspects like environment, health, new injustices and inequalities are the challenges and in particular – jobs.

In the long term there will be more jobs. The growing economy caused by the private sector in working better and harder and producing better and/or cheaper products and service will generate more money, more demand, more growth – and more jobs.

But these will be other jobs and it will not happen at the same day when jobs get lost. And the effectiveness of the private entrepreneur usually is that he is raising the productivity in producing the same output with less input what human resources are concerned.

Outsourcing is not creating new jobs – outsourcing is cutting down jobs (short term)

But

Outsourcing turns unproductive jobs in productive ones

So there will be a social problem to be solved. But what would be the alternative? If these jobs are really unproductive – the consequence will be a bankruptcy of the system, which happened at the end of the nineties in Eastern Europe (and recently in Argentina, where the ineffectiveness of the public sector was the reason of the crash of a whole national economy – and the lack of courage of the politicians to change things earlier).

So the state will have an unemployment problem to solve at least short term. On the other hand there will be an increase of tax revenues because the new private entrepreneurs will pay (more) tax. This will be at least an contribution to help solving or reducing the problem.

4 Specific Tigray Cases

4.1 Summary

The expectations of the Regional Government have been

· to make the administration leaner

· to strengthen the MSE sector (micro and small enterprises)

There is no doubt that this can achieved, if the right activities are outsourced in the proper way. But every case has to be checked individually on the impact on the public sector, the MSE sector, the population and the people/institutions involved.

As potential activities to be outsourced to the MSE sector were given

1. Garage of the Municipality

2. Slaughterhouse of the Municipality

3. School furniture factory

4. Bus Terminal

5. Kitchen of the Hospital

6. Garage of the Health Bureau

7. Laundry of the Hospital

There are two common characteristics of all seven cases

All operations are deficit producing

All operations have an potential to be run cost covering or profitable

Anyhow, the cases are different in a way, if and how the state has to continue being involved in representing the interests of the community and the population.

What the slaughterhouse case is concerned, the state authorities have the responsibility to guarantee public health – so the state has to control the operation but not to operate itself.

The same principle is seen for the kitchen and the laundry of the hospital (quality is directly related to the health care of the patients).

What the bus terminal is concerned, the state has a responsibility that the population get to and from their villages by public transport even if the route is not profitable for a private operator.

The state has an obligation towards the community.

Therefore: some cases require control by the state authorities - but no own operation

About the problems of creating private monopolies was talked already. The slaughterhouse is such a case. However, as slaughtering is a service for the butchers and the monopoly would affect the butchers and being the risk for them – let the butchers run the slaughterhouse by themselves (own private company owned by the butchers respectively by their association.

Private monopolies can be avoided by operation through the potentially affected group

In six of the seven cases there are not found any real valuable assets besides the plain ground.

Only the school furniture production has real assets to be considered.

Already mentioned as well is the high risk of corruption in the outsourcing procedures and the relation with private operators providing services and products for state bodies. The corruption can destroy the positive effects of outsourcing and has to be prevented as far as possible without introducing very bureaucratic procedures.

Not in all cases a big investment is needed – only slaughterhouse project

The most difficult case concerning investment is the slaughterhouse. If there will be excluded the option of an engagement of a private investor (monopoly), the state has to keep involved in form of a guarantor for a credit given in this case to the association of butchers.

The laundry needs an investment; the other cases do not need an urgent short term investment; there are some tools and small equipment to purchase and/or the one or the other simple building. But this can be done step by step by the private operator out of the cash flow.

Case 1: Garage of the Municipality

Garage of the municipality

4.1.1 Institution

Urban development department of the city administration

4.1.2 Meetings conducted

Mr. Negash Welde Hiwot, Head of department

Mr. Habtegiorgis Gebru, Manager of the garage

Mr. Ato Mengistu, Vice Mayor

4.1.3 Kind of activity

Maintenance of the vehicle fleet of the city

4.1.4 Output

There are about 7 trucks, 2 tractors, 2 service vehicles and construction vehicles (Bulldozers, etc.); in total 12 vehicles to be maintained.

There is one interesting fact: even now many vehicles are given to private (MSE) garages for maintenance; if it goes to a private one, every single case is tendered; if it goes to a government one, no tender is needed.

4.1.5 How many people involved

There is one person (Habtegiergis Gebru Melles), manager and mechanic; he is doing the job already for six years) and other 7 mechanics. (There are about 9 drivers).

4.1.6 Financial matters

The garage is a deficit operation; the salaries of the directly involved people is about 47.000 Birr/year; but there are additional manpower costs in the administration.

In total the municipality spent 367.000 Birr for the maintenance of its fleet of vehicles in 2001. This includes expenses for maintaining vehicles in private garages as well. This correspond more then 30.000 Birr/vehicle/year (€ 4.130), not considering the indirect costs of administration.

4.1.7 Assets

There is an area of about 800 m3, located in the city centre; some simple building and tools; the welding equipment is rather new.

4.1.8 Problems seen by the people

· Spare parts issue: If there is a spare part needed, the request goes into the city administration bureaucracy and it takes a long time until there is a decision made (or the money is approved?)

· Lack of skilled manpower

· No appropriate equipment and tools (some are broken and welded)

· Lack of appropriate infrastructure (buildings)

4.1.9 Parties involved and their interests

· City administration:


vehicles always ready to work; low costs for maintenance

· Manager of the garage:

conditions that he can work permanently; no breaks for waiting for spare parts

4.1.10 Problems seen / remarks by the consultant

The operation is completely inefficient. There is no reason to maintain a garage with 8 full time workers for 12 vehicles. The procedure for getting spare parts is too bureaucratic and time consuming.

4.1.11 Conclusions

Close down the operation; there is not one reason for the municipality to keep the garage.

4.1.12 Options

1. All maintenance done with MSE garages as done already partly and sell (or lease) out the garage to a MSE operator.

2. As 1. but let do the maintenance in the same garage, which is now run as a micro or small enterprise.

4.1.13 Recommendations

The recommendation is tending to the option one; this is the most market orientated solution; if the municipality is nor happy with one private garage – it can go to the other. There is already a competition and there will be even more.

It might be an advantage to try to use the experience gained with the specific kind of vehicles by the “preferred” garage.

The installations might offer an opportunity for the government to assist the professionals dismissed by Mesfin to set up their own business there – or tender it freely.

There might be some small investment needed (tools) – but the operation can start immediately.

4.1.14 Results

	
	Advantages
	Disadvantages

	Municipality
	Less costs and rent/lease income; state: tax revenue
	to dismiss some employees

	MSE operator (start up or existing)
	Chance to start or expand the business under fair conditions
	 - 

	For ex-Mesfin people
	A good chance to become active again
	


4.1.15 Next steps

Discussion within the government and municipality

Decision

Local tender or deal with ex-Mesfin people
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Case 2: Slaughterhouse of the Municipality


Slaughterhouse of the Municipality

4.1.16 Institution

Agricultural Department of the city administration

4.1.17 Meetings conducted

· Slaughterhouse

· City administration (vice mayor)

· City administration (agricultural department)

· Association of butchers

4.1.18 Kind of activity

Slaughtering cattle for the butchers in the city. There are slaughtered in the average 60 – 70 per day (remark of the consultant: maybe less). The operation starts at 5 p.m. every day except Tuesdays and Thursdays (until the job is done: about midnight). The animals are walking to the slaughterhouse, stay there for 24 hours for having a rest and being examined. After slaughtering the meat is transported at night to the butchers by an old banger (pulled by a horse).

The butchers pay a fee of 52 Birr/animal; another source is talking about 57 Birr (23 Birr for slaughtering, 34 Birr for taxes and other fees) plus 10-20 Birr for transport.

4.1.19 Output

As mentioned the output is about 60 – 70 cattle per day. There is a potential market of about 150 big animals per day plus sheep and others. But many people are slaughtering by themselves – there is seen a big potential if the operation would be improved.

4.1.20 How many people involved

There are two meat inspectors and 20 no skilled people.

Financial matters

Rough calculation

	Days per

month
	N°

animals
	Fee per

animal
	Revenue

Per month 
	costs
	margin

	21
	30
	52
	32.760
	15.000
	17.760

	21
	60
	52
	65.520
	15.000
	50.520

	21
	100
	52
	109.200
	15.000
	94.200


The business might be profitable and there seems to be space for investment.

4.1.21 Assets

Nothing which could be used for the future operation.

4.1.22 Problems seen by the people

1. No adequate installation / building too small and narrow

2. Lack of equipment, even no proper knifes.

3. No proper transport facilities for the transport of the meat

4. No skilled people

4.1.23 Problems seen / remarks by the consultant

· The hygienic situation is frightening for people and animals; the situation must be changed urgently.

· The people seem to be frustrated (no conditions and bad salary – bad prerequisite for doing a good job).

· To improve the situation a bigger investment has to be done.

· The butchers as clients are badly served

4.1.24 Options

The problems/the challenges of this case are twofold:

· The slaughterhouse in Mekkele is and will be a monopoly.

· There is a relatively big investment needed.

In theory there are 4 options:

4.1.24.1 Public slaughterhouse

The state is keeping the slaughterhouse and is doing the investment by itself.

Plus:

· public monopoly instead of a private one

· easy to control the hygienic standards and meat quality

Minus:

· no financial resources to do the investment

· minor efficiency and motivation

· ongoing struggle with the butchers about fees, by-products, transport

4.1.24.2 Private slaughterhouse

A private investor constructing and operating the slaughterhouse

Plus:

· investment might be possible

· efficient management

· no involvement of the state authorities (besides control of the hygienic standard and quality of meat

Minus:

· private monopoly

· butchers are completely depending of the private operators (permanent struggle)

4.1.24.3 Private slaughterhouse with public price control

A private investor operating the slaughterhouse and the state controlling the prices

Plus:

· Investment might be possible

· Efficient management

· Small risk of unfair conditions caused by a private monopoly


Minus:

· State is still highly involved in the slaughterhouse operation (no lean administration)

· No market economic structure but a planned economy instrument

· Permanent struggle among everybody involved about: what is the correct price

· Risk not to find any private investor under these conditions

4.1.24.4 Private slaughterhouse operated by the butchers association

The butchers association operating the slaughterhouse and doing the investment

Plus:

· It is the most logical option as the slaughterhouse is a service institution for the butchers

· Efficient management (own operating unit with a skilled manager)

· The public intervention is limited to control the hygienic standards

· No more struggle about prices, conditions, transport, by-products (this will happen internally among the butchers)

Minus:

· The butchers have no resources to do the investment and will not get the capital needed from a bank

Solution:

· The butchers association will borrow the money from the bank and the government will guarantee for the credit towards the bank. The risk for the government is not too high as the new slaughterhouse will serve as collateral security.

4.1.25 Recommendations

The option N° 4 should be the one to follow.

· It is the one that really reduces the involvement of the state authorities to the necessary control of the meat which has to remain as a public task.

· It is a market economic solution making sure that the operation will run efficiently

· The butchers association declared their strong interest

4.1.26 Next steps

The next step is to make a study including the following sections:

· Technical study

What kind of investment is necessary for a modern slaughterhouse with a daily capacity of 100 (up to 200) cattle (there are for sure studies done already or in Ethiopia or in other similar countries even by international specialists)

· Investment project

· Business Plan for the operating company

Questions to answer:

· Who is doing the study

· Who is paying for the study

There might be the chance to get this kind of study (partly) sponsored by an international donor. Then the study could be implemented by an international and an Ethiopian expert (which would be the best solution).
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Case 3: School Furniture Factory


School furniture factory

4.1.27 Institution

Tigray Region Education Bureau

4.1.28 Meetings conducted

Regional Education Bureau:
Mr. Zenawi





Mr. Mulugeta Embaye

Factory:




4.1.29 Kind of activity

Production of school furniture like chairs, tables, blackboards, shelves, file cabinets, etc.

The raw material is purchased on the national and international markets (timber, iron, etc.)

The equipment and the workshops seems up to date.

4.1.30 Output

The volume of production is very unstable as it is depending of political and economical decisions by the government and not related to the market The turnover in the nineties varied from 270.000 Birr up to 3 million; the capacity is about 10-12 million Birr per year (information from the Education Bureau – not checked).

The quality seems reasonable but not good. There is better furniture on the market.

4.1.31 How many people involved

Actually there are 36 workers in the factory (in former times more than 100; that means the capacity actually used is about one third). Additionally there is people in the Education Bureau busy with the administration of the operation.

4.1.32 Financial matters

See above (4.)

4.1.33 Assets

There are real assets to consider. The number given was about 7 million Birr (which seems high and might include the stocks). But there is modern equipment and reasonable installation plus a big area of ground.

4.1.34 Problems seen by the people

The biggest problem is the production under capacity – and very below. As this is clear to everybody the decision about outsourcing was already taken in principle. But for detailed information a study is being done right now.

In the Education Bureau there is a worry about how the situation can be managed (in case of outsourcing/privatisation).

4.1.35 Parties involved and their interests

The education bureau has to be well served (quality, price, delivery period, service, transport) when school furniture is needed..

4.1.36 Problems seen / remarks by the consultant

The conditions for production are good.

The stocks of raw material are full (“dead” capital);

The factory is producing for stock now.

The demand is not market based but based on political decisions – as such the volume of production is very unsteady: (short) periods of full use of capacity and (long) periods of idle. The alternative, which is used now is to produce for stock which is also not a market oriented solution.

General question: Why the state bodies are running a furniture factory. This might have been necessary, when there was no other production capacity in the region. But it is obvious, that there is a production capacity and competition in the city, the region and the country.

4.1.37 Conclusions

This case is considered as a typical case for “privatisation”. Established in times when there was still not enough capacity in the private sector the state had to set up the production line to guarantee the equipment of schools with furniture. Now things changed and there is no reason to keep it in the hand of the state even as a deficit generating activity.

4.1.38 Options

There is only one considering the pure economic effects: to sell it to a private entrepreneur.

Politically there might be another option to be considered: within the framework of other programmes of the government and stimulating the MSE sector there is an opportunity to “give” the operation to technically skilled young professionals, who start up their own business (as a company, association, co-operative). It could be done on a rental base with an purchase option. But tat there has to be made sure, the new owners/operators are trained also in entrepreneurial skills.

4.1.39 Recommendations

Outsourcing (“privatisation”) by auctioning the factory; the case should be announced nation-wide and the capacity of the EPA (Ethiopian Privatisation Agency) should be used.

4.1.40 Results

	
	Advantages
	Disadvantages

	State
	One time income by the sale of the operation

Long term income by tax revenues

Better quality and/or less costs for school furniture
	 - 

	Education Bureau
	Administration simpler and less costs
	to dismiss some employees


4.1.41 Next steps

Contact and get assistance of the EPA

Final political decision

Start the outsourcing procedure
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Case 4: Bus Terminal


Bus terminal

4.1.42 Institution

Transport Office / Regional State Administration

4.1.43 Meetings conducted

Head of transport office Mr. Gebre Walid Berke;

Head of section vehicle, license, control; issue: bus terminal, Mr. Temesgen Nega

Bus operators associations: Mr. Tsegabrihan Abreha, Mr. Abreha Gebru

4.1.44 Kind of activity

Providing space for buses to park and letting get in and off passengers.

Provide infrastructure for passengers and secure parking

Control that all routes are served and guarantee a civilised procedure

Control the tariffs for luggage (for passengers tariffs there is a free market)

Control of technical condition of the buses

4.1.45 Output

There are about 1.800 passengers per day using the terminal.

What the number of buses is concerned the information received ranges from 80 (associations) up to 100-150 (transport office) per night.

4.1.46 How many people involved

Directly employed: 6 guards and cleaners

Indirectly: a section of the transport office

Indirectly affected: bus operators and passengers

4.1.47 Financial matters

Income:

the big buses pay 10 Birr/night, the medium and small ones 7

Considering 80 Buses – this bring an income of about 640 Birr/day – 19.200/month – 230.000 Birr/year

Considering 120 Buses – 960/day – 28.800/month – 345.000 Birr/year

The costs were not able to figure out. It is assumed that by far the biggest part of the costs are indirect costs of the administration within the transport office.

4.1.48 Assets

There is an area (plain, dusty ground) with weak installation. The cafe is already subcontracted to a MSE operator. The toilets are out of order, the fence not appropriate. And there is lacking a waiting area for the passengers.

4.1.49 Problems seen by the people

· the income does not correspond with the amount that should be!!

· Not enough space

· Security at night

· Trouble with associations (serving bad routes)

· No money to invest (bigger, asphalt, more beautiful)

· The authorities do not serve the associations (bus operators) according to the agreed monthly schedule.

· The passengers have no proper conditions (toilets, waiting area, etc.)

4.1.50 Parties involved and their interests

· Transport office:

reduction of workload (costs!) in administrating the bus terminal

Increase the income (they believe not being able to collect all fees from all buses

The bus terminal more secure, better and more beautiful (asphalt, fencing)

· Association and bus operators:
better infrastructure (fencing, facilities for passengers)

· Passengers:

better infrastructure, time schedule, all routes well served

4.1.51 Problems seen / remarks by the consultant

In principle, the bus terminal operation needs some involvement by state authorities (representing the interests of the passengers. These are, to make sure, that all routes/locations are served by public transport and affordable prices. The second is to guarantee a civilised situation at the terminal (equal treatment of passengers).

The situation at the terminal has to improve for the passengers (toilets, waiting area, etc.). To get the area asphalted is desirable and should be achieved in medium term.

The operation of the bus terminal as it is done now is definitely overloaded by the bureaucracy. The terminal is one of many businesses of the transport office. So it is assumed that the administration costs are by far much higher that they have to be.

A rough calculation based on given figures and estimations done by the consultant makes clear that the operation could be run cost-covering (running costs):

Income:
250.000 Birr

Costs:

salaries cleaners, guards:
10 people – 36.000 Birr



Managers:


4 people – 24.000 Birr  =  60.000 Birr/year

There is still an amount of nearly 200.000 Birr (€ 27.000) for other things (rent, some small investments, etc.).

4.1.52 Conclusions

Outsourcing the bus terminal as such will have problems as the state authorities cannot withdraw themselves completely. They still have to control some aspects of the public transport.

The bus terminal operation itself could be run cost covering.

4.1.53 Options

There are seen three options:

1. An operation of the bus terminal by a micro/small entrepreneur – controlled by the transport office.

2. The associations of the bus operators set up an own unit (company) running the terminal. Under certain conditions they are interested to do it.

3. Only subcontracting small scale activities as collecting the money or cleaning, etc.

4. The activity will be outsourced of the transport office and there will be set up a “public company”. This company operates as a private one (cost/profit-centre) and is owned by the government.

	
	Advantages
	Disadvantages

	1. private operation
	State got rid of the trouble

No costs

Tax and rent revenue
	Potential conflicts between operators and entrepreneur

No investment will be done

	2. associations
	State got rid of trouble

The most affected party (with the passengers is involved

Discussions about fees, etc. is then an internal issue

Tax and rent revenue
	The associations have some doubts to discipline their own members

	3. public enterprise
	State got rid of the trouble

No costs

State control easier

Rent revenue
	 - 


4.1.54 Recommendations

The recommendation is twofold – or option 2 or option 3.

First the issue should be discussed with the associations. This option puts them in the responsibility not to rely and to blame the state authorities. But it has to make sure that there will be a well managed unit.

If this option will fail, there should be gone the way “public enterprise”. This means really “enterprise” and not “administration”. The manager should be well paid (maybe with an partial bonus payment).

4.1.55 Next steps

Discussion with the associations

Elaboration of a business plan

Decision
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Case 5: Kitchen of the Hospital


Kitchen of the hospital

4.1.56 Institution

Tigray Region Health Bureau

4.1.57 Meetings conducted

Regional Health Bureau:
Mr. Araya (pharmaceutical and medical equipment, supply department)





Dr. Aragawi (health service and research department)

Hospital:


Dr. Kidane (MD of the hospital)

4.1.58 Kind of activity

The activity is only cooking three meals a day for the patients and some staff of the hospital.

The raw material is delivered by external suppliers.

The way of cooking is simple; an old wood burning stove, some tools and pots are the equipment. The dishes are simple as well and traditional.

The distribution is done by distributors in bigger things and then distributed in dishes for the patients.

4.1.59 Output

There are 180 – 220 patients; some patients get their meals from outside the hospital (relatives); on the other hand there is some staff having the meals from that kitchen.

The daily output of the kitchen is

Breakfast
200 – 260

Lunch

200 – 240

Dinner

200 – 240

This means about 600 – 740 meals per day

4.1.60 How many people involved

There is 12 people working in the kitchen; additional manpower is busy with the administration of the kitchen.

4.1.61 Financial matters

The output per year is about 241.000 meals

The budget for material/year is 276.000 per year; which means 1,1 Birr/meal (= DM 0,30)

For water, power, firewood is calculated about 24.500 Birr per year

Salaries: 12 x 197 per month each = 28.400/year

The whole budget as such is about 329.000 Birr (= DM 88.800).

4.1.62 Assets

There are no real assets to consider.

4.1.63 Problems seen by the people

Budget constraints

4.1.64 Parties involved and their interests

· Health bureau:
to get rid of all activities, which are nor core activities, which are providing health services to the population; less administrative costs and efforts – in favour of outsourcing

· Management of the hospital:
the same as health bureau; They want a better quality – definitely no higher costs

· Women working in the kitchen:
not talked to, but they must be afraid to loose their job

· Patients/clients:


not talked to, but they want a better quality and/or less costs

4.1.65 Problems seen / remarks by the consultant

Poor conditions; there were not seen 12 people; it is relatively clean; they seem to do their very best – but there might be a chance to do it better for the same budget.

4.1.66 Conclusions

It is a case to be considered seriously to be outsourced. It seems to be possible to be run more efficient if it is a micro business (better prices for raw material and as such some space for improving the quality). It is really no reason to be run by the hospital.

4.1.67 Options

There is seen actually only one reasonable option:

Outsourcing to a  operator; this might be an existing restaurant to take this activity as an additional area of activity – or – a business start up by a person (woman), able as well as good cooking as also having entrepreneurial spirit which could be topped up by a short training course in management skills.

The new MSE operator will for sure – without forcing him (her) invest at least medium term in new equipment to make the operation easier and more productive.

4.1.68 Recommendations

Tender in the following way:

The kitchen is to be outsourced.

Task/output:

Meals for the patients and staff in the hospital (3 meals/day; about 200 – 260 people)

This includes a weekly meals plan to be agreed with the hospitals management, purchase of the raw material, preparation.

Conditions: the meals have to correspond to the national and international nutrition norms (daily needs of carbohydrate, protein, vitamins, minerals, etc., being tasty and offering a variety.

A kitchen will be available (traditionally equipped)

The maximum yearly budget is maximum: 310.000 Birr.

Power and water consume will be charged extra.

4.1.69 Results

	
	Advantages
	Disadvantages

	State
	Less costs and tax revenue by the MSE operator
	 - 

	Hospital
	Administration simpler
	to dismiss some employees

	Patients/staff
	Better quality and/or lower prices
	 - 


4.1.70 Next steps

Discussion within the government and with the hospital

Decision

Local tender
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Case 6: Garage of the Health Bureau


Garage Health Bureau

4.1.71 Institution

Tigray Region Health Bureau

4.1.72 Meetings conducted

Regional Health Bureau:
Mr. Araya (pharmaceutical and medical equipment, supply department)





Dr. Aragawi (health service and research department)

Garage:


Mr. Kiros, Manager





Mr. Luel, Inspector

4.1.73 Kind of activity

The garage repairs and provides maintenance (periodical) service for about 150 cars owned by the health bureau in the region.

If the purchase of spare parts is necessary it takes up to three weeks to get them – due to bureaucratic procedure.

That means:

Many vehicles are standing still and cannot move and “do their jobs” due to bureaucratic procedures. The spare parts could be purchased in Mekelle usually within half an hour!

So this is economically a big waste of resources.

The garage is not doing any welding and body repair as there is no equipment – these jobs are given to private garages.

4.1.74 How many people involved

There are 7 employees: 1 manager (mechanic), 1 inspector (mechanic), 2 mechanics, 2 guards, 1 storekeeper. 

4.1.75 Financial matters

No figures available so far.

4.1.76 Assets

There is a quite big area with relatively small buildings and installation; there is some equipment but not everything needed (e.g. no welding equipment).

So, besides the ground there are no real assets to consider.

4.1.77 Problems seen by the people

· Lack of equipment

· No proper installation, too small

· Lack of skilled manpower

· Bureaucratic procedure for getting spare parts

· There is a concern that the quality might decrease if the vehicles are maintained in a private garage because the private entrepreneur is looking only for profit and not for quality. (Remark of the consultant: because of the already existing competition this problem will not coming up, if the Health Bureau is doing its job properly and no corruption will come up.)

4.1.78 Parties involved and their interests

The Health Bureau wants their vehicles always ready to work; low costs for maintenance

People of the garage would like to run the garage as a MSE business without bureaucratic chains

4.1.79 Problems seen / remarks by the consultant

The organisation of the process is bad. Many times many people is just sitting around and doing nothing – just waiting for spare parts and cars being serviced in other garages.

The vehicles are many more days out of order than it must be

There is a big reserve in improving the productivity.

By the way – the municipal garage has a new welding machine which is not used to capacity.

4.1.80 Conclusions

A good case for outsourcing (closing down the operation); there is capacity and competition in the MSE sector; the operation can be profitable without bureaucratic procedures and more efforts by the operators.

There is seen not any real negative impact.

4.1.81 Options

Give the garage to a micro/small entrepreneur; this could be a business start up or taken over by an existing garage, which in many cases are working under extremely cramping conditions.

The second question is if there should be done a subcontract between the Health Bureau and the garage. The advantage of such an agreement is a “leaner procedure”; the disadvantage might be a not complete competition; this issue should be studied more in depth.

4.1.82 Recommendations

outsourcing of the operation

4.1.83 Results

	
	Advantages
	Disadvantages

	State
	Tax revenues by the private entrepreneur running the garage
	 - 

	Health Bureau
	Less costs (no more administration of the garage)
	If subcontracting none, if free market solution – more efforts and costs (tendering)

	MSE sector
	Higher volume of business in the MSE sector
	


4.1.84 Next steps

Decision

Tender
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Case 7: Laundry of the Hospital

Laundry of the hospital

4.1.85 Institution

Tigray Region Health Bureau

4.1.86 Meetings conducted

Regional Health Bureau:
Mr. Araya (pharmaceutical and medical equipment, supply department)





Dr. Aragawi (health service and research department)

Hospital:


Dr. Kidane (MD of the hospital)

4.1.87 Kind of activity

Washing and drying of the hospital bed sheets and blankets (towels).

There is done no ironing.

4.1.88 Output

There are 180 – 220 patients

The quantity of daily/weekly/monthly laundry could not yet been identified.

4.1.89 How many people involved

There are 8 women working in the laundry.

4.1.90 Financial matters

The salaries of the workers are about 200 Birr/month (19.200 Birr/year).

As there are used daily 10 (small) packages of washing powder and one piece of soap the amount per year is about 11.500 Birr.

For water, power, firewood there is one total expense of the hospital of 73.500 Birr per year. It is considered, that about one third is spent for the laundry, which is 24.500/year.

The costs of the laundry operation of the hospital are about 36.000 Birr (€ 4.900).

4.1.91 Assets

There are no assets to consider; the equipment is in extremely bad condition.

4.1.92 Problems seen by the people

· Low budget

· No proper equipment

· Poor conditions

4.1.93 Parties involved and their interests

· Health bureau:
to get rid of all activities, which are nor core activities, which are providing health services to the population; less administrative costs and efforts – in favour of outsourcing

· Management of the hospital:
the same as health bureau; They have to be interested in a better laundry quality – with no higher costs

· Patients/clients:


they need better quality

4.1.94 Problems seen / remarks by the consultant

The main and biggest concern is the lack of hygienic standard for a hospital. Due to the very bad equipment (washing machine) and no ironing there is no sufficient disinfection of the laundry possible – the most important task for a hospital laundry.

A problem is the low budget and the investment which is needed for improving the quality. This investment will have an return in form of better quality and disinfection – but also in less costs for electric power as the new washing machines are consuming by far less energy.

There is seen a chance to do it with less people and savings might be possible in the purchase of washing powder (big quantities, maybe bigger packages).

4.1.95 Conclusions

The challenge in this case is to get a better quality without increasing the costs.

It should be checked if a MSE operator will be able and ready to provide this better quality for the (low) budget.

If yes – let do it private.

If not, the state authorities have the obligation to provide the patients with clean and disinfected laundry; so or the state has to invest or to increase the budget to an amount where a MSE operator is able and ready to provide the hospital with clean, disinfected and ironed laundry.

4.1.96 Options

1. outsourcing to a MSE operator to be done or within the hospital or outside; the operator can be a new business start up (investment needed) or an existing laundry enterprise. It might be necessary that the budget has to be increased.

2. The hospital continue running it by itself (investment needed).

4.1.97 Recommendations

Outsourcing by tendering the operation; quantity and kind of laundry, the standard (washed with 100° or 60°, ironed, etc.) with the existing budget.

If under these conditions no private operator can be found, tender it with open budget and select the cheapest (and best).

4.1.98 Results

	
	Advantages
	Disadvantages

	State/hospital
	Higher health care standard in the hospital; lower infection risks

Tax revenue by the private operator
	Maybe more expensive

	MSE sector
	Higher volume of business in the MSE sector
	


4.1.99 Next steps

Discussion within the government and with the hospital

Decision

Local tender
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5 Procedure – Results - Impact

In this study there are considered seven kind of operations. This is actually only a small sample of opportunities that can be successfully outsourced to the MSE sector taking into account the wide range of activities run by the public sector in the State of Tigray.

The studied cased – as mentioned – should and can serve as examples and raw models for further cases.

5.1 Enterprise level

There will be two kinds of impact.

First the volume of economic activity will increase in the MSE sector.

More economic activity in the micro and small enterprise sector – about 4 – 6 million Birr/year

The second is psychologically. These measures by the government is giving an important sign to the MSE sector: “we trust in private entrepreneurship”. This might encourage the one or the other private entrepreneur to invest and being more optimistic for the future – “That’s half the battle” – as economists are using to say.

5.2 State administration level

There is an economic impact. The state bodies involved will get rid of deficit generating activity and will have more funds for real public tasks.

The other impact is the opportunity to make state bodies smaller and easier to manage (“lean”); the international experience, however, let us not to be too optimistic!

The negative impact is that many public servants will loose their jobs. Only the best ones will have the chance to get a job in the private run operations.

5.3 Political level

Despite the political difficulties the political impact will be positive, if the idea is well “marketed”. The way to go should be to outsource some operations successfully and show these cases as success stories.

The MSE sector will recognise that the government takes care of the private sector and is really ready to make important steps. As mentioned before – the psychological effects will be higher than the economical impact of outsourcing some cases to the private sector.

5.4 Tigray ReMSEDA – Promoter of Public Private Partnership

The Tigray ReMSEDA has got many tasks to do as an intermediary between the government and the MSE sector.

The management of the outsourcing of public activities to the MSE sector really is a “classical” one within this framework.

The procedure could follow the steps:

	1. identification of potential cases
	ReMSEDA

	2. pre-assessment of the cases (options, recommendations)
	ReMSEDA

	3. briefing the government about the cases
	ReMSEDA

	4. pre-decision
	Government

	5. final study (including in depth financial part)
	ReMSEDA

	6. final decision
	Government

	7. implementation
	ReMSEDA


There is already know how in the agency gained by training on the job together with the international expert.

As this outsourcing activity will be an ongoing one with high regional impact, it is strongly recommended to increase the capacity of the Agency by training and shared experience by other institutions with proven success in the implementation of “small scale outsourcing” that there should be established contacts with institutions having gained already experience in “small scale outsourcing” of public services.

The consultant will provide the Agency with such institutions in May 2002.

For doing the job properly should be considered two measures:

1. Two week training/apprenticeship of the ReMSEDA outsourcing specialist in an institution with proven experience in this matter (to be identified)

2. One PC, as the agency has only one which is logically busy regarding all the other tasks of the agency – another problem of the agency, which involves the outsourcing task as well is the lack of appropriate transport facilities of the agency

One contact point for expertise and advice in special issues during the implementation phase could be the GTZ / GFA project in Addis Ababa (Mr. Stefan Kauder; Kauder.EPA@telecom.net.et ).
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