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NGO/Private Sector Participation in the Delivery of Social Services
Reconciling Experiences with Common-sense Economics

Sajjad Zohir

Patterns in the natural world .. pose both the questions
and the answers .. Science is a search for resonance
between mind and natural pattern as we try to answer
these questions.  [Niles Eldredge: The Pattern of Evolution, p.4]

Section 1
Introduction

There may hardly be any dispute in considering the following empirical observations
as ‘stylized’ facts:

e What has traditionally been identified as the domain of the public sector is
increasingly being trespassed by private sector agents.

e Fruitful partnership between the public and the private sectors in the production
and delivery of social services is widely recognized and is actively promoted.

e There is an increasing recognition of the role played by community-based
organizations in ensuring ‘proper’ delivery of social services to a given target

group.

The first two observations directly relate to private sector participation in the delivery
of social services that were once perceived to be public goods. There are several reasons
why increased role of the private sector is perceived in the provisioning of social
services. Neo-liberal perception that state organizations are predatory and inefficient,
with rent seeking as the primary motive for the behavior of the public officials, is
dominant in current thinking (Robinson and White 1997). One offshoot of such a
perception recommends privatization'. While vigorous pursuit for privatization in the
industrial sector is more frequently observed, outright transfer of responsibility in
delivering social services to the private sector is not made due to presence of “public
goods” argument. However, inclusion of private® and other non-government sectors are
perceived to induce competition and make the state more accountable. With the latter
perception, the World Bank document on Country Assistance Strategy for Bangladesh
notes that, “NGO partnership and stakeholder participation make up for weak, centralized
public institutions and increase public accountability”. As a part of long-term strategy,

' One may propose decentralization as an alternative, which may improve the efficiency of public
expenditures, but it is not a panacea for the solution of problems in social service provision (Ugaz 1997).

2 One basis for including for-profit private sector lies in the increasing evidence that the consumers/
beneficiaries pay additional amount to avail a social service, which does not go to government revenue.



the WB therefore intends to support civil society and the private sector to help build
constituencies that call for accountable and well-performing public institutions.

There is also a politico-economic rationale, which underpins the shift in focus
towards an increased role of the private sector in the delivery of social services. Faced
with fiscal stress, governments in many developing countries find it attractive to shift the
responsibility from the state to the private sector (including voluntary sector) for the
financing and provisioning of public goods and welfare services.* In addition, there is a
perception that states in developing countries do not have the capacity to finance and
deliver services at a cost and quality that are adequate to the needs of consumers, and that
state provisioning is characterized by a high level of inefficiency and sub-standard
services (Robinson and White 1997).

The urge to involve the private sector and civil society in the delivery of social
services is no less rooted in the changing perception on governance, a critical element in
effective implementation of ideas/policies. UNDP (1997) states that, “Governance
includes the state, but transcends it by taking in the private sector and civil society. All
three are critical for sustaining human development. The state creates a conducive
political and legal environment. The private sector generates jobs and income. And civil
society facilitates political and social interaction — mobilizing groups to participate in
economic, social and political activities. Because each has weaknesses and strengths, a
major objective of our support for good governance is to promote constructive interaction
among all three.”

As one would expect, discussion on governance very often gets tied with presence (or
absence) of grassroots organizations.* The third empirical observation on increasing
recognition of community-based organizations as effective conduits of delivering social
services is rarely linked with the issue of private sector participation in the delivery of
such services. Importance of grassroots organizations in defining demand for services and
ensuring efficient delivery of these services is often left outside the domain of economics.
Historically, however, emergence of grassroots organizations, more often spearheaded by
intermediary agencies such as the NGOs, has been associated with increased scope for
private sector participation in the delivery of social services. This theme constitutes the
departure in this paper from an explanation of social services in terms of ‘public goods’.

? An interesting extension of this view is posed in Cointreau-Levine (1994). In the context of engaging the
private sector in solid waste management, it is suggested that the government may wish to exploit the lower
wages in the private sector vis-a-vis that in the public sector. An alternative view surfaced at the workshop,
suggesting that corrupt political authority may open the door to non-governmental/private sector
participation if there are more attractive opening for rent grabbing (such as, in the gas & power sector and
in large procurements).

* One may also quote the WDR 2004: “Advocates of community-based development initiatives claim that
reliance on community based organizations can overcome the pervasive information gaps that face policy
makers by eliciting development priorities directly from target communities and allowing target
communities to identify eligible recipients of private benefits, like welfare or relief.”



Participation of private sector in the delivery of social services, either on
humanitarian grounds or for commercial motive, is a historical phenomenon and no
single agency may be credited to have initiated it. However, awareness about it paved the
way for a wide range of experiments; and these experiments have unfolded new sets of
relations among various agents involved in the process. Thus, there is a need to have
fresh looks into the classification of social services and into roles to be played by the
state, for-profit and non-profit private sectors and by the role of civic society. Such
ventures will help in designing a new set of rules of business to be put in place with a
view to ensure greater social welfare. Some aspects of it have been dealt with in Zohir
(2001). This paper has however limited focus. It tries to abstract with a view to explain
why the increased participation has been possible. While there may be numerous
perspectives on it, only two have been raised in this paper, which are strictly within the
domain of common-sense economics. The purpose is to suggest a “pattern”, inherently
economic in characteristic, in the processes that we observe. The last part uses this to
raise questions on the future course and highlights prospective answers, where possible.

Section 2 provides brief support to the empirical observations noted. In section 3, we
probe into the appropriateness of the ‘public goods’ argument in the case of social service
delivery. It is argued to be an inconsistent explanation. ‘Grassroots’ organizations are
considered parts of particular types of a market, whose characteristics are discussed in
Section 4. It is proposed that such structures emerge under a specific economic and
institutional environment. While future effort towards understanding the special market
structure is necessary, the concluding section outlines some thoughts on the implications
of the proposition for the nature of private sector participation in the delivery of social
services.

Section 2
Limited Evidence on the ‘Stylized’ Facts®

Social services include a wide range of activities; the most commonly addressed ones
are education, health, water & sanitation. Provisioning of shelter is often raised in the
context of the urban poor, which faces major legal barriers. There have however been cases
of forming cluster villages in Bangladesh to provide homesteads for the rural poor.
Provisioning of relief and other services during times of emergency (e.g., during the 1998
flood) and/or within broad safety net programs (e.g., the IG-VGD programs) may also be
included within the scope of “public” services. Another major item, within the scope of the
latter, is the infrastructure, which has numerous components. The focus in the literature has
largely been on rural roads and on services pertaining to municipality jurisdictions. The
urban municipalities also have to provide “public” services on such activities as waste
disposal, traffic management, mosquito control and many other important dimensions of
urban social life. Extension service, which is common to education, health, water &
sanitation and agriculture, is often perceived as a public/social service. There are many other
activities, such as combating drug abuse, old-age security, etc., which would normally be
included under social service. Note that it was purposively chosen to swivel between the

> This section is partly borrowed from Zohir (2001).



terms — “public” and “social”, to set the ground for probing into certain common elements
in the delivery of the various kinds of services noted here.¢

General Trends in Private Sector Participation in the Asia-Pacific Region

The broad trend in the Asia-Pacific region has been a gradual increase in delivery of
social services where private sector agents participate, either as contractors, collaborators or
as competitors. The pace and level varies from country to country. In some countries, there
is increased recognition on the issue, while in others the actual delivery is being increasingly
organized through private-sector participation. For example, the Medium-term Philippine
Development Plan, 1999-2004, mentions of involving local communities and NGOs in
improving the efficiency and effectiveness of the delivery system. While the state is still quite
heavily involved in the delivery of social services in Vietnam,” the Public Expenditure
Review prepared jointly by the Government of Vietnam and the donors, notes that there is a
need to reassess the scope of private delivery of services in education, health and
infrastructure.

There has been substantial progress made in involving the local community and the
private sector in the management and delivery of social services in urban areas. This was
largely facilitated by ADB support to many of the countries in the region. China, Malaysia
and the Philippines are among the top five developing countries to engage private sector in
water and sewerage contracts in urban areas. Such practice has also been undertaken in
Madras, India.

The overall progress in the South Asia region appears to be mixed. Over the recent
past, there has been substantial progress made in Pakistan. It is estimated that some 10,000
NGOs now provide social services to communities throughout Pakistan. The Social Action
Program in Pakistan, supported by the World Bank, aims at decentralizing the delivery of
social services, enter into annual agreements with private service providers, and engage
NGOs and other private institutions to organize local people in participatory development
(Van der Gaag 1995). In contrast, the progress appears to be slow in India. An evaluation of
the World Bank supported Tamil Nadu Integrated Nutrition Development Project and
Integrated Child Development Services shows that there was no noteworthy improvement
in the delivery of services during 1987-96 and the progress towards involving the private
sector and NGOs had been very slow.

The differential progresses in engaging the private sector in the delivery of social
services largely reflects the relative strengths of various actors within the bound of the
national economy. In general, however, the donor community has been persistently pushing
the agenda of increasing private sector participation in the delivery of social services. The

% Coining of the term “social” to “social sector” and “social services” raises certain conceptual anomaly,
which is not directly addressed in this paper. However, it is hoped, in the course of disentangling some of
the issues, the overlaps between “public” and “social” will be identified.

7 State subsidy covers 48 percent of the total cost of primary education, about 30 percent of secondary
education cost and 78 percent of the cost of post-secondary education (Jansen 1997).



World Bank’s Country Assistance Strategy Paper for Bangladesh (2001) notes that five years
ago, almost no IDA-assisted projects in Bangladesh relied on substantial NGO involvement,
while almost all do today. Finally, one may note that the choice of service delivery for the
topic of the 2004 World Development Report Making Services Work for Poor People
demonstrates the great importance the WB attaches to this topic and sees a potential for
enhanced development impact through a stronger focus on service delivery.s

Examples in Provisioning of Education Services

Involvement of private sector in the delivery of education historically preceded state
involvement in such affairs. It was an obligation on the part of the land-based elites in South
Asia and elsewhere to allocate land for the school, construct the building/class rooms and
provide financial support to the teachers and for running these schools.” There are also
schools that were established by various missionaries. The long tradition continued in
vatious forms — a rich politician often has the urge to privately support schooling in his/her
constituency for ensuring support in an election, a businessman donates money to start a
new school in remembrance of a close kin, etc. With land redistribution and subsequent
diminished role of the landed elites, the post-colonial state had to undertake the
responsibility in running many of these schools. One therefore observes, until a decade or
two ago, schools being categorized in official statistics in terms of approved/non-approved,
and those receiving funding and not receiving funding.

Private sector participation in the education sector — by both for-profit and non-
profit private enterprises — has been on increase over the last two decades. There are two
distinct phenomena that are observed: (i) Government schools and higher educational
institutions in the urban centers failed to accommodate the increase in demand, especially as
a consequence of rapid urbanization in the developing countries. This attracted private
sector investment, initially at the primary and secondary levels and in English medium
schools, which aimed at serving the upper income group. (ii) Spread of alternative education
(including non-formal and adult education) under the initiatives of NGOs, aiming to
increase literacy rates and attracting children of poor rural households. In addition, there
have been private sector investments in specialized education (such as medical and
vocational training). In all these efforts, the governments in developing countries had been
silent observers, and are still grappling to find the right regulatory framework. The only area
of support provided to the private sector was in the form of leasing out urban school ground
on concessionary terms.

An example of NGO participation in education is the involvements of the
Bangladesh Rural Advancement Committee (BRAC), which started its education program in
Bangladesh in 1985. The non-formal primary education (NFPE) program, meant for
children aged 8-10 years, is a four-year program. The other is the Basic Education for the
Older Children (BEOC) program for children aged 11-14 years, which is a three-year course.
There are currently more than 31,000 BRAC schools in rural Bangladesh (Nath and

¥ See, http://econ.worldbank.org/programs/public_services.

’ One may argue that the responsibility of the sate lay with the land-based elites during that time.



Chowdhury 2000). Existence of BRAC schools remains independent of any formal
arrangement between the government and BRAC.

A different kind of collaboration is observed in Pakistan. Under the Primary
Education Program in Baluchistan, Pakistan, the Primary Education Directorate picks the
school sites, registers schools and monitors them. A private Baluchistan Education
Foundation vets potential school operators and trains them. Local NGOs help motivate
neighborhoods.

As noted, NGO-initiated schools in many countries funded with donor money run
parallel to the government schools. While such schools generally target the poor and other
disadvantaged groups, field-level conflicts are minimal. However, provisioning of such
services should be the responsibility of the state, and getting accustomed to the emerging
situation may unduly enable the state to shirk from its responsibility. This experience also
raises questions on the role of donors. While alternatives are better sought with deviations,
continual effort to converge to a healthy cooperation between the state and the private
sector should be made.

Health care and Nutrition

As in the case of education, the developing countries in the region had experienced
significant increase in investment in the health sector. For obvious reasons such investment,
motivated by profit, was made in urban areas. The case of quality decline in the public sector
was more visible in case of health than it was observed in education. As Jansen (1997) notes,
“When subsidies are withdrawn, and private sector is allowed to play a role in the health
sector, there is a trend towards decline in the quality of service provided by the public sector
and it also gets more biased against poor.”

There is also a similarity in NGO-engagement in the health sector with that in
education. In the case of Bangladesh, their involvement, prior to rapid expansion of
microcredit, ran parallel to public health services. However, such services largely confined to
consultations since major treatment require massive investment. Much of the NGO
supports were also in the form of raising awareness and facilitating links with rural health
centers. During the more recent past, some of the NGOs have ventured into establishing
their own hospitals, aiming to subsidize the health care for the poor.! In the post-
microcredit scenario, some of the NGOs (who also provide microcredit) offer health
insurance. However, such insurance primarily covers consultations and a minimum level of
local treatment.

Unlike the education sector, collaborations between the state and the private sector
in the delivery of health care are more commonly observed in the developing countries of
the region. For example, the Urban Slums Family Welfare Project in India enlists private
organizations and medical practitioners to train thousands of health workers. The Slum

' The Daily Star of 23™ June 2003 carried the following news in its back page: Large NGOs like the
Bangladesh Rural Advancement Committee (BRAC) and the Ganoshasthya Kendra will take over the
healthcare services at the grassroots in 350 unions.



Improvement Project in Bangladesh, run by the municipalities and the Local Government
Engineering Department, employs NGOs to train local community health and sanitary
workers (Water Aid). The Bangladesh Integrated Nutrition Project (BINP) uses
participatory, community-based nutrition activities, and NGOs are key to implementing this
community-based approach. In the case of the UNICEF-sponsored Expanded Program on
Immunization (EPI) implemented in many countries, the Rotarians raised money and local
voluntary organizations, private entrepreneurs and government workers had worked
together.

Health care beyond raising awareness involves large-scale investment, which is not
always forthcoming in the non-profit private sector. On the contrary, the for-profit private
sector will, for obvious reasons, have urban and pro-rich bias. Thus, current concern with
provisioning of health care to the poor involves less of regulation, and more of devising
appropriate framework of cooperation between the state and the private sector to ensure
quality health services to the poor.

Employment Creation for the Poor

Employment and relief rarely enter into discussions on delivery of social services.
One rationale for including employment for the poor lies in the practices in many
developing countries of allocating resources to provide employment and other safety net
measures (including relief) during slack periods (i.e., when there is not much work in
rural areas), which have been perceived to be a state obligation''. In Bangladesh and
elsewhere, the World Food Programme (WFP) has also been involved in supporting such
activities. Historically, such activities were undertaken in the countries of South Asia by
the state, by involving elected local bodies (such as Union Parishads). In an improved
version of the program, called the Integrated Food and Development Program, there has
been a major shift away from relief to development. Under the program, the local NGOs
have been actively engaged to coordinate small-scale employment generation activities
for the rural poor. In some such activities involving rural roads, private contractors are
assigned to do the work with local labor groups. In Bangladesh, LGED had collaborated
with local NGOs and private contractors, in coordinating such employment generation
activities.'” The case presented describes an example of collaboration between donors,
state agencies, NGOs and the private sector. A more interesting development in the field
of employment for the poor is associated with the graduation of some of the NGOs into
quasi-commercial enterprises, acting like corporate bodies. Drawing upon the experience
of Bangladesh, this new trend is described below, which also provides future potential
conflicts between the for-profit private sector and the “not-for-profit” NGOs.

Creating employment opportunities for the poor is a social obligation, and
governments in many developing countries, either by default or by choice, had opted to
take up this responsibility. Thus, massive state involvement in the economy’s productive

' Reference is being made to Rural Works Program, Food for Work Program and Vulnerable Group
Development programs.

12 Reference is made to Rural Employment Sector Program (RESP), sponsored by the Swedish
International Development Agency (SIDA).



sector was common for more than three decades since the 1950s. Over the last two
decades, due to both internal compulsion and donor pressure, the move has been towards
privatization. While this has worked for some, dismal performance of the private sector
in many developing countries is a reality, especially when it is assessed in terms of
generating employment for the poor. In this context, graduation of some NGOs into
corporate-like bodies raises hopes, which are yet to be fully realized.

Development of NGOs in Bangladesh has undergone two distinct phases, and
some of them are now into a third phase where their engagement in commercial activities
is more visible. The first phase was one of engaging in relief and rehabilitation activities
supported by donor funds. This also included the NGO role in providing social services
in the fields of education, health, sanitation, family planning, etc., which ran parallel to
state-provided services. The second phase saw massive expansion of microcredit activity,
which also enabled the NGOs to spread their network into most rural areas. This network
of rural people, who are simultaneously producers and consumers, turned out to be an
asset, which can be harnessed for the betterment of the poor. While internal savings and
the compulsion to get financially self-reliant have encouraged many NGOs to undertake
commercial activities, many such activities do not necessarily create employment for the
poor. The potential for the latter lies in redirecting the NGO resources into activities,
which will employ the rural poor, with NGOs playing the role of a marketing agent
and/or undertaking the risks in production. Some such examples include, production of
Grameen Check by a sister concern of Grameen Bank (which employs more than 6000
handloom workers in rural Bangladesh), marketing of agricultural produce and poultry
products by Gano Kallyan Trust (which interlinks marketing with extension and credit
supports), marketing of wall hangings and thin comforters (Katha) by BRAC, which have
embroidery done by rural poor women, etc. More than 6,000 rural women now own
mobile phone, which enables them to earn substantial income (US $ 75 to $500 per
month) by providing telecommunication services in rural areas.

Encouraging Private Sector to be Socially Responsible

That short-term market solutions do not necessarily lead to long-term benefits to
both parties is widely recognized in both international and national forums. This
recognition has further fuelled the philanthropic urge towards promoting equity across
individuals within a nation and across nations. In institutional forms, this trend had
surfaced more in the international plane than within individual countries. However,
countries in the region have experienced increased social responsibility undertaken by the
private sector. Such participation came in a number of ways, some of which are
mentioned below.

Historically, as noted in the context of education, charity had always found its
way into delivery of social services. With increased commercialization of the economies
and separation between the state and non-state sectors, the incidence and size of charity
had possibly reduced. Where it persists, often long-term personal motives are important.
Where the for-profit private sector is less developed, engagement of NGOs in
commercial activity is identified as “socially conscious investment”. In many such



initiatives, in spite of the activity being undertaken on commercial terms, investments
may not be forthcoming from the for-profit private sector. Long bondage with the clients
leading to moral obligation, possible economies due to networks and due to positive
external economies derived from the microcredit program, may encourage many NGOs
to undertake investments, which partly reflect the social responsibility they undertake.
Generally, such activity is believed to be on rise in the region.

Governments in some of the moderately developed countries in the region, such
as in Thailand and Malaysia, increasingly take initiatives to motivate their private sectors
to engage in delivering social services. There are two broad cases that one observes. The
first involves providing essential services such as childcare to the employees, where one
may find interest of the employers to be involved as well. In the other case, the private
sector contributes to initiatives that do not directly bring benefits to themselves."

A second trend observed in the region arose from restrictions imposed by the
developed countries on child labor use in the export industry. In the case of readymade
garment, which earns a substantial amount of foreign exchange for some of the
developing countries in the region, adjustments to the newly imposed restriction called
for undertaking rehabilitation of child labor already in place and for providing child
education and childcare services to the children of the employees. In many of the
countries, the private sector (often under the umbrella of associations of respective
groups) contributed towards financing such initiatives.

Section 3
The case of Hybrid/Club Goods

Arguments in terms of the “public goods” nature of “social services” had played
important role in rationalizing the government monopoly over delivery of such services.
There is no question that government action was a major contributor to progress achieved in
health and education in developing countries. However, the failures in the public delivery
system is now well recognized, paving the way for wider participation by the “non-
government” sector, often considered a synonym of “private” sector.!* One approach to
conceptualizing the phenomenon is in terms of perceiving the service delivery activities at
disaggregated levels, allowing for each service to be a mix of vertically or horizontally linked
activities. While the “public goods” argument may hold for some such activities, the “private
goods” argument may be made for others. A World Bank paper's notes, “many goods have
shades of public and private goods characteristics” and both public and private sectors may
need to be involved in their production to overcome such market failures. This was also
proposed in Zohir (2001). The interpretation, however, runs into inconsistencies and these
are discussed in this section.

" Evidence on these aspects are not documented, but had been reported in an Expert-Group Meeting at
UN-ESCAP.

ELINNT3

' Casual substitution of such terms as, “private”, “market competition” and “non-government” is too often
observed in the literature, making positive analysis difficult.

'3 World Bank website on "The Role of the Private Sector in Rural Development and Poverty Reduction -
Implications for the Rural Strategy".



By definition, public goods are ‘nonexclusive’ and ‘nonrival’ goods. That they are
nonexclusive implies that people cannot be excluded from consuming them, and they are
nonrival is equivalent to saying that the marginal cost of providing the good to an additional
consumer is zero. It is rather difficult to establish that the services traditionally perceived to
be ‘public’ are strictly ‘public goods’. It is important to note that both these qualities of a
‘public good’ are inherent to the good (or service) itself, independent of the nature of
demand for the good. Thus it is difficult to justify that the private sector started to produce
and deliver ‘social services’ because, one fine morning, we all realized that there are elements
of ‘private good’ in them. Rather, it is more probable that these ‘social services’ did never
have the ‘public good’ character, and it is for some other reason that the public sector
monopoly on the delivery of their services prevailed!

If the social services have always been ‘hybrid’ in nature, one may justifiably question
as to why private sector did not participate in its production and delivery before. Two
obvious answers are, limited market size and market failures arising from factors such as
externality. It is often the case that increased income and awareness of the potential
beneficiaries of public services have led to widening of the market creating opportunity for
private players. The latter has also been facilitated by poor performance in the public
delivery mechanism. For example, children attending state-run schools often pay high prices
for private tutoring. Similarly, household expenses on medical care are often quite large,
which do not get included in public expenses incurred on delivering such services. The close
relation between privatization of and private sector participation in the delivery of a social
service is profoundly visible in the case of water & sanitation. While the poor may opt out of
educational institutions and consider illness as faze accompli, none can refrain from
appreciating the need for safe drinking water and the improvement in living conditions due
to improved sanitation. Thus, the willingness to pay for such services is more in case of
water & sanitation. All these suggest that, maturing of markets associated with increase in
the market size and increase in cost of traditional public deliveries paved the way for
harnessing the private good characteristic of social services.

Emergence of appropriate institutions, countering traditional cases of market failures
have also widened the opportunity for participation of the private sector in the delivery of
social services. The next section discusses one important element of the institutional
changes.

Section 4
Grassroots Organizations — an appendage to a Vertically-linked Market Structure

The preceding section addressed only one aspect of market failure — that
originating from public goods. The literature on welfare economics identifies several
other types of market failure, which includes externalities, asymmetric information and
excessively high cost of establishing and enforcing agreements. Of these, the last two
may better explain why public sector had traditionally delivered social services. It is
proposed in this section that (i) the emergence of grassroots organizations under the

10



umbrella of NGOs in Bangladesh and (ii) the emergence of NGOs as a close substitute of
traditional private business corrected some elements of market failures's.

Abstraction of Real World Markets

Markets and market structures in economics textbooks primarily deals with
‘atomistic’ agents and the focus is more on spot markets. While one may cite many
instances of textbook-type markets in the real world, there is more than ample evidence
on other kinds as well. We purposively highlight a few of these:

e Empirical studies on markets put great deal of effort in capturing the spatial and
temporal dimensions of a market (more appropriately, a collection of markets).
One element of such analyses is the vertically linked tiers through which a
commodity flows — normally such flows being unidirectional. Markets with active
transactions exist in each tier through which the commodity flows. There have
been numerous studies on such markets, especially in the context of rice/paddy.

e Within the above setting, one may observe vertically integrated firms/enterprises.
For example, a producer may employ agents to sell directly to different retailers,
or, may even own the retail outlets.

¢ In the first two cases, markets at upper tiers still exist. It is however quite possible
that the goods or services under consideration have only localized markets, even
though a single business enterprise has chain outlets in several or all of these
markets. One obvious example is the food chains. One may add another — a
typical Bangladeshi NGO!

e In case of the localized market for a particular service (e.g., banking), one may
consider the service provider to undertake transactions from a single vantage, or,
may decide to develop a network at lower tier to reach the clients. While
traditional banks in the formal sector are examples of the former, the MFI groups
represent the latter case.

Generally, the rationale for vertical integration is rooted in cost-reduction and in the
urge to earn premium from brand names. One important element that enables cost
reduction is the presence of assured market. Thus, a supplier will invest little on
developing a client group if the individuals from the group are not regular buyers of a
product the supplier sells. At two ends of the spectrum lie the following two scenarios: (i)
supplier has ‘impersonal’ transactions with her/his customers and invest nothing (not
even a smile!) to develop special client group — an ideal textbook scenario; and (ii) the
same set of individuals buy the product on a regular basis and therefore the supplier takes
the initiative to form a ‘club’ — a client group — in order to promote its products and
reduce costs in sale transactions. Real world transactions mostly lie between the two
extremes with different shades in them. A vendor selling at a spot frequented by foreign
tourists may come close to the first scenario, while savings & credit groups formed the

'® Normally market failures are referred to as justification for market intervention. It is interesting to note
here that market failures may get corrected due to developments that are independent of any direct
intervention.
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NGO/MFIs in Bangladesh may be considered a close representation of the second
scenario.

Snapshots on Attempts to Circumvent
Public Sector Failure in Delivering Social Services

This section sketches the development of institutions in Bangladesh that
facilitated new ways of circumventing public sector failure in delivering social services.
In a way, the same phenomenon also describes the increasing participation of ‘private’
sector in such deliveries.

Scene 1, early 1970s

Immediately after the Liberation in 1971, parts of donor assistance for relief &
rehabilitation were channeled through international and few newborn local NGOs. The
failure in public delivery was perceived as rooted in the difficulties of post-war era.

Scene 2, late 1970s

Swanirvar Bangladesh (SB) under Mr. Mahabubul Alam Chashi was reportedly
the largest ‘NGO’ with national coverage. Attempts were made to ensure that respective
government official properly distributed relief and other resources, allocated to individual
thana/district. The village youth, associated with SB activities, were the provider of
information, which reached a powerful bureaucrat. The latter had the leverage to get
things done at the bottom through the internal chain of command.

Scene 3, early 1980s

Grameen Bank was established under Professor M Yunus. It was the credibility of
a university Professor, which substituted the collateral normally required for bank loans.
It was the groups, with members regularly borrowing from a source, which became the
conduit for cost-effective financial transactions. The GB model successfully showed a
way to reach the poor with credit services that the formal banks failed to do on account of
excessive costs (and possible governance failures!).

Scene 4, mid-1990s

There are more than 500 active MFIs/NGOs with groups covering more than
three-fourth of Bangladesh villages'. Some of them are large and nationally visible, some
are regionally powerful medium sized, and the vast majority of the MFIs are small with
coverage limited to one or two thanas. Facilitated by borrowings from the PKSF, most of
these organizations specialized in microcredit program. Some of the NGOs continued to
deliver other social services (e.g., non-formal education and healthcare).

Scene 5,2003

17 Several reports quote the number of MFIs to be around 1200. We have stated a conservative figure.
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Several activities where the NGO/MFTIs are engaged in include, provisioning of
relief during emergency, collaborate with public sector in safety net programs (e.g.,
IGVGD), education and health services, telecommunication network (Grameen phone in
rural areas), provisioning of electricity by promoting use of solar energy, and in
agriculture extension services including seed development. In many of these ventures,
large NGOs often engage in sub-contracts with the small ones, reducing the cost of
operations and ensuring effective outreaches.

The choice of the scenes has been selective to highlight the emergence of
‘private’ sector in the area of delivering social services. It is important to note that the
networks of small groups were initially raised during the 1970s and 1980s under
awareness-building programs and for limited service delivery. It is only during the 1990s
viability of such networks was convincingly established due to the success of microcredit
programs. The groups reduced cost of delivering services and reduced asymmetry in
information as well — two important elements underlying market failure. The group-based
activities also have positive externality since the same group may serve as conduit for
more than one type of transactions, thereby reducing the average cost under each type of
transaction.

Perceptions on Market Actors — Rethinking the Institutional Space

A number of analytical categories with close real world correspondence have been
allured to in this paper. Textbook concepts of public and private goods were introduced
to suggest that some of the social services are essentially of hybrid nature, and therefore,
exclusive monopoly of the public sector in certain tiers in the delivery of these services
may not be justified. However, the space outside the government/public is not a
homogeneous one. Existing literature identify at least three distinct actors, namely, for-
profit private, NGOs (or, not-for-profit private) and CBOs, all of whom are identified as
important actors in the chain of marketing (i.e., delivering) social services. And
unfortunately, the economics textbooks discuss only one kind of 'private good'
characteristic in a good or service, as opposed to public good. And, there is strong
resistance to view activities of NGOs/CBOs at par with the for-profit private sector!
Drawing upon the experiences described in this paper, two areas of plausible
reconciliation are discussed below.

For the purpose of abstraction, let us define a third characteristic of a good or service,
called the network' characteristic. The idea may be illustrated in the context of financial
service. Banking amongst rural population was constrained under the traditional banking
system since cost-effective networks (of microfinance institutions) were absent. The
latter made it feasible to even reach out to rural poor with other kinds of services, which
were previously under the domain of public sector. It is important to acknowledge that
the government has traditionally been the largest agency with nation-wide network of its
administrative (and/or executing agencies) and sustained by budgetary 'subsidy'.

One may argue that networks under for-profit private sector are widely observed in
procurement and marketing of goods that are produced or consumed by large segment of
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the population. For example, natural evolution of multi-tiered markets of agriculture
produce, and agency structure under brand name footwear, is common knowledge. The
network characteristic however calls for an important distinction — the need for a
vertically integrated structure to ensure delivery of goods or services, often at the
doorsteps of households. Unlike agricultural produce, where markets have historically
evolved from a single tiered to a multi-tiered structure, market for a network-intensive
service (or, good) comes into existence only when there is vertically integrated multi-
tiered network in place'®. However, investments on such networks are worthwhile only
when either the market size is sufficiently large, or, the network is used simultaneously in
markets of several goods and services. The history of NGO/MFIs in Bangladesh suggests
of initial subsidy (from donor assistance), which helped building networks, that
eventually came of use for other purposes.

Section 5
Conclusion

The arguments made in this paper are summarized in the following sentences.
Social services, which were once delivered exclusively by the public sector, are not
necessarily ‘public goods’. Many of these services are hybrid with mixes of public and
private goods. Market failures and limited size of the markets hindered entry of the
‘private’ sector that had traditionally prevailed. Emergence of MFI/NGOs has addressed
both sides of the problem: (i) the network of groups has reduced the cost of reaching the
clients and removed some of the asymmetry in information, and this has been more so
due to using the same network for transactions in several types of services; and (ii) the
same phenomenon has given rise to a new kind of private sector in the guise of ‘NGOs’,
which are no less a corporate body than the traditional private enterprises.

In order to account for the aforementioned problems, the paper further argues that
ceteris paribus, functioning of markets (across goods and services) may vary due to a
third characteristic inherent in the goods and services. This is termed as 'network'
characteristic, often identified in the literature as transaction-intensive, and the
conventionally identified 'social services' are said to be more 'network'-intensive. It is
therefore quite expected that illustrations on private sector participation in the delivery of
social services have largely focused on NGOs' role in such delivery.

There are inherent agency problems within large structures. It had been so in case
of government agencies, and vertically integrated large networks under the NGOs are no
less vulnerable to slippage. Moreover, private sector instincts within an apex body of the
networks may tend to alienate it (i.e., the NGOs) from the CBOs and/or the group
members, eventually leading to deterioration in the quality of services provided through
the network. It is only through encouraging competition that such a path may be avoided.
And, it is better achieved by supporting existence of a large number of providers in a
market, and blind promotion of the traditional private sector may not achieve it.

" 1t is quite possible that with further growth in the market size, service providers in each tier may
eventually separate out.
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