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Summary

149. “… And stakeholders in Brazil thought that the Bank’s urban water group seemed fixated on privatization and water tariffs, driven more by Washington’s agenda rather than by local concerns.” (from World Bank Operations and Evaluation Department, 2001)
.
According to the World Bank’s Water Resources Sector Strategy, as set out in the September 2001 Concept Note, the private sector is to play an increasing role in the development of water services.  The strategy argues that the private sector is necessary for both raising finance and for generating change. 

However, the grounds on which private involvement is sought are flawed. Firstly, the argument that private firms bring in finance ignores the role that domestic consumers and taxpayers play in underwriting supposedly ‘privately’ financed projects. Secondly, the strategy neglects to mention the numerous examples of change brought about under public ownership. Furthermore, the changes that are introduced by private owners are more likely to be in the interests of profit than social development.

As a result of the focus on private enterprise, the strategic priority becomes the creation of conditions which are conducive to encouraging and securing the involvement of international companies. The policy focus represents the needs of investors rather than the interests of consumers. 

The policy stance of the strategy is in sharp contrast even to the review by the World Bank’s own Operations Evaluation Department (OED), which indicates that it is not certain that the private sector can meet the needs of the poor, that World Bank investment in public sector operations should remain an option, and that the World Bank needs to be far more sensitive to local perceptions and the needs of the poor. Specific recommendations concern consultation and evaluation of effects on the poor, but the strategy paper ignores these completely.

In reality private water projects have been hugely problematic. Disputes over prices and service delivery have meant that some projects have failed to get started or have been terminated. Terminations are, however, rare as it has proved extremely difficult for governments to disengage from long term lease arrangements.  The problems of the French model in France and Spain appear to be ignored, although the French model is being imposed on developing countries, and recent comparative studies in the USA are also neglected.

The water strategy reflects the World Bank’s current Private Sector Development Strategy which proposes an enhanced role for the private sector in delivery of all public services. Like the PSD strategy, the water policy presents privatisation as necessary for reform rather than just one policy option to be evaluated and debated. It seems, then, that when it comes to water policy, the World Bank remains fixated with privatisation.

Introduction

This paper critically analyses the policies proposed in the latest World Bank strategy for the water sector, set out in a September 2001 concept note.
  The strategy makes private sector participation a key component for development of the sector. The move from ‘public to public-private-partnership’ is regarded as one of the important transitions underway in the management of water resources and we are told that ‘private investment and management must play an increasing role’ (para 17).  The need for private sector involvement is described as ‘obvious’ - on the grounds that it will bring in finance and will provide a powerful incentive to change.
 

This simplistic approach is deeply flawed. The association of private participation with finance and change does not have a sound empirical basis. Furthermore, the relationship between public and private sectors in private infrastructure projects is often described as a ‘partnership.’ This description appears to naively underestimate the lengths that private firms will go to in order to maximise profits. While the profit focus might contribute to operating efficiency,  it is far from clear that their actions will be in the public interest.

While the Bank does not specifically link privatisation to conditionality in the concept note, it is hinted at, for example where it says that the strategy will explore ways of making Bank interventions more effective which include:

 ‘…becoming more realistic, selective and cost effective…and by being more attentive to issues of the political economy of change in deciding where and how we engage.’ (para 36).

This implies that the World Bank may not be ‘intervening’ – or lending – to countries which decide not to rely on the private sector for water resources. Given the significance of World Bank finance for developing countries, it is imperative that the policies proposed are subject to open discussion and critical scrutiny. This paper is intended to contribute to such a debate.

1. Ability to raise finance 

The World Bank strategy document asserts in a single sentence that “there is the obvious need…for private sector involvement if the huge financing needs are to be met” (para 45). This is supported by only a general reference to the World Commission on Water (WCW). However, in many respects, publicly owned water companies have at least equal access to finance and these may even be cheaper. Moreover, developing country governments are regularly required to provide financial backstopping to supposedly privately funded projects.

Same finance sources

In the financial sector, lending criteria are based on the commercial viability of undertakings. This includes an assessment of contractual arrangements and guarantees, but rarely ownership per se. The same sources of finance, including commercial and development banks, are in principle available to both public and private sector operations.

There are numerous cases where the public sector has mobilised finance for investment in water resources.  Examples in Central and Eastern Europe might include: Vilnius Water, Lithuania
; Riga Water, Latvia
; Zywiec "Association of Communes for Ecology", Poland
. Examples in developing countries might include: Sao Paulo’s Sabesp, Brazil
; Fuzhou, China
; municipalities and INCA, South Africa.
 (See Hall 2001
 for more on this subject.)

The private sector can appear to mobilise financial resources when privatisation is linked to World Bank conditionality as significant amounts of aid are often released once the policy is implemented - a self-fulfilling prophecy. 

The terms of borrowing of private companies may be no better than those of publicly owned organisations. Credit ratings, which reflect the terms on which companies borrow, may be no better for private ventures involving multinational companies as for sovereign governments.  This reflects the fact that loans are raised against the local venture, not secured on the equity of the multinational parent group (although even the groups themselves may have surprisingly poor credit ratings). 

Public sector underwriting of private finance

Private firms can only raise funds for investing in infrastructure if their financiers are assured that they will be able to repay. This means that domestic consumers will have to pay for water services at a rate that ensures the private provider earns a commercial return. To ensure that this is achieved, privatisation contracts regularly incorporate terms by which the government guarantees to reimburse losses or even a guaranteed rate of return for the private firms - e.g. Pecs, Szeged (Hungary), Plzen (Czech Republic), Cochabamba (Bolivia).

Even where contracts fail to ensure that private firms are protected from losses, they have been renegotiated in favour of the multinational as for example in the case of SAUR in Dolphin Coast, South Africa.

Making changes?

The second reason that the strategy considers private sector participation to be important for water resources management (the first being to raise finance, discussed above) is that it provides the impetus for change:

 “ Improved water resources management only happens when there are incentives for important actors to make things change.  The OED review and the Bank’s consultations show that the insertion of the private sector (as operator of an urban water supply or a hydropower plant) provides a powerful incentive to change. The case of the concession contracts in Manila provide a graphic illustration.”

This is an extremely simple version of the argument that public sector operations are incapable of changing and improving, whereas the private sector, driven by competitive forces, is an engine for change. Such an argument neglects the wide body of empirical evidence which has yet to conclude that the private sector is more efficient than the public sector.

The strategy talks about a need for change which will only be achieved with privatisation but fails to consider what changes might take place. Changes are likely to be in terms of efficiency, profitability and labour productivity. Often these are achieved by cutting the workforce as well as by disconnecting non-payers. Neither of these are the preserve of the private sector alone and both will have an adverse welfare impact.

There are, then, two main weaknesses in this argument, both of which are demonstrated by events in the World Bank selected example, Manila. Firstly, the fact that efficiency and performance can be enhanced while retaining public ownership and control of water operations is not considered. Secondly, the potentially adverse social and economic impact of introducing the profit motive in local water operations is overlooked. These are expanded below:

· The public sector has shown itself to be capable of instigating the changes necessary to improve performance. There are a number of examples where restructuring of water undertakings have been carried out by the public sector (e.g. SABESP in Brazil, SANAA in Honduras).
 

In Manila, the management and institution of the water authority had in fact shown itself capable of changing very much for the better, and was commended for doing so in 1995 by none other than the World Bank itself:  

“The MWSS is now a mature organization with well-qualified staff, led by an able administrator” (OED, 1995)
. 
· While privatisation may make firms appear more efficient by introducing changes, these may not be in the public interest due to conflicts between profit maximisation and developmental objectives. The main way to boost the profitability of a water venture is to increase revenue (prices) and cut back on costs (often labour is the most flexible of these). Another way of cutting costs is to cut back on unprofitable services, e.g. to rural areas.

Employment cuts featured strongly in the Manila water privatisation. It was reported that about 4,331 employees were taken on by the concessionaires on privatisation.  However, these workers were put on probation and subjected to medical and other qualifying examinations. According to the Philippine union umbrella organisation COURAGE, hundreds of workers were again terminated within the first quarter of the concessionaires' operations. The following report provides more details:

“Another 1,000 employees were out of their jobs after six months, with about 1,500 more due for retrenchment owing to the restructuring of the concessionaires' operations. One and a half years after the privatizations of MWSS, about 620 were laid off for failing in the medical exams, among other reasons. In the meantime, the remaining employees were being made to take on additional workloads. Since no replacements were made for vacancies, existing employees had to take on the tasks left behind by those who were retrenched.”
  

It was also reported that the concessionaire threatened further labour cuts or wage reductions if the regulator did not comply with requests to allow water prices to increase.

Another example of the conflict between the interests of private investors and social considerations is provided by Bucharest, where in May 2001 the mayor accused Vivendi’s Apa Nova of breaching its obligations towards employees, as provided for by the concession agreement. In fact the private concessionaire planned to cut 3,000 of its 4,900 employees. The mayor conceded that the restructuring was necessary but said that this should be spread over a longer period in order to allow the city council to absorb the workers laid off
.     

In whose interests?

Providing a water service through the private sector means that the government has to walk a tightrope in order to balance the conflicting concerns of different interest groups. Yet, the concept note persists in adopting a one-dimensional approach to issues which have different implications for the various parties involved. One the whole it is the interests of investors with which the World Bank seems to be most concerned.

One-sided approach

The overriding importance attributed to the private sector pervades the details of the Bank’s water resources strategy. For example, the paper states that “the Bank Group is at a crossroads.  While the Bank Group has played a role in highlighting the benefits of private involvement, it has still some way to go in establishing its reputation among potential private sector actors as a reliable and realistic partner” (para 49).

Given their efforts to support MNCs in recent years, one wonders what more the Bank has in mind in order to establish a reputation among potential private sector partners. The World Bank has skewed the available policy options in favour of privatisation by means of financial conditionality. Furthermore, the World Bank Group has invested in private sector operations
 and invited private companies to participate in policy-making and research through the Global Water Partnership and other bodies.
 

It is also alarming that the strategy paper should state its wish to be a credible partner to private investors when it nowhere states a corresponding ambition to become a credible partner to people in developing countries. Given the World Bank’s role as a development bank it might be expected to have opposite priorities.

Risk management for whom?

The paper mentions ‘risk’ a number of times but fails each time to spell out whose risks they are referring to which fogs the interpretation of who gains from the strategy.  The strategy concept note describes investment infrastructure as having high risk but also high returns.  In general it seems refer to risks in terms of those facing private companies and returns in terms of those accruing to developing country governments from private participation in water resources. 

In reality, there are substantial returns for private firms from an investment which is relatively low risk if government guarantees are provided.  Furthermore, governments, local authorities and consumers face considerable risks in entering into contracts with private firms: 

These include risks of the project failing (e.g. Tucuman, Argentina); of the contract becoming unworkable (e.g. Dolphin Coast, South Africa); of the company failing (e.g. Azurix, Buenos Aires province, Argentina); of socially unsustainable price increases (e.g. Cochabamba, Bolivia); and of corruption and distorted accounting (e.g. Grenoble, France).  

In practice, the World Bank or governments are expected to carry key risks to attract and re-assure international companies. While the strategy paper regards the need for private sector finance as ‘obvious,’ it quickly points out that the private sector is unable to ‘go it alone.’ Thus the role for the public sector is said to be: i) to assess options and identify projects; ii) develop stable legal and regulatory environment; iii) provide guarantees; iv) develop set of predictable and fair rules and procedures (para 45). While a sound institutional environment is desirable for both public and private sector operations, where the state is expected to provide guarantees, this can effectively undermine the whole concept of risk-sharing which underlies much of the Bank’s recent policy initiative of Private Sector Development.

Short-termism

There is an inherent conflict between capital markets, which are looking for quick returns, and the need for long term investment to develop water services in developing countries. 

The strategy paper proposes that this is dealt with by governments and users of water providing guarantees to the markets: “The long pay-back periods for most water infrastructure do not “fit well” with capital markets in which maturities are typically short.   There is, accordingly, a need for the use of guarantee mechanisms so that long-term money is available” (para 45). 

Investment in water infrastructure is thus expected to adjust to the short-term outlook of capital markets, by the provision of guarantees (from governments or through the World Bank Group).  This may be the simplest way of enabling those markets to play a profitable role in water in developing countries, but not necessarily the best option for developing countries in need of long-term investments.

Such a policy fails to address the fundamental incompatibility between short capital flows and the need for long term investment. One of the key functions of development banks such as the World Bank is to take a longer-term view than commercial banks, not adjust their own and country practices to fall in line with the short-termism of the capital markets. Rather than proposing an additional legal and bureaucratic layer on a stretched public sector to deal with this mismatch, the strategy should be looking for alternative more compatible approaches to policies and finance. 

For example, the strategy fails to explore the potential for tapping longer-term investments from pension funds, which typically have long-term liabilities and may be expected to be interested in long-term investments. Furthermore, the strategy fails to address the concern that MNCs will not have the long term developmental perspective for water resources that a locally owned and managed democratic organisation might demonstrate.

A new role for the Bank

With a greater focus on the private sector comes a different approach to World Bank finance in the water sector. Traditionally, World Bank assistance in the water supply has been provided by the IDA in the form of concessional loans to governments. However, with greater private participation, it is ‘not unconceivable that …IFC and MIGA may be called to play an enhanced role’ (para 29). Later, the role of these two World Bank agencies is perceived as ‘vital.’

The Multilateral Investment Guarantee Agency (MIGA) provides political risk insurance to investors and lenders. The International Finance Corporation (IFC) has a remit to lend or provide equity investment for private companies investing in developing countries. The IFC also provides technical assistance, for example, advising the government of the Philippines on the privatisation of water in Manila, for a fee of $6.2m.

It is highly desirable for investors to have these two agencies involved in private sector projects for the reason that, given the significance of World Bank lending, governments will place priority on ensuring that projects sponsored by divisions of the Bank Group run smoothly. 

It is not so clear that the developing country governments benefit to the same extent. While the IFC and MIGA may bring in investment, this is on the basis of commercial returns and not always in the wider interest of national development. Furthermore, they have been criticised for poor disclosure of information, sometimes on the grounds of business confidentiality. (For a detailed critical assessment of the operations of these two organisations, see two recent reports by Friends of the Earth.)

If there is one thing that is vital to the sound provision of water supply and sanitation, it is transparency and this requires public access to information.  Transparency is undermined where access to information is restricted in the name of commercial confidentiality and where disclosure records are poor. The case of Grenoble, France provides an example of the costs suffered by local communities due to water privatisation, corruption and lack of transparency.
 

2. Contrast with OED recommendations

In an appendix, the strategy sets out the recommendations of a report
 by the World Bank’s own OED team on the water sector, and claims compliance or planned action on all headings. Yet what is most remarkable about the OED report is that it is in fact very critical of many of the practices which the strategy paper still holds as central. The criticisms of the OED are simply ignored.

OED: Use public sector capacity as alternative 

The OED report observes that water privatisation finds it hard to help the poor, and that the World Bank could consider using the public sector as an alternative – observations which the strategy paper ignores in silence. 

“Private provision is cost-effective–but has it helped the poor?

85. The Bank facilitated the commercialization of public water utilities and regulatory

frameworks to leverage substantial private investment. Privatization of municipal water supplies in Africa and in Latin America and the Caribbean has achieved greater area coverage at no public cost. But getting the private sector to focus on the alleviation of poverty and to design tariffs in a way that does not discriminate against the poor has proved hard to achieve in practice…..
87. There is concern among NGOs that the new focus on private sector participation has

adverse consequences for the water and sanitation needs of the poor. Non-urban areas lack the

economies of scale so attractive to private investment. And peri-urban areas pose the biggest

service challenge to public and private sectors alike, particularly as they tend to house migrants escaping from rural poverty. So, where the private sector cannot deliver or sees the risks as too high, there may be a case for the Bank to intervene to improve capacity and policy to upgrade public sector utilities.”
OED: water pricing is politically sensitive issue

The OED report also acknowledges the political sensitivity of water pricing, calls for realism, and notes that there have been problems due to the ignorance amongst Bank staff and consultants of practical management of water systems, and the importance of realism.  Again, neither issue is addressed in the strategy, where pricing only features as necessary to deliver returns to companies:

“94. The Bank’s ability to give practical advice on pricing is diminished because few staff or

consultants have experience in setting tariffs or managing the finances of utilities and irrigation

authorities. This is being addressed by the Bank’s Water and Sanitation Sector Board. Only a few Bank operations contain irrigation service-fee components within a work program for a

functioning and financially autonomous irrigation service provider. Given the political sensitivity of pricing, it is essential to be realistic in setting performance targets and linking them with enabling institutional reform.

OED: World Bank perceived as ‘fixated’ on privatisation

The OED also bluntly relays some local criticisms of the World Bank, including its unbalanced obsession with the private sector:

“….And stakeholders in Brazil thought that the Bank’s urban water group seemed fixated on privatization and water tariffs, driven more by Washington’s agenda rather than by local concerns” ( Para 154)

The OED clearly has some sympathy with this view. In its recommendations it calls for 

“Driving the choice between private and public sector involvement by hard-nosed institutional analysis of what works and what does not in differing country contexts” (rec 3c). 

The strategy paper ignores this.
OED calls for more local consultation and assessment, not business

Other OED recommendations are strikingly different to the priorities of the strategy paper. The OED starts with the clear recommendation that the World Bank should  

“Aim country dialogue and institutional development at integrating the social and environmental concerns with water resource development and project implementation. This requires: 

a) Greater attention to linking water projects with CAS and poverty strategies, to better understanding local institutions and preferences, and to monitoring and evaluating project effects on poverty…”  (Rec 1 a)

The strategy paper however makes no mention of improving understanding of local institutions, of integrating social and environmental concerns, or even of monitoring the effects on the poor 

Sourcing the strategy: PSD preferences

So what is the source of the paper’s approach, if not the OED? The answer may lie in the World Bank’s wider private sector strategy (PSD-strategy), which seeks to switch World Bank resources away from the government-funding IDA and IBRD, towards the private-sector-only IFC; and at the same time to link World Bank support for projects to output-based schemes, of exactly the form of private water and energy concessions.

It is currently the subject of controversy within the Bank and on its board. Both PSIRU
 and GCI 
 have published detailed critiques of the PSD-strategy.  

3. Reality check: the behaviour of private companies 

The paper does not address the real problems posed by the private sector’s own distinctive interests, the maximisation of shareholder return, and the problems posed by companies behaviour in pursuit of this goal.

Withdrawals, terminations and challenges

The paper hints at the problems of companies withdrawing from contracts, saying, for example (para 50) that one of the parameters of a more effective business model would include “reversing the growing disengagement from high –transactions cost, reputation-risky projects.” 

There have been a number of problematic private water projects and some have failed to even get started due breakdown in the negotiation stage. 

Table 1. Terminations or cancellation of water concessions/projects 

(* = Contract not awarded)

	Country
	Concession/Project


	Multinational
	Year

	Argentina
	Buenos Aires (province)
	Azurix
	2001

	India
	Bangalore
	Nuon-Biwater (Cascal)
	2001

	France
	Grenoble
	Suez-Lyonnaise, Vivendi
	2000

	Bolivia
	Cochabamba
	International Water
	2000

	Zimbabwe*
	Country
	Biwater
	1999

	Trinidad
	Country
	Severn Trent
	1999

	Germany
	Potsdam
	Suez-Lyonnaise
	1999

	Argentina
	Tucuman
	Vivendi
	1998


Source: PSIRU database.

Table 2. Problems with some water concessions, current (2001)

	Country
	Concession


	Multinational
	Problem

	South Africa
	Fort Beaufort
	Suez-Lyonnaise
	 Prices

	Estonia
	Tallinn
	International Water
	 Prices and contract

	South Africa
	Dolphin Coast
	SAUR
	Prices and contract

	Bolivia
	La Paz
	Suez-Lyonnaise
	Failure to deliver to poor

	Bulgaria
	Sofia
	International Water
	Labour and prices

	Indonesia
	Jakarta
	Suez-Lyonnaise, Thames
	Labour, prices, accountability

	Thailand
	Pathum Thani
	Thames Water
	Commercial viability, service and compensation

	Czech Republic
	Prague
	Vivendi / Anglian Water
	Prices and transparency (cost estimates) 

	Puerto Rico
	Puerto Rico 
	Vivendi
	Service and costs (deficit)

	Uruguay
	Maldonado 
	Aguas de Bilbao
	Service, prices and contract


Source: PSIRU database.

Problems with French model

The World Bank’s support for private water is support for a French model, recommended to developing countries, of local authorities issuing long-term concessions to large companies. Yet the fact that France has experienced serious problems as a result of this model, including corruption, over-charging, loss of transparency, are documented in published reports – but these known problems are never mentioned
. 

This is made worse because a central aspect of these problems is the imbalance between local authorities and MNCs – an imbalance which is bound to be far greater in developing countries.

 Are water concessions eternal? 

The World Bank, along with other advocates of privatisation, never discuss the extremely important question of whether and how a private water concession can ever be terminated, re-tendered, or brought back into public ownership.

Few water concessions in developing countries have lasted long enough yet to reach their appointed end. The most long-standing example, in the Cote d’Ivoire, was originally awarded without any public competitive tendering, and was later renewed and extended without any public or competitive tendering.  Tucuman and Cochabamba have been terminated, but huge compensation claims from the MNCs are still pending. 

The only countries where water privatisation has existed long enough to see what happens are France and Spain. In France, until recently, concessions were frequently renewed without tendering, according to the Cour des Comptes, France’s national audit body.  In future more concessions can be expected to be re-tendered.

But this is no guarantee of re-opening competition. In 1902, the city of Valencia, Spain, awarded a water concession to a private company, AVSA. The contract specified that the monopoly would last for 99 years. And so in the late 1990s, for the first time since 1902, the city of Valencia began to draw up tender documents. At this point AVSA, now part of the SAUR-Bouygues multinational group,  and advised by international accountancy firms Pricewaterhouse and Arthur Andersen, announced that if it lost the tender it would demand compensation of  54 million Euros (=US dollars) for investments it had made in the system
.

The tender proceeded, with a clause stating that the winner would have to pay Euro 54 million to AVSA. Not surprisingly, there was not a single competing bid. AVSA, now part of a joint venture with the council itself, will enjoy the concession for a further 50 years. In 2050, the city of Valencia will have had 150 years of private water monopoly with not a single competitive bid
. 

What is expected to happen in developing countries as the World Bank sponsored concessions come to an end in 2015 and later? 

Evaluations in USA: public sector better

Finally, what is striking about the World Bank insistence on promoting water privatisation is that it appears to ignore the lessons to be learned at its own doorstep - for example, from the US experiences of New Orleans and Washington DC, where the Bank’s headquarters are placed.

· In October 2001, the USA watchdog group Bureau of Governmental Research (BGR) reversed its position on proposals to privatise the New Orleans Sewerage and Water Board (SWB). BGR President Janet Howard said that it had been disappointed in the way that the process had unfolded stating that "It has kept the doors wide open for ongoing political interference with the SWB".  

BGR stated that privatising the SWB would line the pockets of politicians and not fix the city's aging infrastructure and that privatisation would "...raise the costs for the people living in New Orleans". BGR's concerns followed allegations of corruption and investigations over unclear relationships between Vivendi’s subsidiary Professional Services Group (PSG) and members of SWB
. 

· In previous years, a comparative evaluation exercise was carried out in Washington DC in order to decide whether or not to privatise the local water utility. The final decision was that responsibility for water supply and sanitation would be retained under public ownership and management, as this provided the same efficiency gains at a lower cost for consumers and thus was preferable from an economic point of view. In 1996, water supply and sanitation operations were restructured into WASA (District of Columbia Water and Sewer Authority). WASA is still publicly-owned and democratically accountable. It has financial autonomy and the ability to raise investment finance through issuing bonds
.  

4. Conclusion

There are a number of limitations in the World Bank’s water strategy and these stem from the organisation’s misplaced faith in the private sector. The strategy:

· Fails to reflect reality or to learn from international experience;

· Does not properly consider the full range of alternatives;

· Represents a rigid one-sided, one-size-fits-all approach.

These are criticisms that have been levelled at many of the World Bank’s operations.  In the strategy document, we are told that: “the challenge now is not vision but in developing innovative institutional and technical solutions…” (Para 43). The strategy itself fails to live up to this challenge. Rather than objectively assessing alternative structures, it seems from this that the World Bank water policy is still fixated with privatisation.
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