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The last decade has seen a worldwide shift towards greater private 
participation in the infrastructure industries.  Some governments are 
reducing their roles as owners and operators of facilities, causing new 
emphasis to be placed on their ability to establish sustainable regulatory 
arrangements. Successful agencies promote credibility with investors, 
are perceived as legitimate and fair in the eyes of the public, and 
deliver greater efficiency for the economy as a whole. Newly appointed 
regulators play a critical role in this environment, as they facilitate 
dispute resolution and prioritize performance objectives. A key factor 
influencing the implementation of reforms is the ability of institutions 
to effectively perform regulatory functions in the presence of pressures 
from government ministries, the private sector, the consumers, and 
other interest groups.  At the same time, the introduction of new 
functions has increased the demand for professional training for utility 
regulators. 
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The World Bank’s report on Infrastructure Development in East Asia and Pacific (1995) identified seven critical 
constraints limiting private participation in the capital-intensive infrastructure sectors.  First, the study noted that (1) 
host countries had very different perceptions regarding risks than sponsors and lenders.  Differential expectations 
resulted in excessive delays associated with negotiations.  A second problem was (2) the lack of clarity about the 
government’s objectives and commitment, again complicating the decision-making process.  Prioritizing public 
policy objectives is seldom done in public because it requires that weights be given to potential outcomes, so all the 
stakeholders are aware of valuations given their concerns.   The next barrier to attracting-and sustaining substantial 
private investment is  (3) the lack of appropriate sector policies and a transparent, stable and credible legal and 
regulatory framework.  In addition, the study identified (4) unbundling, mitigation and management of risks as a 
fundamental problem in most countries and projects.  When nations assume contingent liabilities that cannot be 
sustained, the system becomes dysfunctional.  Furthermore, (5) domestic capital markets must become more 
significant sources of financing for infrastructure projects—both to enhance the credibility of policy commitments 
and to broaden the source of funds. The study suggested that (6) mechanisms for the provision of long-term debt 
would be essential in the years ahead.  Related to this point was the last issue identified in the World Bank 
investigation, (7) transaction costs can be cut, particularly through open competition.  Bilateral transactions 
between the government and project developers lack transparency—standard bidding documents and improved 
demand forecasts can promote both efficiency and public confidence in the process. 
 
Partially in response to these concerns, the Private Participation in Infrastructure Group at the World Bank funded 
the Public Utility Research Center (PURC) at the University of Florida to develop a two-week International Training 
Program on Utility Regulation and Strategy.  After the first delivery in January 1997, PURC became responsible for 
organizing additional programs (June 1997, and January 1998 and beyond). So far, over a hundred and sixty 
participants from fifty countries have attended the first two courses. 
 
 The purpose of this article is to describe some of the lessons that have emerged from the series of training 
programs.   It will focus on points 2 and 3 identified in the Infrastructure Development study: prioritization of 
national objectives and the creation of a stable, credible, and independent regulatory framework.  Both regulators 
and infrastructure managers have a stake in developing a systematic, transparent, and independent process.  Once 
they understand key principles, decision-makers are better able to develop policies that promote credibility for 
investors, legitimacy for consumers, and efficiency in the economy. 
 
Links between government infrastructure policies and realized performance are not fully understood.  The task of 
identifying these links is complicated by many factors, including the numerous intricate relationships among key 
variables. To illustrate, just as infrastructure policy affects industry performance, industry performance, in turn, 
affects future infrastructure policy. Any cross-sectional comparisons need to incorporate endogeneity of regulatory 
policies.  Furthermore, key economic, political, and institutional parameters affect directly both the government�s 
choice of infrastructure policy and realized performance in the industry. 
 

1. Fundamental Patterns of Regulatory Change 
 

 We need to know whether there are settings in which particular infrastructure regulatory policies lead 
systematically to superior performance in the relevant industries.  In order to assess the efficacy of different 
infrastructure regulatory policies, it is critical to identify those dimensions of industry performance that 
infrastructure policies are designed to influence. From the regulatory standpoint, quantifying performance objectives 
is an important (but difficult) task.  It is unlikely that any single infrastructure regulatory policy will prove to be 
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ideal in all settings. To identify the particular settings in which specific policies work well, it is important to draw 
meaningful distinctions among the environments in which infrastructure policies are implemented. These 
dimensions are identified in the context of factors that affect a country�s choice of infrastructure regulatory policy.  
 
Causation and Feedbacks. 
 

As noted earlier, the task of assessing the merits of specific infrastructure regulatory policies is complicated by the 
intricate relationship among key variables. Some of these relationships are depicted in Figure 1 (Causes and Effects 
of Infrastructure Policies).  The four boxes to the far left in Figure 1 represent some of the many factors that 
influence a government�s choice of infrastructure policy. �Industry conditions� include those factors that affect 
industry demand (e.g., population, income, and education) and those that affect industry supply (e.g., production 
technologies, operating practices, and factor prices). �General economic conditions� include a nation�s 
employment, savings, and inflation rates, as well as the strength, stability, and diversity of its economy, its balance 
of trade, and the strength and stability of its capital markets. 
 

The �Experience� box in Figure 1 refers to local, national, and international experience with infrastructure 
regulatory policies. Industry performance under past regulatory regimes (both in absolute terms and relative to the 
corresponding performance in other jurisdictions) often influences the choice of future policy.1 The �Institutional 
Conditions� box in Figure 1 incorporates such factors as the strength and independence of a country�s judicial 
system, the nature and stability of the country�s political system, the autonomy of regulatory officials, the 
resources at their disposal, and the nature and historic enforcement of property rights and laws that pertain to 
infrastructure development policy. These factors affect the ability of regulators to make credible long-term 
commitments to private investors and to pursue independent policies.2 
 

The solid arrows in Figure 1 depict the fact that these (and other) factors affect directly a government�s choice of 
infrastructure regulatory policy, and that the chosen policy, in turn, affects industry performance. The broken arrows 
in Figure 1 reflect the fact that many of the same factors that influence policy choice will also affect observed 
industry performance directly. For instance, under any infrastructure regulatory policy, realized production costs 
will generally be affected both by the prevailing production technology and by perceptions of the government�s 
tolerance for substantial earnings.  Other relevant arrows have been omitted from Figure 1 in order to simplify the 
diagram. For instance, industry conditions often influence and are influenced by general economic conditions. In 
addition, current industry performance affects both future industry conditions and experience that is relevant for 
future decisions. 
 
Figure 2 provides a more detailed look at how industry infrastructure policy affects market structure, constrains the 
behavior of service providers, and affects industry performance.  It depicts the traditional features of infrastructure 
industries, like electricity supply, telecommunications, natural gas, and water/sewerage.  Fundamental economic 
factors determine the structure of an industry.  These "Basic conditions" include production technologies and 
consumer preference patterns.  Factors influencing supply and demand determine the efficient configuration of the 
industry.  For example, electricity restructuring is an issue in most nations. Because of technological changes, low 
natural gas prices, and changes in public attitudes towards government intervention, markets are experiencing 
changes in the basic conditions which influence them.  These economic forces for change are powerful, inevitable, 
and highly disruptive.  For example in electricity, industry observers are concluding that the natural monopoly 
features of the industry are mainly in transmission and distribution.  Generation is going to be competitive.  Some 
countries are promoting retail choice. 
 
Note the flow of causation in traditional utilities.  Basic conditions determine structure.  Structure influences pricing 
behavior, and the resulting industry performance is an outcome of the  economic processes at work.  Of course, the 
                                                                 
1. See Berg and Jeong (1991) for some relevant emp irical evidence.  Berg and Foreman (1996) outlines some of 

the feedbacks in the process.   

2. Levy and Spiller (1994, 1996) document the importance of these and other institutional differences among 
countries. The authors also provide useful guidance on how to measure these differences. 
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traditional utility market structure (no entry, single supplier, vertical integration, and homogenous output) was 
heavily conditioned by both regulation and public ownership which arose to constrain monopoly power.  
 
Basic Conditions  
 
Basic conditions facing an industry influence the number and size dis tribution of suppliers which are feasible in an 
industry.  As noted earlier, the traditional features comprising the structure, behavior, and performance of public 
utility industries involve important linkages.  Causation runs from the basic conditions to industry structure (entry 
conditions, number of firms, and degree of vertical integration and product differentiation).  Industry structure 
determines, in turn, the behaviors likely to be observed (prices, promotion, research and development, production 
process changes, and new service introductions).  The market outcomes can then be described in terms of 
performance criteria (profitability, efficiency, innovation, and meeting other social objectives).  Clearly there are 
feedbacks in this process--for example, high levels of R&D can lead to innovations which affect the production 
technologies and entry conditions. 
 
Traditional regulation (particularly as developed in the U.S.) influenced the structure of industries and limited the 
range of behaviors observed.  Regulatory rules defined markets, constrained entry, and facilitated vertical 
integration. Thus, cost-based rate of return on rate base regulation (ROR) was designed to enable the firm to earn a 
fair return on its investment while protecting customers from monopoly prices.  Complex cost allocation procedures 
resulted in the sharing of capacity costs across customer groups, over markets for different services, and between 
geographic areas.  Postage stamp (uniform) pricing was sometimes utilized, despite cost differences in serving 
various locations or customer groups. 
 
Thus, regulation influenced the number of suppliers in various markets and the prices facing customer groups.  
However, the optimal configuration of firms in an industry depends on the underlying basic conditions--which 
change over time.  For example, economies from vertical integration, also called economies of sequence, change.  
Vertical relationships remain in electricity in some nations today--while in others, vertical disintegration has 
occurred.  Similarly, there can be changes in the savings associated with producing several products (instead of 
specializing in a single product).  These economies of scope determine whether multi-product firms are least-cost 
providers of services.  The familiar term, economies of scale, refers to declining average costs as output increases.  
All three economies characterized the production technologies of infrastructure industries in the past. 
 
Figure 2 depicts a complicated set of linkages.  Poor industry performance affects the political conditions, which 
alter the rules under which suppliers operate.  For example, the U.S. is in a period of electricity industry 
restructuring, in response to changes in regulatory rules.  The downside risk of change is small if relatively high 
prices have resulted from past private and public decisions.  It is no wonder that California and New York are the 
top of the list for electricity restructuring initiatives in the U.S. It should be noted that in anticipation of greater 
customer choice, firms are already changing their production processed, re-designing price structures and engaging 
in consumer-oriented activities.  High electricity prices in some states have triggered  new public policy initiatives.   
Other feedbacks are also important.  Research and development can change the feasible scale of plants and firms 
(e.g. combined cycle gas turbines).  Advertising and promotion activity can lead to service differentiation, which 
raises entry barriers. 
 
Energy industries are acquiring new features -- influenced by changes in public policies.  But these changes 
represent feedbacks -- reactions to new opportunities for cost savings or perceived problems.  Prior to the 1973 
OPEC crisis, utilities in the U.S. were being required to convert generating capacity to petroleum!  Later, federal 
legislation mandated phasing out natural gas as an input. (However, again laws came into conflict with basic 
conditions, and the laws yielded to economic realities.) During this period, nuclear proved to be more expensive 
than anticipated.  In addition, environmental rules have affected siting and fuel use.  If the past is any guide, 
policy-makers will miss the mark in the future (though industry observers might cultivate more humility).  We must 
recognize that while legislators in Washington DC, London and Tokyo can influence the pace and pattern of change, 
the basic economic conditions will ultimately shape optimal market structure and resulting energy industry 
performance. 
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Issues Addressed by Regulators  
 
Infrastructure industries form the backbone of many economies throughout the world. Consequently, the 
performance of these industries in any country has profound implications for the performance of the country�s 
entire economy. The PURC/World Bank Training Program on Utility Regulation and Strategy examines seven 
major topics: 
 
Market Structure Reform and Regulation of Network Industries  Why are countries reforming their utility sectors?   

What drives the search for market solutions across infrastructure sectors?  What are the constraints involved for 
introducing competition in network industries?  What are key economic and legal principles for ensuring their 
sound implementation?  How should the interface between monopoly and competition be regulated?  What is 
the impact of different forms of vertical separation and service unbundling on competition and regulation? 

  
Financial Analysis for Utility Regulation  What principles and practices of cost accounting can be applied to the 

treatment of operating costs, capital expenditures, depreciation and taxes of utility companies?   How can 
regulators determine the cost of capital and assess the projects, particularly in countries with scarce or unreliable 
cost information?  What are the information requirements for regulators?  How can regulators improve data 
quality and minimize information rents? 

 
Principles and Application of Incentive Regulation  What should be the extent of regulation?  What are the trade-off 

between flexibility and predictability of regulatory arrangements?  What has been the experience with 
alternative schemes of incentive regulation?  What incentive rules promote competition, efficiency, and 
innovation?  What are the strengths and limitations of alternative forms of price regulation?  How does the 
choice of price regulation affect the system�s overall credibility, efficiency, and legitimacy?  What has been 
the experience with conducting price reviews under alternative incentive systems? 

 
Non-Price Aspects of Utility Regulation What are the rationale and methods for introducing performance standards 

and incentives related to quality of service, health, safety, and environmental factors?  What are effective 
regulatory strategies for monitoring performance and enforcing compliance?  How should universal service 
obligations be developed and funded? 

 
Managing the Introduction of Competition in and for the Market  Where can competitive forces be introduced or 

strengthened? What policies hinder competition and what policies promote competition?  When should 
regulators intervene in market structure?  What has been the experience with different types of market 
mechanisms for unbundled utility services?  How should regulators apply competition rules and antitrust 
principles? 

 
Rate Structure  What are key considerations in rate design?  How do the joint and common costs associated  

with network industries affect pricing rules?  How does the introduction of competition affect decisions about 
tariff re-balancing, cross-subsidization, and funding of social obligations?  How does regulation affect 
providers� investment and service strategies?  

 
Managing the Regulatory Process  What are key considerations for the establishment and functioning of  

regulatory institutions?  How can the regulatory process promote legitimacy and credibility of regulatory 
decisions?  What strategies are at the disposal of regulators to effectively manage complex and often politically 
sensitive negotiations involving government, investors, consumers, and other interest groups? What has been 
the experience with alternative mechanisms for consensus building and dispute resolution? What strategies can 
regulators use to effectively communicate with the public? How can regulators become more efficient and 
effective in accomplishing their tasks in different institutional settings? Lessons from individual countries can 
be used to draw conclusions regarding the development of effective policies. 

 
A listing of these issues underscores the difficult tasks facing new regulation institutions.  Warrick Smith (1997 a) 
identified at least nine potential roles for regulators: technician, political analyst/strategist, advocate, detective, 
prosecutor, judge, negotiator, educator, and manager.  Not all of these roles can be performed simultaneously, but 
the listing illustrates the multi-faceted nature of regulation.  In addition, new institutions encounter the difficulty 
reconciling independence with accountability.  The design of regulatory systems requires a careful balance between 
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rigidity and flexibility.  The former promotes predictability in decision-making and supports keeping commitment.  
The latter (the exercise of discretion) can facilitate adaptation to changing economic conditions. 
 
Smith (1997 b) also identifies six common devices for the promotion of accountability. 

• Rigorous transparency requirements, including reasons for decisions; 
• Restrictions on conflicts on conflicts of interest, including “revolving doors;” 
• Effective appeal process; 
• Budgets scrutinized by Legislature; 
• Efficiency scrutinized by independent auditors or other public watchdogs; 
• Removal for proven misconduct or incapacity. 

The listing illustrated the delicate balance required for maintaining accountability and independence.  Each nation 
must find a way to insulate regulators from short-term political pressures, while ensuring that the process is 
sustainable (Warrick Smith, 1997-c and 1997-d). 
 
Before considering the importance of transparency and the need to prioritize regulatory objectives, we examine one 
of the new roles being thrust upon regulatory institutions: mediator. 
 
Pressures for Alternative Dispute Resolution (ADR) 
 
Given the complexity of the issues associated with partial deregulation and industry re-structuring, regulators 
continue to explore alternative mechanisms adjudication.  In particular, Alternative Dispute Resolution (ADR)  
refers to substitutes for litigation as way of establishing rules or outcomes.  ADR procedures can promote timely 
decisions, reduce contention, and save resources.   
 
In a Florida Public Service Commission study, Butler, Pugh, and Cutting (1996) argue that the movement toward 
competition in portions of infrastructure industries is one impetus for changing regulatory procedures:  
 

Exceptional customer service is at least in part due to the ability of the utility to resolve disputes with 
suppliers/competitors and customers quickly.  If the disputes are not resolved promptly, this could create an 
obstacle to the completion of transactions.  One possible fallout could be an increase in the business 
failures of new market entrants.  In the new era of regulation, it will be critical for disputes to be resolved 
expeditiously. 

 
Stimulating greater responsiveness to customer needs and providing greater incentives for cost containment are the 
two driving motivations behind replacing regulation with competition.  So Alternative Dispute Resolution (ADR) 
procedures are likely to become more important in the future.  The essential tool-kit of regulators is going to include 
skills in negotiation and mediation—so that experts with specialized knowledge can be brought into discussions 
early  in the process.  Timely intervention allows the process to deal with non-issues that might be thrown up as 
roadblocks by some parties.  More important, it allows complicated issues to be addressed in a relatively non-
adversarial setting.  The interests of the parties may differ, but the resolution of technical issues can sometimes open 
up the possibility of win-win negotiations. 
 
Application to Power Pool Governance and Regulation 
 
Barker, Tenenbaum and Woolf (1997) identify twenty-six basic market design issues for new style power pools.  
The various market participants (generators, power marketers, transmission grid operators, distribution systems, and 
final customers) all have stakes in the arrangements that affect the electricity delivery and financial settlements 
associated with this market.  They distinguish between governance and regulation.  “Governance is the process by 
which decisions get made, implemented and enforced—it is internal to the pools.  In contrast, regulation is how 
governments review and change the decisions of pools —it is external to pools.” (p. v)  In their description of 
decision-making models, they note the problems associated with alternative governance mechanisms —since these 
involve different voting schemes, different approaches for representing stakeholder interests, and a variety of 
enforcement mechanisms.  They note that backstops (or appeal procedures) for pool governance are inevitable.   
 
Given the technical nature of disputes, a specialized board can have both the expertise and flexibility necessary to 
reach decisions in a timely manner.  Barker, Tenenbaum, and Woolf conclude that a two-tier approach to 
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governance is probably preferable to pure collective self-governance. Thus, an independent board can make a 
binding decision in the event of non-consensus or unreasonable delays.   Such a board combines flexibility with 
expertise (and a detailed knowledge of the grid).   It ought to have the power to ensure that disputes are not “bottled 
up” in a committee.  The sector regulator serves as a point for the appeal of decisions by the technical board, should 
the need arise. 
 
The types of issues raised by power pool governance and system operations affect the financial opportunities 
available to market participants as well as the economic efficiency of electricity sector.  The traditional regulatory 
hearing process is not well designed to address (and resolve) the technical issues that are raised in the context of 
complex transactions in this market.  New approaches to conflict resolution come to the forefront of debates over 
industry restructuring. 
  
2. Clarity Regarding Regulatory Priorities 
 
According to the World Bank study noted in the introduction, there is a direct relationship between the degree of 
government commitment at the top and of the clarity of its objectives and the success a country has in attracting 
private investment in infrastructure.  The size and long gestation periods associated with projects, as well as 
government involvement in siting and environmental issues, mean that private investors are unlikely to have 
confidence that short run politics will not raise project costs (or unduly limit associated revenues). Figure 3 lists Ten 
Regulatory Objectives considered in the PURC/World Bank Training Course.  
 
 
 

  Figure 3 
Ten Regulatory Objectives 

 
1. Public Acceptability of regulatory decisions. 
2. Low prices. 
3. Revenues are sufficient to cover costs and provide reasonable profit. 
4. Economic efficiency. 
5. Infrastructure development. 
6. High percentage of household connected to service. 
7. Reliable provision of service. 
8. Rapid pace of technological innovation. 
9. Stable regulatory framework. 
10. Robust competition.  

 
 
 
Identifying Priorities 
 
Course participants are asked to review these objectives.  They usually note that some objectives have been omitted.  
For example, the balance of trade can be affected by equipment imports.  Also, regional development might be an 
important feature of the political landscape.  Some participants might have assigned this objective as Objective 5 
(Infrastructure Development).  Others might not see any difference between that objective and having a high 
percentage of households connected to the service (Objective 6).  Such observations illustrate the difficulty of 
prioritizing objectives unless clear definitions are established.  Similarly, some might view rapid innovation 
(Objective 8) as part of economic efficiency (Objective 4).  Others might have broken economic efficiency into 
technical/engineering efficiency, cost minimization (which brings input prices into the equation), and allocative 
efficiency (where output prices approximate the marginal costs of production--short run or long run, depending on 
the nature of the signals).   Others might argue that Objective 10 (Robust competition) implies Objective 4 
(Economic Efficiency)--when the segment of the industry is not a natural monopoly.  This overview shows the 
importance of carefully defining performance objectives, since otherwise the potential for legitimate disagreement 
(and confusion) is high. 
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Defining Objectives 
 
One session of the PURC/World Bank Training Course asks participants to allocate 100 points across the ten 
categories—providing an indication of the weights given to different objectives.  The individuals then form into 
small groups to reach consensus on the priority points.  Groups spend some time trying to define the objectives.  For 
example �public acceptability� is subject to many interpretations.  Is acceptability related to fairness?  If so, is 
fairness to be cost-based (customers pay the costs associated with service delivery) or need-based (since income-
distributional concerns are important in many situations).  Acceptability may apply to fairness for customers today 
and to future customers, so some trade-offs over time may become significant.  In particular, how should fixed costs 
be shared across customers and over time? 
 
Also, some of the objectives are complementary to one another, while others compete with one another.  Some terms 
need to be defined: what is �reasonable profit� for Objective 3?  Since high service quality requires resources, 
how much reliability is appropriate (Objective 7)?  Do low prices (Objective 2) imply below-cost prices?  The 
purpose of the exercise is to get participants to explore the implications of alternative valuations for industry 
performance outcomes. 
 
Weighting Priorities 
 
In addition, groups often have difficulty reaching consensus due to different conceptions of how the weights are to 
be applied.  Do the priority points represent some  absolute weight?  Is it an average across a set of sectors and 
policies (allowing regulators to make some trade-offs over time)?  Alternatively, should the weight be viewed as a 
marginal weight?  That is, should we take as a starting point how well the regulatory process has already promoted 
these objectives, and view the weights as forward-looking--applying only to the next decision.  For example, public 
acceptability might be given a substantial average weight (because of the importance of this objective in ensuring 
the long term sustainability of the regulatory process).  However, looking forward in time, economic efficiency 
might be given substantial marginal weight, since a slight drop in public acceptability could be tolerated in a 
particular country, given the high level of acceptability achieved to date.   
 
Weights are likely to depend on the stage of economic development. Also, participants from regulated firms had 
very different perspectives on what regulators �ought� to value.  The ability to attract and maintain capital is a 
fundamental issue facing firms, so people who focus on financial outcomes might be less willing to 
�compromise� in favor of political realities--arguing that regulators need to have a longer time frame than the 
next election.  Credibility with the international investment community tends to be emphasized by executives who 
are trying to bring together the capital required for massive infrastructure investments. 
 
Process for Reaching Consensus 
 
In the training course, the groups have to reach some consensus on weights to be given the objectives.  Some groups 
vote on what weights should be used while others just take averages of the points reported by each individual on the 
team.  In some cases, people who were more shy or quiet are not given the �air time� to provide input into the 
process.  Valuable insights are lost.  In other cases, leadership is exercised in positive ways, enabling everyone to 
have their say and to contribute to the final weighting scheme.  Thus, the process itself, mirrors the types of issues 
which arise within regulatory institutions. 
 
In theory, when a regulatory commission consists of several individuals, a variety of perspectives will be presented, 
and the consensus that emerges will have benefited from the insights of each commission member.  If a single 
Director makes regulatory decisions, those providing information and assistance play a role similar to those of other 
commissioners.  One lesson from this exercise is that reaching consensus on complicated issues is a difficult task.   
 
Revealing Priorities  
 
Regulators (and private decision-makers) need to know the priorities placed on their objectives so that the outcomes 
of alternative policies can be evaluated and the policies ranked in terms of those impacts.  However, revealing the 
exact weights to stakeholder groups may be detrimental in the bargaining process, since such information is valuable 
from the strategic standpoint.  This may explain why legislation and regulatory decisions seldom specify the weights 
to be given various objectives.  In a later exercise, participants are designated a role to play and are assigned priority 
points that the role-player places on different outcomes. Clearly, obtaining those weights can be a very complicated 
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(but useful) exercise.  However, the point of the later exercise is to develop negotiation and mediation skills 
necessary for the regulatory process.  Understanding regulatory goals and those of other stakeholders is crucial to 
achieving results that meet policy objectives . 
 
3. Concluding Observations 
 
Many observers have emphasized the importance of sustainable regulatory frameworks.  Initiatives undertaken by 
groups in response to this recognition include the PURC/World Bank International Training Program.  In addition, 
multilateral lending organizations, regional banks, and regional collaborations among commissions have resulted in 
venues for the sharing of ideas.  For example, the Australian Competition and Consumer Commission hosted a five 
day training program (November 1997)—utilizing PURC material and drawing upon expertise from a number of 
countries.  Such activity needs to be part of the on-going educational process for commission staff in every country.  
No one has all the answers.  What is important is that independent agencies begin asking the right questions and 
developing the conceptual frameworks and information required for addressing critical issues. 
 
The concluding points presented here are the result of my own experience in working with regulators and 
infrastructure executives.  As such, they are idiosyncratic—representing my own reactions to those who are 
responsible for implementing public policy.  One of the experiences relates to an individual who taught me a great 
deal about those who face the enormous challenge of establishing precedents which will influence investment and 
pricing for years to come.  The other reaction is more impressionistic, relating to the creation of a new profession in 
emerging countries. 
 
National Applications 
 
One attendee from a developing country was that nation’s first energy regulator.  He understood the pivotal role he 
would be playing in the years ahead, and the importance of a sound regulatory framework for capital attraction and 
the sustainability of his new regulatory institution.  He sat each morning in the front row, following the presentations 
carefully and asking intelligent questions of the speakers.  Often he would comment on particular observations—
sometimes supporting the generalization and sometimes qualifying the point by recognizing other trade-offs.  His 
eloquence and insights were acknowledged by all.   
 
Since I sat in the front with the other speakers, I noticed that he had two notebooks.  Sometimes he would write a 
paragraph in one, and after hearing other ideas developed by the speaker, he would dig into his briefcase and write 
in another notebook.  Near the end of the two weeks, my curiosity could not be contained.  I asked him about the 
two notebooks.  He responded:  “One is for useful ideas.  The other is for interesting ideas.  As a professor who tries 
to translate principles into practice, I understood the distinction quite well.  He wanted to return to his homeland 
with an agenda for his staff.  He wanted to apply some the ideas and principles immediately.  However, he also 
recognized that some of the ideas still needed to germinate some more.  The particular conceptual framework from a 
session might be interesting (and show promise), but it needed more time before it could be applied.  Or, the idea 
provided a sound intellectual basis for some development (such as incentive regulation), but that background 
information could not be applied in the present institutional environment..  
 
He illustrated a point I make in the introductory session:  “On any given topic, a participant will know more about 
the issue than the speaker.  Our job was to facilitate the exchange of experiences so that we all can benefit from the 
expertise in the room.”  On a national level, it is clear that each participant draws different lessons from the fifty 
sessions in the course.  The regulators and executives find some ideas useful, and some ideas interesting.  The 
overall experience reinforces the importance of being open to new ways of handling regulatory oversight 
responsibilities.  Best practice may be an elusive goal, but regulators need to be engaged in benchmarking activity, 
just as firms compare themselves to one another—striving for excellence in performance. 
 
A New Global Awareness 
 
Sector regulation is a relatively new activity for most countries.  Government intervention via ownership or 
ministerial decrees has characterized these industries.  Now, independent regulatory commissions and antitrust 
authorities are implementing national policies towards monopoly segments of infrastructure industries.   The image 
of a new cadre of bureaucrats might make citizens nervous.  However, the images that remain with me are far 
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different from the stereotypes depicted newspapers: faceless, power-hungry individuals who reduce efficiency 
through the issuance of arbitrary rules.    
 
Attendees were aware of the reputations of people in other government agencies.  They wanted to avoid getting into 
the trap of protecting their jobs at the expense of productive activity elsewhere in the economy.  Thus, I observed a 
sense of professionalism throughout the course.  Individuals with diverse technical training were looking for specific 
skills and improved understanding of how alternative processes affected industry performance.  Attendees sought 
approaches to decision-making that would improve the lives of ordinary people in their countries. They understood 
the links among market reform, credibility and capital costs, incentives for cost containment, service quality, 
competition, rate structures, and the design and management of regulatory processes.  In addition, I think that they 
were realistic in terms of recognizing institutional constraints faced at home.  Regulators knew that their agencies 
needed to establish a track record that would justify the trust others were placing in them.  Executives in attendance  
recognized the potential fragility of  new institutions and the importance of  identifying procedures that promoted 
win-win outcomes.  The experience has made me optimistic regarding the role that regulatory institutions can play 
in promoting development.   
 
I also observed friendships between staff in different nations, as they looked to one another for sound solutions to 
complicated problems.  They shared a common bond when they brought specialized skills from law, engineering, 
economics, and public administration to tasks at hand. According to their comments, one of the main things they 
learned was that all countries have very different starting places, but are dealing with common issues.  Some are in 
early stages of development with very basic or non-existent infrastructures while others are developed but are 
moving away from governmental control.  Being able to share cross-country and cross-sectoral experience and to 
learn how to translate principles into practice is essential to improve regulatory performance.  National boundaries 
and international rivalries receded into the background when these professionals began to address issues that were 
common across countries.    
 
Ultimately, the nations of East Asia and the Pacific will each move forward in the creation of legal and regulatory 
frameworks conducive to capital formation.  There is much that is interesting and useful yet to be learned.  As an 
academic involved in that learning process, I would urge that governments and private organizations continue the 
dialogues initiated over the past decade.  Educational institutions can also play a role in providing forums for sharing 
experience and exploring new ideas. 
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