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Public or Private Water Management?
Cutting the Gordian Knot
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“Public versus private” is not the bright line that separates effi- 1 billion people without safe drinking water and over 2.5 billion
cient from inefficient management. Like Alexander the Great, without safe sanitation corruption, inefficiency, and large pro-
who “untied” the Gordian Knot with one slice from a sharp knife, jected capital needs. The extent to which privatization will, in
we believe that the real solution to water problems worldwide has practice, improve water management is as yet unclear. It is clear,
been overshadowed by the ideological debate between advocateBowever, that private companies and investors are not the panacea
and opponents of privatization. some advocates of privatization claimed they would be, just five
The questions we need to answer are these: How can we proyears ago. Prematurely terminated contracts in Manilla, the Phil-
vide safe, affordable water services for all people? How can we lipines, and Atlanta, after only 5 years and 3 years of operation
better involve the community in decisions about water resources under long-term concessions, demonstrate how hard it is to forge
and water systems? How can contracts be designed that effecsuccessful public-private partnerships, even in a regulated market
tively lay out the responsibilities of all parties? How can we en- economy such as the U.S. International currency risk and respon-
sure that the economic incentives for private or public entities are sibility for an adverse change in currency valuation was at the
aligned with our social goals? heart of the Manila failure, while service quality problems seem
In the end, it doesn't matter to a resident of a settlement in to have been critical in Atlanta.
Bombay or a suburb of Chicago whether a public or private com-
pany owns or manages the facilities that deliver clean and afford-
able water to their taps. What does matter is that people—wealthylnvestment and Infrastructure
and poor—have the water they need, that the environment gets a
fair share, that profit levels and prices are reasonable, and thatWater infrastructure is very capital-intensitRC 2002. The
ambient water quality is protected for future generations. “Framework for Action” of the Second World Water Forum esti-
mated that water sector investments needed to increase from
around $70 billion per yeaf2000 to about $180 billion a year.
“Private versus Public” Debate The Framework suggested that private funding would provide
95% of this increas€GWP 2000.
Public water companies provide most water and wastewater ser- But this perspective is increasingly seen as unrealistic. In re-
vices worldwide, nearly 95% by some estimates. But the number sponse to the Framework’s suggestion, a senior water official at
of people served by private companies has grown from 51 million SUEZ, one of the largest water suppliers in the world, stated, “...
people in 1990 to nearly 300 million in 2002. Six water compa- we question whether this level of private investment is a realistic
nies alone expanded from 12 countries in 1990 to over 56 coun-solution to underinvestment in water systenisfoss et al. 2008
tries by 2002(CPI 2003. Signed concession contracts worldwide An official from Thames Water stated at the 3rd World Water
amounted to over $27 billion, based on data for late 1998 in Forum in Kyoto, JapaiMarch 2003 that industry business plan
Public Works FinancingAt that time, over $38 billion of conces-  growth targets multiplied many times over cannot approach these
sion contracts were “in the pipelingWesterhoff 2000 The data levels of additional investment. Furthermore, private financing is
cover only long-term concessions; they do not cover short-term often more, not less, expensive. In the U.S., for example, “the tax
operation and maintenance contracts that are common in theexempt status of municipal debt...creates roughly a 20 to 40 per-
United States. The signed contracts represented 147 projects, andent interest cost gapNRC 2003.
the contracts under discussion at that time represented 192 addi- Finally, infrastructure and capital needs may be significantly
tional projects. less than projected. Centralized, capital-intensive infrastructure
Private involvement in water supply has a long history. In has provided water and wastewater services throughout history,
some places, including the U.S., private ownership and provision but increasing scarcity is compelling water planners to consider
of water was the norm historically. In the latter half of the 19th other options. A “soft path” for water resources is emerging
century, private water systems in the U.S. began to be municipal- (Wolff and Gleick 2002. It continues to use “hard” infrastructure
ized because private operators were not equitably providing ac-like dams and pipelines, but cost-effectively increases the services
cess and service to all citizens or making necessary infrastructuredelivered by traditional infrastructure through water use effi-
investments. In the southern U.S. at the turn of the century, ty- ciency, reuse, and decentralized infrastructerg., improved ap-
phoid rates among African Americans, which were twice as high pliances in millions of homes and businegsdie opportunities
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of the soft path transcend the debate over privatization but arenopoly distribution companies. Even if successful, this system is
often neglected when private versus public is the focus of discus-only partially competitive in that customers cannot individually
sion. specify the quality of water they purchase—they are limited to the
quality of water delivered to their “neighborhood” in the com-
mon carrier pipelines.
Management Quality and Skills More generally, companies can compete “for the market”
rather than “in the market.” Some people claim that profits can be
Better management and increased investment are interrelated. Inkept reasonable by forcing companies to competitively bid for
effective management drives up the cost of providing services andconcessions or service contracts. Periodic rebidding or the threat
will make it harder to make a case for obtaining needed invest- of rebidding can help to keep companies on their toes. Reputation
ment. Private investors, politicians, and customers and taxpayersdeveloped in one service area will affect a company’s prospects of
are reluctant to invest when they distrust management to deliverobtaining contracts in other service areas, and so forth. This
what they are paying for. This perverse value cycle—in which model is fundamentally sound in theory, but may fail in practice.
poor service quality undermines investment that in turn under- ~ One important practical failure is when private competitors
mines service quality—is a significant problem in less developed underbid in order to win a contract, and the contract is so poorly
countries(Moss et al. 2008 written that they can force increases in their compensation later.
Neither the public nor private sector has a monopoly on good Another very common practical failure is to grant long-term con-
management. Many public systems are reasonably well managedtracts that preclude competition for many decades, based on the
Often-cited examples include various U.S. Municipal Utility Dis- belief this is needed to induce long-term investments. But ad-
tricts, the Dutch Water Companies, Australian State Water Au- €quate inducement to invest can be created in 5-10 year contracts
thorities, and the Singapore Water Board. Some private waterthat make fair “balloon” payoffs upon transfer or renewal.
utilities are also reasonably well managed, including utilities in ~ Competition for the market is not limited to private compa-
France and the United Kingdom and at least a few private utilities nies. Public entities that don't “reengineer” themselves when in-
in Latin America and Asia. Proponents of privatization often cite efficiency exists are candidates for privatization. And failure to
La Paz, Boliva; Macao, China; and many cities in Argentina as reengineer also exposes public managers to replacement by other
successes. public managers, an example of nonmarket competition. One suc-
Whether public or private, the need for good management is cessful reengineering, by Phoenix Water Servig@¢/S, saved
critical and the demands on management are growing. Public par-an estimated $10 million between 1995 and 2000. In addition, the
ticipation in water decision-making is increasingly critical for hiring of 72 additional staff was avoided by improvements in
success, both initially and over time. Managing input so that cus- operational efficiency. According to PWS Director Michael Grit-
tomers and citizens feel their concerns are being addressed, anduk, “Privatization doesn't even begin to address the scope of
so that technical staff can get their jobs done, is difficult whether What a re-engineering project can address.”
the water company is private or public. Similarly, Australian public water utilities were reconstituted
Finally, the skills required to directly deliver water services are in 1995 as state-owned companies. Companies pay “dividends”
different than those required to manage a contractor who deliversto their state governments in lieu of corporate income taxes, cre-
water services. As NRC2002 points out, the role of the public ~ ating a financial incentive for politicians to support economically
sector is just as important if the utility operations are handed over efficient management. The companies are also periodically au-
to the private sector. For privatization to work, the public sector dited on a variety of performance indicators, and the comparative
needs to provide effective oversight, monitoring, and regulation results are published. Customers can see if their water quality or
of the private operator. For example, the regulatory apparatus inreliability of delivery or water prices are better or worse than
the United Kingdom(U.K.) after privatization was underfunded industry benchmarks. They can and do exert political pressure if
and understaffed. Profit levels were excessively high and serviceperformance is poor. One tangible example of success due to this
was inadequate, at first. Effective regulatory systems, including type of nonmarket competition is that Yarra Valley Water, one of
those that regulate other public entities, require adequately trainedthree retailers in the Melbourne area, reduced unaccounted-for
and paid staff in economic, environmental, and water quality Water (losses in distribution pipgsrom 27% to 13% between
areas. 1995 and 200Zpersonal communication, Tony Kelly, Managing
Director, Yarra Valley Water, July 2003Advocates of privatiza-
tion mistakenly claim that competition between private compa-
Market and Nonmarket Competition nies “for” or “in” the market are the only ways to obtain these
benefits.

Public economists have long known that water and wastewater

systems are natural monopolies that cannot compete in the usual

way. Customers served by enormously capital-intensive networksBeyond the “Public or Private” Debate

of underground pipes connected to facilities with large economies

of scale(e.g., dams and reservoirs, water and wastewater treat-We believe that real solutions involve creating “system condi-

ment plants, etg.cannot stop buying from an inefficient or low- tions” under which efficient and socially responsible management

quality service provider. Natural monopolies cannot compete for is rewarded and inefficient and socially irresponsible management

customers in the usual way because customers cannot usuallys punished. For example, Gleick et #2002 present 13 prin-

switch suppliers. ciples for privatization that combine social and economic objec-
Nonetheless, competition is possible. For example, the U.K. is tives for water management. The principles include meeting basic

currently testing a system of limited competition where large- human needs, meeting ecosystem needs, providing subsidies

volume water customers can bulk-purchase water from a varietywhen necessary to overcome poverty, setting water rates in gen-

of wholesale suppliers who sell their water through regulated mo- eral at fair and reasonable levels, linking proposed rate increases
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to agreed-upon improvements in service, using subsidies onlyating or reforming institutions in places that have failed for de-
when economically and socially sound, and requiring water com- cades or much longer is a significant challenge. We believe it is
panies to demonstrate that new water supply projects are less‘the” challenge that must be overcome if water is to fulfill its
expensive than projects that improve water use efficiency. They promise as a “weapon of mass salvatioiBachs 200R

also include standards for government regulation and oversight:

retaining public ownership and control of water sources, public

monitoring of water quality, high-quality contracts, clear dispute References

resolution procedures, independent third-party technical review
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