Navigation to the Market

Regulation and Competition
in Local Utilities
in Central and Eastern Europe

Edited by

Tamas M. HORVATH—GABOR PETERI

.) Local Government
6 and Public Service

Reform Initiative



LocaL GOVERNMENT AND PUBLIC SERVICE REFORM INITIATIVE
OPEN SOCIETY INSTITUTE

Address
Nédor utca 11.
H-1051 Budapest, Hungary

Mailing address
P.O. Box 519
H-1357 Budapest, Hungary

Telephone
(36-1) 327-3104

Fax
(36-1) 327-3105
E-mail
lgprog@osi.hu

Web Site
heep://lgi.osi.hu/

First published in 2001
by Local Government and Public Service Reform Initiative, Open Society Institute Budapest

© OSI/LGI, 2001

ISBN: 963 7316 98 1 O

© M

The publication of these country reports has been funded by the British Department for International
Development and the Local Government and Public Service Reform Initiative of the Open Society Institute
in Budapest within the framework of the Local Government Policy Partnership Programme. The judgements
expressed herein do not necessarily reflect the views of the above two sponsors.

All rights reserved. No part of this book may be reprinted or reproduced or utilized in any form or by
any electronic, mechanical or other means, now known or hereafter invented, including photocopying and

recording, or in any information storage or retrieval system, without permission in writing from the publishers.

Copies of the book can be ordered by e-mail or post from LGI.
Printed in Budapest, Hungary, November 2001.
Design & Layout by Createch Ltd.



CONTENTS

Contents

List of Tables and Figures ..........ccccocoiviiiiiiniiiiiiiiiinns 5
FOIeWOord ..oooveiiieiii ettt 11

Regulation and Competition in Local Utilities
Sector in Central and Eastern Europe ......ccoccceeinnccinns 13
Tamds M. Horvith-Gdbor Péteri

Open Competition, Transparency, and Impartiality in
Local Government Contracting Out of Public Services ...... 99
Kenneth K. Baar

Country Reports

Czech Republic weeveiiieniiiiiiiiiiciccccce 141
Viadimir Jezek—Karl Loucky—Petr Susicky

Andrejs Balcuns, Mudite Priede,
Maris Pukis, Agita Strazda

Poland .....oooueiiiiiee e 305
Tomasz Potkariski, Grzegorz Dziarski,
Krzysztof Choromariski, Jézef Pawelec

Afrodita Popa, Gabriela Matei, Visile Ciomos,
Aureliu Dumitrescu, Victor Giosan, Karla Mendes

SLovakia ...c.covveeveeininiiieiiiinccccceee s 439
Sona Capkovd, Jaroslav Néma, Pavol Ifcic

List of ContribUutors ......c.covvvieeviiiieiiiceie e 22?



NAVIGATION TO THE MARKET

4 DFID-LGI LOCAL GOVERNMENT POLICY PARTNERSHIP PROGRAM



LIST OF TABLES AND FIGURES

List of Tables and Figures

TABLES

CHAPTER 1
Table 1.1:  Selected Social Indicators, 1999 and 1990-1999.........ccccoevvucueeene 28
Table 1.2:  Selected Economic Indicators, 1999 ......ccevieieiiirineneneneniene 28
Table 1.3:  Selected Infrastructure Indicators, 1999 and 1990-1999 ............. 29
Table 1.4:  Public Utility Expenditures in Local bBudgets...........ccccocovnneine 30
Table 1.5:  Stages of Transformation in Public Utility

and Communal SErvices .....c.couvvueveirniereinnereiineecereneneeennes 34

Table 1.6:  Transformation of Service Organizations ..........cccceeevrerueuercrennnnes 36
Table 1.7:  Legal Forms of Service Organizations ............ccccccoveivirucucinininncnae. 53
Table 1.8:  Costs of EU ACCESSION w..veveviniverciieiniieieiirinieieieeneereieeeseseeeeenenen 69
Table 1.9:  Basic Failures of Transformation Process .......c.cooeveeerirennenenennn 74

CHAPTER 4
Table 4.1:  Indicators on Public UtlHES .....coveveveiririereeiiririeecneneieeeeies 189
Table 4.2:  Number of Local Providers........cocoeveerinnieecinnercirnneecnnenes 190

Table 4.3:  Ownership Structure Distribution
of Water and Sewage Service Providers ........cccceeeevrercceinnnennee. 193

Table 4.4:  Ownership Structure Distribution

of Solid Waste Service Providers .......ccccceevveeeevueeieceeeesieeeeeeeeene 194
Table 4.5:  Distribution of Organizations

Operating as Local Public Utilities .........ccccoviiiiiniiiinnnnnne. 198
Table 4.6:  Addressed and Targeted Subsidies

of Local Governments in the Period 1991 to 1998 ......ccoeeuvene... 201
Table 4.7:  Subsidies on Landfills from CEF ......cc.ccooviiiiviiiiiiieeieeeeeeeeee 202



NAVIGATION TO THE MARKET

Table 4.8:
Table 4.9:

CHAPTER 5

Table 5.1:
Table 5.2:

Table 5.3:

Table 5.4:

Table 5.5:
Table 5.6:

CHAPTER 6

Table 6.1:

CHAPTER 7

Table 7.1:
Table 7.2:
Table 7.3:

CHAPTER 8

Table 8.1:
Table 8.2:
Table 8.3:
Table 8.4:

Households in Arrears, 1998 ........cccocvviiiiiiiiiiiiiiice, 211
Data on Provision of Particular Public Utility Services

by Regions in Hungary, 1998 .......cccccouveiinnniecinneccennee 212
Organizational Forms of Local Utility Services ........cccceerervenenee 241

The History of the Transformation of the Enterprise
the ‘Riga Heating Company’ .........c.ccovueueininnecinncciinnne, 243

Self-government Loans and Self-government Requests
for Loans and Guarantees Accepted by the Council

of Control and Supervision of Guarantees for 1999 ................... 272
Heting TR .vvvveeeeeeeeeeeeesseeeesesesesseeeseesessseessssesssseeeseessee 277
User Charges in the Water Sector ........cccoovvvniiiiinninininiicnan. 278
Sewage Tariffs ......coooiiiiiiiiiii 279

Forms of Incorporation at Local Governments (1993-1995) ..... 313

Main Public Service Types and Allocation of Responsibilities ..... 394

Social Assistance by Level of Income .......ccoveereinecinenincnncnns 418
The Most Costly Directives

(in Respect of their Implementation) .......cccoeveeerernverecnnierccnenns 430
Breakdown of Municipalities by Size ......cccocoveveionniecinninnnee 443
Municipalities Contracting Out Service Delivery.........cccocuee..e. 451
Structure of Local Government Revenue .........cccccceceeirinienennene. 455
Basic Structure of Local Government Expenditure ..................... 456

6 DFID-LGI LOCAL GOVERNMENT POLICY PARTNERSHIP PROGRAM



LIST OF TABLES AND FIGURES

Table 8.5:  Local government Revenue and Expenditure

for Local Economy Services ......ccoeereereinieiniecinecincincnenennns 457
Table 8.6:  Local Expenditures by Communal Service Areas ........coeveueennnns 457
Table 8.7:  Local Government Revenue and Expenditure

for Environmental Services .........ccovrirurueueininieiereniniseieeeesenenen. 458
Table 8.8:  Local Expenditures by Environmental Service Areas ................... 459
Table 8.9:  Local Government Revenue and Expenditure

for Water Supply and Sewage Systems ......c.cccoeveueeirvrecinnienenne. 460
Table 8.10: Total Electricity Consumption and Electricity Costs

for the Public Lighting in Slovakia, in 1999 ......cccovvvvnninenenee. 463
Table 8.11: Local Communications (LC), Level Crossings,

Crossroads with Traffic Lights and Bridges .........cccccociinnnnne. 463
Table 8.12: Municipal Revenue from the Shared Road Tax .....cccccovvveuecnnnnnes 467
Table 8.13: Heat Supply from Centralized Heat Systems ........c.cccoeceininnnes 474
Table 8.14: Heating Price Subsidies .........ccccoiiiiiiiniiiiiiiiiiiicicie, 477
Table 8.15: Heating Price Development ........cocceeiveieicinnieecneninreecnenenes 477
Table 8.16: Share of Inhabitants Supplied from Public Water Systems .......... 482
Table 8.17: Household Water Consumption .......c.cccovveveeereniererecrrnnenerenenennen 483
Table 8.18: Length of Water Supply Networks .........cccocovviiiiinnniinnnn. 483
Table 8.19: A Decline in the Share of Inhabitants

Supplied by the State Companies ..........ccccoeeirriiiiiniccinininnn. 486
Table 8.20: Trends of Drinking Water Prices.......c.cccovvveveernnrereririnerereenens 489
Table 8.21: Trends of Sewage Water Prices ........ccceeivrueueirnieeininieicccnnenes 489



NAVIGATION TO THE MARKET

FIGURES

CHAPTER 1

Figure 1.1:

Figure 1.2:
Figure 1.3:
Figure 1.4:

CHAPTER 5
Figure 5.1:
Figure 5.2:
Figure 5.3:
Figure 5.4:
Figure 5.5:
Figure 5.6:
Figure 5.7:
Figure 5.8:
Figure 5.9:
Figure 5.10:

Figure 5.11:

Figure 5.12:

CHAPTER 6

Figure 6.1:

Figure 6.2:

Direction of the Change of Services Provided

by Natural Monopolies in Transitive Economies ........c.oceceeuennnnns 23
The Nature of Communal Goods and Service ........cccceevrerinuennne 24
Change of Communal Goods ... 26
Public Service Management Relationship ......c.ccccoeueiinnccinnns 86
Public Administration Scheme .........cccoooivereieneeieeee 238
Public Services in Rural Municipalities in 2000.........cccoeveruenenns 240
Public Services in Cities and TOWRS ....c.covevrieirieirienireirieinienns 240
Local Co-operation, Local Service Delivery .....c.cccccuveincincnnee 249
The position of Public Utilities Regulator.........cccccovveveirnnnence. 251
Self-government Expenditures 1997-—1999 ......cccoeveicinniennee. 257
Self-government Expenditures in Economic Sector in 1999 ....... 259
Local Government Revenues, 1999 .......ccccveireniniennenieenieens 260
Local Non-tax Revenues, 1999 .......cooiviviiiiiciiiiieieeeeee e 261
Financing of Self-government Projects in PIP, in 2000 .............. 268

Financing of Self-government Projects in PIP
from All Financial Sources in 2000 ........c.ccccvevveeveeecieiieeereeennenn 269

Financing of Self-governmentProjects in PIP
from State Earmarked Grants .........ococeeeveveieveiieiiiieeieee e 270

Sectors by Complexity of Existing Regulations
and Natural/Capital Investment Barrier to New Entrants........... 316

The Degree of Cost Coverage by Fees and Charges
Depending on Utility Organization Model Adopted
by Local AUthority ..c.coveveuenieienieinicincincencrcrceeceeeeeieees 319

8 DFID-LGI LOCAL GOVERNMENT POLICY PARTNERSHIP PROGRAM



LIST OF TABLES AND FIGURES

CHAPTER 7
Figure 7.1:  Population with Access to Public Drinking Water Network........ 399

Figure 7.2:  Percentage of Population with Access to a Sewerage Network..... 400

Figure 7.3: Population Use of Different Types of Heating 2000 ................... 401
Figure 7.4: Population with Access to Power Networks 1976/2000.............. 402
Figure 7.5:  Population Access to Main Services ..........cccoeeuiviviriciiiiiniccnnns 403
CHAPTER 8
Figure 8.1:  Enterprises in 100% Municipal Ownership .......cccccovveicinnennne. 454
Figure 8.2: Enterprises in Less than 100% Municipal Ownership ................ 450
Figure 8.3:  Public Lighting Lamp Structure in Slovakia in 1999 .................. 463
Figure 8.4: Heat Market Sscheme ........ccccoviieiiinnicinniicce, 474



NAVIGATION TO THE MARKET

10 ‘DFID*LGI LOCAL GOVERNMENT POLICY PARTNERSHIP PROGRAM



FOREWORD

Foreword

The chapters in this book were prepared under the “Local Government Policy Partnership”
Program. This is a joint project of two donor organizations: the British Government’s Department
for International Development (DFID), and the Local Government and Public Service Initiative
(LGI) of the Open Society Institute, Budapest, which launched this regional program. The
“Local Government Policy Partnership” (LGPP) projects intend to contribute to policy develop-
ment and innovations in Central and Eastern European countries.

LGPP hopes to develop expertise and to support professional cooperation among local government
specialists throughout Central and Eastern Europe. Parallel to this, experiences from this region
should be made available in Central and Eastern Europe, and in Central Asia. The core partner
countries are the Czech Republic, Hungary, Poland and Slovakia. However, other countries
have been invited to participate in these regional projects, which would help direct information
exchange and comparison of policy efforts. Planned LGPP publications include policy studies
and proposals discussed with government officials and experts in the countries involved.

Targeted beneficiaries of LGPP projects are national government ministries, local government
associations, research and training institutions, and individual local authorities throughout the
CEE region. LGI intends to publish three studies each year. In 2001-2002, (the first year of
LGPP operations), the following policy areas were selected:

a)  Education financing and management;
b)  Regulation and competition of local utility services, and

c)  Public perception of local governments.

This book, however, should not be seen as a typical product of the LGPP program. This work
offers no specific policy recommendations. Instead, it concentrates on changes in public attitudes
towards local governments, and on differences in approaches towards various components of
the respective municipal systems. As local governments become increasingly important in citizens’
everyday lives, political institutions and public actors who can demonstrate greater sensitivity
towards public opinion are vital for the success of future reforms. The hidden message of this
work is that without regular and systematic analysis of public opinion, viable local government
policies will become even more difficult to design and implement in the future.

Ken Davey & Gdbor Péteri

August, 2001
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