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EEB SPECIAL REPORT:

A REVIEW OF WATER SERVICES IN THE EU UNDER
LIBERALISATION AND PRIVATISATION PRESSURES

1. Introduction

A number of former state services, such as telecommunications, posta services, and eectricity and gas
sarvices, have been continualy opened to private involvement and market competition during the last
couple of years, or their opening a least has been put on the politicd agenda. This development is
closgly linked to the development of a single European market in the context of the European integration
process. Many economic improvements are expected from increased competition, e.g. efficiency gains
of these sectors that are findly passed on to European consumers. Until recently, water services have
been excluded from these developments, but the continuous liberdisation of dl kinds of former date
sarvices together with some specific developments in some Member States have aso provoked a
European discussion about the liberdisation of water services.

Fundamenta discussions underpin the debate about water service liberdisation. Is water a common or
economic good? Or isit both? Does it have to stay as public property? These questions ded with the
vaue of water, overriding commercia costs and prices.

Palitically there have been many atempts to define the character of water. In 1977, the first mgor
United Nations conference on water resources, held in Argentina, stated in itsfind declaration that
everyone has the right of access to drinking water in quantities and qudity equa to their basic needs.
Thisright has been taken up again in paragraph 18 of Agenda 21, which was approved in Rio de
Janeiro in 1992. However, among the so-called Dublin principles, derived at an Internationa
Conference on Water and the Environment in 1992, is for example the notion that, “water has an
economic vauein al its competing uses, and should be recognised as an economic good”.* A smilar

definition was found &t the World Water Forum in The Hague that took place in March 2000.

This economic approach contrasts with other statements, like the Declaration of the Fourth P7 Summiit,
the summit of the World's Seven Poorest Countries. In 2000, the P7 Summit caled for aright to water,
since water isthe basis of sustenance and life. The participants opposed the notions expressed by the
World Water Forum in The Hague?

The EU-Water Framework Directive from December 2000 considers water not to be “a commercia
product like any other but, rather, a heritage, which must be protected, defended and treated as such.”
But the new EU water law aso encourages the use of economic instruments to achieve environmenta
objectives.

The Dublin statement, the Hague Declaration, and the Water Framework Directive can be interpreted
as primarily aimed at accounting for the value of economic instruments — such as proper water pricing —
in order to respond to the problem of water scarcity and unsustainable water use. However, they are

! ICWE: The Dublin Statement on Water and Sustainable Development. International Conference and the
Environment, Dublin, Ireland, 1992. Tydeman, Christopher: Putting a value on ecosystems. Presentation at the
Conference on Pricing Water. Economics, Environment and Society, 6. /7. September 1999 Sintra, Portugal.

2 Declaration of the 4" P7 Summit (Of the World's Seven Poorest Countries): Water: A Right to Life in the 21%
Century. Conferencein Brussels, June 2000.
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increasingly turned againg the environmental purpose. Referring to the “economic character” of water,
industry groups and others want to treat the water market like other service markets, and cdl for the
privatisation and liberaisation of the water supply and wastewater disposd.

In order to understand the background of the recent discussion about water market liberdisation, the
European and the Internationd levels, as well as the level of the EU-Member States, will be looked at
separately. Obvioudy, the levels are interdependent, but a short, separate analysis will help to darify
and introduce the discussion.

European Level

The European Parliament recently discussed the opening of water markets to private investors.® But the
Parliament largdly rejected most of theseidess.

Closdly linked to thistopic is the discussion of whether or not water services have to be treeted as other
sarvices of generd interedt; i.e. to what extent the same market rules gpply to water as for energy, ges,
telecommunication and inter alia trangportation.

The discussion on water liberalisation also came up because of the EU debate on water pricing. The
European Commisson supported a harmonised water-pricing regime during the development of the
Water Framework Directive. And during the find negotiations on the Water Framework Directive the
Commission came forward with a Communication on water pricing in July 2000, with a strong focus on
agricultural water uses. But the European Parliament and Council rejected the strict rules in the Water
Framework Directive, which only requires Member States to take into account the principle of
recovery of the costs for water services and to specificaly include environmental and resource costs.’

It was darming that during the negotiations on the Water Framework Directive, the countries that are
moving towards, or aready have established, privatised water supply and wastewater markets were
cdling for wesk environmenta objectives.

The European Environmenta Bureau (EEB) supported binding water pricing rules in order to achieve
the environmenta objectives, but dso stressed that it is necessary and possble to structurdly divide the
discusson on water pricing and privatisation of water supply and liberdisation of water markets. The
main, important goas of EU water policy are the protection and improvement of the aguatic
environment and the contribution to sustainable, balanced and equitable water use.  Water Pricing can
represent one tool, beside others, to achieve these goals, and does not represent agod in itself.®

One year after the adoption of the Water Framework Directive, the Committee of the Regions
discussed in a draft report, never adopted, the setting up of, “a European water agency a Community
level, operating under the auspices of the European Parliament and in co-operation with nationd,
regional and local representatives’®. Augtrian representatives, in particular, feared that such an agency

® Report by Werner Langen on Services of general interest in Europe (PE 296.003/279-294). Here, water services are
treated like other services of general interest e.g. transportation, post and energy. The water market should be in
principle opened up for private operators.

* EEB Handbook: EU-Water Policy under the Water Framework Directive, January 2001, p.56f.

®Scheuer, Stefan: Europe of Water, Water of the Europeans. Presentation at the Conference on the Water Framework
Directive and Water Pricing, 14 September 2000, Lille, France.

® Bellet, Marc: Draft Opinion of the Committee of the Regions on the Communication from the Commission to the
Council, the European Parliament and the Economic and Social Committee on pricing policies for enhancing the
sustainability of water resources (COM (2000) 477 final), 23 July 2001.
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would promote a shift from local to European responsibility and decison-making power in the water
sector, and would enable water to be put on the market fredly throughout Europe, and they therefore
objected to its adoption.’

International Level

Simultaneoudy, one needs to be aware of initiatives a the internationd leve: on one hand, the French
nationa standards setting body AFNOR tabled a proposa in May 2001 to bring standards for water
sarvices under the auspices of the Internationd Organisation for Standardisation (1SO), a globd
dandard-setting inditution. According to the proposd, 1SO should promulgate globa rules for the
management of drinking water, wastewater and rainwater sawage.

On the other hand, the European Union seems to be pushing to include water services in the World
Trade Organisation (WTO) sarvices negotiations. Services, which are treated within the Generd
Agreement on Trade in Services (GATS), were one of the primary topics a the WTO Minigerid
meeting held from November 9-13" 2001 in Qatar. If the WTO aims to start a new round of
negotiations on Services, and if it decides to bring water services under the GATS, inter dia nationd
regulations of foreign providers of loca water services will be grestly curtailed. Furthermore, since ISO
is one of the few standard-setting organisations referenced in WTO-agreements, 1SO standards are
likedy to be the point of reference for any dispute involving a conflicting nationa dandard. In
consequence, poor water service standards set in the 1SO could undermine higher standards set by
national governments around the world.2

However, these internationd inditutions thet are not only involved in weater matters: in generd the World
Bank and the Internationd Monetary Fund (IMF) make their loans conditiond on the privatisation of
water services. Apparently they are assuming that private sector participation is the only possble
catdys for investment and rationdisation. The private companies are, moreover, firsly expected to
provide funds for new plants or for an upgrading of old ones, and secondly, to provide the necessary
technicad and management know-how and to aso ensure increases in efficiency and long-term
commitment.”

Furthermore, the creation of water-funds — for example by the Avadon Trust Company or the Fictet
Bank — is an indicator for the changing attitude towards and the understanding of water. Instead of
defining it as a“ heritage’, water istreated increasingly as an object of investment and speculation. ™

EU-Member Sate Level

The water companies of England and Waleswere privatised in 1989. British water experts argue that,
“privatisation combined with effective regulation is widdy recognised to have resulted in subgantia
improvements in the water environment and in drinking water qudity”, and that “the water industry has

" Perterer, Manfred: Landerkampf um Wasser. Die osterreichischen Bundesldnder haben im Kampf um ihre
Wasserrechte einen kleinen, aber wichtigen Sieg bei der EU errungen. In: Salzburger Nachrichten, 29 September 2001.

® Hurwitz, Mark W.: Environmental Standards. Proposal for Drinking Water and Waste Water Management
Committeein ISO. In: Harmonization Alert, Vol. 2 No. 6, p. 1-3.

° Forum Umwelt und Entwicklung, BUND, GRUNE LIGA, VKU and others: Policy paper for the Bonn International
Conference on Freshwater, November 2001.

sadler, Lisa: Das Geschaft mit dem “blauen Gold”. In: Kommunamagazin No. 10, 2000.
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aso become much more efficient,” athough, “bills have had to rise above the rate of inflation” to meet
the scale of investment.™

While services improved somewhat (Sarting from avery low standard in international comparison), the
overdl outcome of privatisation in Britain is regarded as critical.® Reponding to new European drinking
water standards from 1998 (Council Directive 98/83/EC), public concern about risng water prices and
insufficient network maintenance, England and Wales passed new regulaions. As aresult, water
companies consdered sdlling the networks back to the public®.

In France, the water market remains the responsibility of the municipdities who ether run the services
themselves or delegate, with the help of tenders, the service to private operators. The biggest market
shares here are obtained by Suez Lyonnaise des Eaux (Ondeo) and Vivendi. These companies are
internationaly very active and obvioudy support privetisation as well asliberaisation. They do dso have
a great advantage a internationa level, Snce the international monetary ingtitutions consider the French
mode of concessions and leases to be the most profitable economically.

In contrast to England, Wales and France, the German water serviceis mainly in public hands. But more
and more private-public partnerships have emerged, and recently an intensve discusson about the
liberaisation of water services was initiated by a sudy by the Ministry of Economy. So far only 1.6% of
the totd water supply is delivered by private companies and municipdities remain respongble for the
water services. The liberalisation of the German water service sructure, relying on a very decentralised
Sructure with about 6,500 water suppliers and 8,000 wastewater treatment companies, would
represent a dragtic change with negative consegquences on water and service quaity, consumer hedlth,
water pricing, and sustainable water management™.

Why is the discussion on water liberalisation so important?

The discussion on water liberdisation is important to follow and observe since it may have far-reaching
consequences on how water is perceived and managed.

Firdly, the ethica definition of water itsdlf is a stake. The EU Water Framework Directive reveds why
water is not just “customary merchandise’, and underlines the fact that water is not a norma economic
good. But those who favour liberdisation tend to tret it as exactly this, a norma economic good, either
relying soldly on a pardle with other network services like eectricity, gas and transport or just pursuing
purely economic interests.

Secondly, in the case of an obligatory opening-up of the water market, mainly motivated by pure market
orientation, criteria such as sustainability, the precautionary principle, ecologicad water management and
cost-recovery are likely to be neglected.™ Concentration processes, for example, are likely to lead in

" Reiter, Sheila: Implementing water pricing policies. Transparency and customers participation in water pricing
policies. Presentation at the Conference on Pricing water. Economics, Environment and Society, 6/7 September 1999
Sintra, Portugal.

2 P RU publications, see www.psiru.org

3 Umeltbundesamt — Beitrége zur nachhaltigen Entwicklung: Nachhaltige Wasserversorgung in Deutschland,
November 2001

14 Umwltbundesamt: Liberal isierung der deutschen Wasserversorgung, November 2000

> EUREAU: Comment on the draft report from the Committee on Economic and Monetary Affairs of the
European Parliament on the Commission Communication “ Services of General Interest in Europe” (COM (2000) 580),
August 2001.



most legd systemsto less groundwater protection. Private companies are generally less accountable and
less transparent than public operators™®. They naturaly focus on economic efficiency, which does not
automaticaly ensure that sustainable goals are met.

Furthermore, water liberdisation is conddered to separate economic interest spheres from
environmental ones, which would make environmenta protection less obvious and hence not easy to
implement. Liberdisation could also endanger current water gtructures, which are very distinct and
adjusted to very different conditions from region to region.*’

Findly, mgor socid groups are expressng strong concerns about ongoing efforts to liberdise and
privatise water services.

“Liberdisation and privatisation, together with the resulting commercidisation of water supply could lead
to a decline in water qudity, the prevention of water pollution, tried and tested diversty and a
sugtainable perception of water management.”*®

'8 The degree of transparency and accountability varies of course from country to country. OFWAT for instance
publishes yearly data of English and Welsh water operators, which are limited as the companies just provide the
required information. In France however, private companies are also accountabl e to the municipalities. And the Dutch
water management is transparent and is as well characterised by an extensive involvement of the population. Hansen,
Wenke / Interwies, Eduard / Kraemer, R. Andreas. Privatisierung der Wasserwirtschaft in Europa. Bleibt der
Umweltschutz auf der Strecke? In: GVW: Journal Wasser Abwasser, No. 8, 2001.

" schénauer, Sebastian: Privatisierung — nein danke! In: Info-Dienst, No. 45, January 2001.

'8 Forum Umwelt und Entwicklung, BUND, GRUNE LIGA, VKU and others: Policy paper for the Bonn International
Conference on Freshwater, November 2001.



2. Basic Terms

In the following, concepts and terms central to the discussion on water services will be presented. They
are important to keep in mind when discussing the future organisation of water services in Europe. We
come from a common understanding, but different groups spesk different languages. Therefore,
developing a sound understanding of the theoretical aspects of privatisation and liberdisation and of
environmenta aspectsis crucid.

2.1  Privatisation and liberalisation
Two words dominate the discussion and need to be defined beforehand: liberadisation and privatisation.

The term privaised or privatisation refers (here) to dl forms whereby the management of the
operation of a public service such as water, or part of it, is devolved to a private entity. It thus includes
sdes (asin the UK); concessions of lease, or, following the French modd, any form of joint venture or
partnership between companies and public authorities in the services, management contracts, and the
sub-contracting of dements of service for example of maintenance.™

Liberalisation is the process by which governmental control over a certain economic sector is
decreased, in order to let market forces do the work. In the water sector, this means for instance the
abalition of territoria unites and monopolies, enabling an independent decision on how to organise water
provison. Liberdisation of the water market would therefore result in a direct competition of water
services suppliers.

2.2  Different organisational forms of water services

In the water sector there are severd organisational forms of water services. The basic division goes
between liberalised and non-liberdised market structures. Within the non-liberalised market one has to
diginguish different stages of privatisation. The range dretches out from fully public to fully privatised
organisations.

A) Direct management of the authority

= The authority initidly respongble shifts this responghility for the benefit of an intercommund
or regiona structure, which ensuresitsdf the water distribution.?® One example is the form of an
adminigrative department, where water supply is pat of a public authority’s departmental
dructure®

B) Company working “en régie’
= Aninternd entity within amunicipaity, defined by a set of accounts (for example the Regies in
France, as well as Amsterdam Water in the Netherlands)®

C) Fully controlled company

¥ Hall, David: Water privatisation and quality of service. PSIRU evidence to the Walkerton enquiry, July 2001.

% Cornut, Pierre: La Circulation de I'Eau Potable en Belgique et & Bruxelles. Enjeux sociaux de la gestion d une
ressource naturelle. Universite Libre de Bruxelles. Thése de doctorat. November 1999.

! Hall, David: Water in public hands. Public sector water management — a necessary option. (Commissioned and
published by Public Services International) June 2001.

# Hall, David: (June 2001).



= A private company which is fully controlled by a municipdity. The company is formaly
separated from the municipdity dthough its boards is mostly composed of adminidrative
functionaries, and it fulfils sarvices on behdf of the municipaity” (for example in Netherlands
and Sweden)

D) Concession or lease to an externa public or private operator™

= Deegation of authority to private concerns, i.e. the water supply system can remain publicly-
owned but the management of servicesis delegated to private operators (for example in France)

E) Saleof public sector to the private sector

= The only respongible party is the private operator; in Europe this has been so far only redised
in England and Wdes

According to some sources the legd status of a company does not seem to have much or even any
effect on their ability to ddliver water services efficiently.” However, as far as environment and society
are concerned, different types of drinking water supply are likdly to have different consegquences. %
Since liberdisation regularly comes aong with privatisation tendencies and, in terms of market regulation
goes a step further than just privatisation, this paper will primarily focus on liberdisation.

2.3  Competition within the market and Competition for the market

There are two different models for introducing liberdisation to the water sector: the competition within
the market and the competition for the market. The first model requires the supplier to compete for end
users while the supplier is not confined to a certain region. The second modd ams a motivating the
suppliers to compete for temporarily limited water concessons by presenting innoveive offers to
favourable conditions.

Competition within the market

Concessions guarantee operators the exclusive right to supply water within a confined area. With a so-
caled demarcation arrangement between different operators, each contractor supplies exclusively within
a confined area. Competition within the market could be enabled through the abolition of exclusive
concessions and of demarcation arrangements.?’ Forms of competition within the market can be®

Private supply

% Umweltbundesamt: Liberalisierung der deutschen Wasserversorgung. Auswirkungen auf den Gesundheits- und
Umweltschutz, Skizzierung eines Ordnungsrahmens fir eine wettbewerbliche Wasserwirtschaft. November 2000, p.
18.

# EUREAU: (August 2001).

» BGW: BGW-Wasserprogrammatik. Ziele und Massnahmen aus Sicht des Bundesverbandes der deutschen Gas-
und Wasserwirtschaft. September 2001.

% BGW: BGW-Wasserprogrammatik. Ziele und MaRnahmen aus Sicht des Bundesverbandes der deutschen Gas- und
Wasserwirtschaft. September 2001.

?’ Deutsche Bank Research: Wasserwirtschaft im Zeichen von Liberalisierung und Privatisierung. Aktuelle Themen
Nr. 176, August 2000.

% Ehrhardt, David / Webb, Michael: Improving Water Services through Competition. In: Public Policy for the Private
Sector (Published by The World Bank Group), No. 164, December 1998.
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= Cugtomers supply themsdlves (and their neighbours)
Competing networks

= Competing suppliers each establish their own didtribution system (which is a very expensive form
of competition, probably only gpplied in sSngle cases)

Common carriage competition

= Severd water utilities use a sngle network to supply customers, and customers can choose their
water suppliers

Retall competition

= An entrant purchases bulk water supply from the incumbent and condiructs its own digtribution
network to customers without service or with poor service

Compstition within the market could indeed lead to a Stuation where water suppliers will be forced to
rationdise in order to  surpass their potentid competitors. The competition is likely to rise with an
increasng number of suppliers and with an increased likeihood of the consumers changing to another
supplier. Yet, the specific characteridtics of water (as will be shown later) will most likely favour the
further existence of monopolies®

Competition for the market is primarily redlised in the form of:

Concessions or leases = The right to serve customers in an area is put out to competitive tender.
The winner might be the company promising the lowest tariffs or the one requiring the lowest
subsidy. They have to fulfil certain demands, mostly concerning drinking water qudity and price,
environmenta standards, amount of water extracted, invesiment, efc.

2.4  Full cost-recovery

The principle of full cost recovery is based on the idea of recovering the costs for water services and
specificdly includes environmenta and resource cods. It isamed a more efficient water use, and findly
to ensure sustainable water use.

Since water is not jus a commercid good, and market forces are not easly applicable, the
economically-based calculation of environmental costs is complicated.®

2.5 Sustainable water management

Sustainable water management means that water is used in a manner that ensures that the needs of
humans and the environment today are met, and that the availability of water and its dependent
ecosystems are not changed so that future use is restricted.™

The concept of sustainable water management has its origins in the sustainable devel opment gpproach.
The most common definition of sustainable development comes from the World Commission on
Environment and Development (1987): Sustainable devel opment is devel opment that meets the

» Bundesministerium fiir Wirtschaft und Technologie: Optionen, Chancen und Rahmenbedingungen einer
Marktoffnung fur eine nachhaltige Wasserversorgung. Endbericht, July 2001, p.15.

¥ Roth, Eva: Water Pricingin the EU. A review. (Published by EEB) January 2001.
% Umwel tbundesamt: Liberalisation of water supply in Germany bears risks. Press Release 44/00.
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needs of the present without compromising the ability of future generations to meet their own
needs. In 1992, the UNCED (United Nations Conference on Environment and Development) "Earth
Summit" mesting in Rio de Janeiro, agreed on prescriptions for achieving sustainable development.
These prescriptions recognised that the "integration of environment and devel opment concerns and
greater attention to themwill lead to the fulfilment of basic needs, improved living standards for
all, better protected and managed ecosystems and a safer, more prosperous future." From amore
environmenta focus, the European Environment Agency (1995) formulated: Linked to thisisthe
concept of the 'carrying capacity' understood as the maximum impact that a given ecosystem can
sustain without permanently impairing the integrity and productivity of the ecosystem. This
clearly does not mean natural resources cannot be used; it is possible to use resources (even
depletable ones) as long as the interest of future generations can be protected. The question
remains on the sharing of natural resources between present and future generations and what
form this sharing should take

Sustainable development has aso gained a broad political usage. Here, it embodies a concern for taking
abroad view of what human welfare entails, and for balancing the gods of economic efficiency, socid
development and environmenta protection. Sustainable devel opment also underscores the importance
of taking alonger-term perspective about the consegquences of today's activities, and of globa co-
operation among countries to reach viable solutions. These dements have made sustainable
development a key objective for domestic and regiona policy formulation, as well as for internationa
relations between countries in the 21st century.*

¥ OECD: Policy Brief: Sustainable development: Critical issues. At: www.oecd.org/publications/Pol_Brief/
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3. The discussion

The issue of the liberdisation of the water sector is complex. What is so specid about water? Can water
services be compared with other services?

And then: who is attracted by the idea to liberdise water services? Who is againg it? And how do the
different actors argue and judtify their motives? Does this have consequences on consumers, on the
environment?

3.1 Subject of debate — What is so special about water? Can water services be
compared with other services?

Water isdifferent. It shows some very particular characterigtics.
From the scientific point of view, weater
isalimited, not subgtitutable resource,
isin aperpetud hydrologica cycle,
isregiondly different in view of characterigtics, qudity and quantity,
isanaturd product with the specific characterigtics of its origin

isvauable; an irreplacegble and life supporting dement of dl life, not only human but  plant
and animd life aswell, and ecosystems as awhole —in short, water isindigpensable to al forms
of life.

Politicaly, water

is related to issues such as public hedlth, socia equity, gender roles, sustainable resource
management and the environment,

isasocid, fundamenta, common and public good, and some aso request that:
its access should be a human right.
And from the cultura perspective, water
ishighly charged with symbolism,
is of mythica importance for many cultures and religions, and it

IS seen asthe germ cdll of society.

Congdering its basic nature, water cannot be treated like other markets, such as those for gas,
electricity or trangportation. For the latter sectors, which formerly have been much more regulated and
managed by the States, the EU Commission introduced a process of liberdisation in the 1990s.
Economists praise the effects of competition, such as decreasing prices, asin the energy market™.

% Declaration of the 4" P7 Summit (Of the World’'s Seven Poorest Countries): Water: A Right to Life in the 21%
Century. Conferencein Brussels, June 2000. Swiss Coalition of Development Organizations: An International Water
Convention instead of Privatisation.

% Deutsche Bank Research: (August 2000), p. 3.
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But what might be true for eectricity or trangportation cannot sSmply be applied to water.

Water is, and says as, anatural monopoly due to it being fixed to a specific location and relatively short
life. Applying the rules of afree market on to this common good, this vital resource, water will become a
tradeable commodity.* But there is more.

(1) Since the trangportation of water over a long distance does not seem to be redistic because of
economic and technica reasons® consumers would not have the chance, in fact, to choose between
different suppliers.

(2) Furthermore, water cannot be produced in different processes — in contrast to electricity — or be
mixed with other waters, but in view of quaity and quantity, its supply is linked to natural water Stes™’

(3) Unlike most other services, water services fulfil other functions, besdes supply, which cannot be
auffidently described with an economic supply and demand function. Factors not taken into
congderation are: qudity levels, far-reaching groundwater protection, and ecologicaly sound extraction
combined with sustainable protection of resources.

3.2 Players —Who is attracted by the idea to liberalise water services? Who is
against?

The players within the water market and the discussion on its liberdisation need to be differentiated.
Firg are those who are generdly againgt an opening-up of the water markets: communities who are
currently supplying water services, current public water service providers, environmenta organisations,
consumer groups and labour unions. The European Union might be identified as a second group, since
they are not aways decided about where to stand. The third group represents all those who could be or
who are in favour of liberdisation, such as multi-utility concerns, banks, insurance companies, and
interest groups such as minerd water associations, or the pesticide industry.

3.3 Motivation — What are the respective intentions of the different players?

The question now arises what these different players expect from free water markets. What are their
motives, and for what reasons are they attracted by the water sector? This section can only try to give
some answers to these questions.

Private Water Companies

The water sector isincreasingly becoming afoca point of attraction for the transnationa utility concerns.
These notably support the idea of a liberalised water market. The three biggest companies worldwide —
Vivendi, Suez Lyonnaise des Eaux, and RWE — might be the best examples.

% Swiss Coalition of Development Organisations: Water —aglobal challenge. www.swisscoalition.ch
% BGW: (September 2001).

¥ AgV Verbraucherpolitik: Stellungnahme zum vorléufigen Thesenpapier des BMWI “Optionen, Chancen und
Rahmenbedingungen einer Marktoffnung fur eine nachhaltige Wasserversorgung”, March 2001.
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Vivendi

French conglomerate with two main lines of
business. environmental services (water and
energy supply, waste  management,
transportation) and communication. Vivendi
supplies globally about 100 million people with
water services. Itsturnoversin the water sector
in 2000 have been around 10.684 million Euro.

Suez-L yonnaise des EaLix

French conglomerate specialising in energy
services, waste treatment and water supply as
well as communication and media. In the year
2000 the water sector’ s turnovers totalled 6.294
million Euro.

RWE

Multi-utility concern, including RWE Plus,
RWE Solutions RWE Power, RWE Rheinbraun,
RWE Gas, RWE Trading, RWE Environment,
RWE Net, RWE Systems, RWE-Dea and
Thames Water-RWE Group. With the take-over
of American Waters in September 2001 the
number of consumersincreased to 56 Mio.

Liberdisation would offer them the chance to enter
formerly “closed” makets, to take over gmdler
enterprises, to get the contract for the most profitable
urban areas or just to win every contract. They even might
have the chance to enter African and Asan markets, in
paticular if the World Bank’'s and IMF's principle of
conditionaity forces these continents countries to
privatise thelr water services in order to receive credits
and loans. Other reasons for their attraction can be found
in the water market itsdf: the expected rate of growth is
excdlent. The demands of water are high. More
investments in the water and sanitation sector are needed
and the growth of the market volume will be amplified by
its growth in value (the increase of water prices). Since
water services are monopolies, the companies can count
on guaranteed benefits. Additiondly, the companies will
adso benefit by the remarkable tendency of indudtrid
groups to sub-contract the management and the treatment
of their used waters in offering discounted combinations of
supply and trestment.®

Within the group of private water companies, multi-utility
providers may represent the strongest competitors for the
water market. Because they are involved in a wide range
of activities, they can run sarvices as dficiently as

possible, smooth out fluctuations in financid needs (as these sectors will not dl require investment & the
same time), obtain advantageous conditions on the financial markets, etc. and profit of synergies®

Banks

Banks partly represent “shadow actors’ favouring liberdisation. Expectations of high financid returnsin
the water sector because of its characteristics as a monopoly attract the financial sector: The global
increase of water demand and an ongoing shift in legd and operationd forms of water utilities are of
utmost fascination for investors. The water market is characterised by low risk and a the same time by
an excdlent growth perspective. In addition, it is practically immune to the ups and downs of economic
trends. Banks furthermore count on necessary investments, and consequently  either on companies
requesting credit or on the chance to invest themsalves.

Insurance Companies

Insurance companies have a very dmilar interes. They get involved in the water market probably
because they expect a good rate of return in a low-risk sector. (In 1999, for ingtance, the part-
privatisation of the Berliner Wasserbetriebe took place. 50.1% of the shares remained in the possession
of the Land Berlin, 49.9% was held by a consortium conssting of the French corporation Vivendi, the
multi-utility company RWE and the Allianz insurance company.*©)

% Making Money: Laruée vers|’or bleu, December 2000.

¥ Deutsche Bank Resear ch: (August 2000), p. 7.

“ Berliner Wasserbetriebe: http://ww.bwb.de/e/pgs/unternehmen/chronik.html
15



Pesticides I ndustry

The European standard for pesticides in drinking water is 0,1 micrograms per litre, which is a vdue
close to detection limits. The European water suppliers organisation EUREAU therefore interprets the
vaue as a surrogate for zero concentrations and as a preventive measure®. The pesticides industry has
complained many times abouit this rigorous standard. It argues that an inggnificant exceeding of the limit
would not necessarily lead to hedth risks. Some pesticide lobbyigts are trying to undermine the EU
directive prohibiting the introduction of pesticides into the drinking water. Assuming the liberdisation of
water markets will make it more difficult for authorities to control and ensure water protection, the
pesticide industry counts on less stringent compliance monitoring. Furthermore, concentration processes
might lead to large areas where no drinking water is abstracted and compliance controls are abandoned.
A lot of money isinvolved: the yearly turnover of German pesticide production aone totas more than 2
billion Euro.*

Bottled Water Industry

If liberdisation of the water market results in a degradation of water qudity, or makes consumers fear
that qudity has worsened and safety is not guaranteed, the consumption of bottled water would rise.
Consequently, the mineral water industry  surely has an interest in the liberaisation of the water market,
and even more so when minera water companies act both as a utility and as a table-water producer
dmultaneoudy.®

Member Statesand the European Union

Genardly spesking, individud dates and the EU support liberdisation with their generd competition
policies. It liesin the interest of consumers and companies of any kind to keep markets open or to open
them up if necessary. This will consequently represent an essentid bas's for economic growth and
employment.

Municipalities

In afew cases, the simulus for discussion of liberalisation and privatisation has been the critica financid
Stuation of municipdities. They often try to fill budget holes by sdling their assats.

Trade and Labour Unions

The trade and labour unions urge caution in the use of private companies to supply water.* They not
only fear for jobs, provided so far by the public companies (in the aftermath of the liberdisation in
England and Wales jobs have been cut back subgtantidly). They also suspect private corporations of
manipulating profits and draining water profits out of countries.®

Environmental Organisations

Generdly, environmenta organisations expect water services to manage water resources sustainably, to
protect the environment, and to be transparent. Some nationa groups in Spain, Germany and Austria
rgect the liberalisation of water services and point out a number of negative consequences, such as

“! EUREAU Position Paper: Keeping our Drinking Water Resources safe from Pesticides, April 2001
“2 Greenpeace: http://www.greenpeace.de/GP_SY STEM/1QNTIPF6.HTM
* Umwel tbundesamt: (November 2000), p. 67f.

“ Boys, David: Representative of Public Services International at the International Conference on Freshwater,
December 2001.

“ qullivan, Robert E.: Getting down to business. Spirited exchanges on private and public sectors. In: Conference
News Daily / The Earth Times, 5 December 2001, p. 9.
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decreasing water quality, a lack of resource protection and preventative measures, and a lack of
trangparency and accountability.

Consumer groups

Consumer groups reject the idea of liberalising drinking water services. They fear a decrease in water
quality and a weekening of high hedth and environmenta sandards. In contrast they cdl for a
comprehengive right to information for water consumers. Water suppliers should be obliged to inform
citizens about low water qudity, negative environmental impacts, trestment processes, the State of the
water network, cost structures and drinking water quaity. This kind of transparency would be difficult
to ensure with private companies.*

3.4 Arguments — How do the different players argue and justify their motives?

This chapter deals with a number of arguments for and againgt liberdisation of the water market. It tries
to reved pros and cons from the different points of view of supporters and opponents of liberdisation .
It will provide useful information, underlining the complexity of the issue.

3.4.1 Efficiency

The fuzzy word “efficiency” has different aspects, while economic efficiency cannot be equated at all
with environmentd efficiency, and definitely does not address sustainable resource management. Most
of the “efficiency” arguments raised in the liberdisation discusson are focused on economic efficiency
within a specific sector or company.

It is often argued that public ingtitutions do not work as efficiently as private companies, particularly
because the former often lack money and enough qudified personnd. Liberdisation is supposed to lead
to an increase in efficency. Additiondly, since the different tasks that come dong with facilitating the
water supply will be tranderred from public to private hands, liberdisation presumably relieves the
pressure on government budgets at state and municipa level. And it enables the redlocation of savings
to sectors such as, “environmenta policy, ingpection and enforcement budgets, to other socia services
and to the overall budget balance’.*’

Now, this argument has not been proved sufficiently. It is often just supposed that private companies are
better per se, and work more efficiently. As studies have showed, public sector ownership, at least in
developed countries, compares well with private sector counterparts. And historica examples (e.g. the
regection of private involvement in water services in Finland in 1912) even underline the fact that water
and sanitation was brought into the public sector over the last century because of the perceived
inefficiencies of the private sector.®

3.4.2 Water Prices

Concerning water prices, nearly every different kind of opinion exists. Generdly, it is difficult to estimate
the change in water prices resulting from liberdisation of the water market. However, it is sometimes
argued that competition would force the bidders competing for the market to reved the minimum cost of

“® AgV Verbraucher politik: Liberalisierung des Wassermarktes — Risiko fiir Gesundheit und Umwelt, April 2001.

“" World Trade Organisation — Committee on Trade and Environment: Environmental Goods and Services: An
Assessment of the Environmental, Economic and Development Benefits of further Global Trade Liberalisation
(WT/CTE/W/172), 20 October 2000.

“®Hall, David: (June 2001), p.14.
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providing water and/or sanitation, alowing efficiency gains to be redlised and passed on to consumers.®
On the other hand, there is a fear that snce fixed costs are very high, cost reduction is mostly achieved
at the expense of quality, customer service and sustainability. Indeed, low water prices often go hand in
hand with low leves of drinking water and service quality.® Furthermore, where cost advantages arise,
they would not necessarily result in lower prices (this o includes the demands of the company owners
for profits and dividends).

Related to the discusson on water prices is the argument that consumers primarily favour lower water
prices over high qudity. This is dubious. The so-caled “Water Campaign” launched by the Bavarian
Lander government to promote the use of drinking water and its quality was welcomed by a sgnificant
number of consumers. In addition, one has to take into account that today’s water prices are not very
subgtantial compared to the total expenditure of a European household: negligible decreases in price
would therefore dso be of very little rlevance to the consumer.

3.4.3 Competitiveness of EU companies

It is argued that nationd or EU-levd liberdisation of the water sector increases the competitiveness of
European companies internationaly. This might be true, snce concentration processes and mergers
resulting from increased European competition would result in bigger and more powerful companies
able to gain internationa market access. However, one should not forget the following: Firdly, efficiently
working companies should not be denied the right to exig just because they ae not active
internationaly.>® Secondly, there are examples of competitive water companies coming from national
markets not yet liberdised, i.e. the srong German player RWE. Thirdly, there is generdly very little
competition in water. Thisis mainly due to the fact that water syssems are natural monopolies, but aso
because the private part of the industry is dominated globally by just a few multinationas™ — Vivendi
and Suez Lyonnaise des Eaux — and dso RWE sgnce its acquidtion of American Water (Autumn
2001).> Other companies have gained afew contracts, but various attempts to gain market shares have
been afalure. Table 1 illudtrates the international standing of water companies.

Table 1. Companiesin the water market

Returns 1999/2000 in Mio. Euro
Générde des Eaux/Vivendi (F) 10 648
Suez Lyonnaise des Eaux (F) 6294
RWE Aqua (D) (with Thames Water (GB) and
American Waters (US))
United Utilities (GB) 1569
Severn Trent (GB) 1491
Berliner Wasserbetriebe (D) 1244

“ Ehrhardt, David / Webb, Michael: Improving Water Services through Competition. In: Public Policy for the Private
Sector (Published by The World Bank Group), No. 164, December 1998.

% Ecologic: Comparison of Water Pricesin Europe, April 1998.

' BGW: (September 2001), p. 3.

%2 Hall, David: (June 2001), p.10.

% Darmstadter Echo: RWE schluckt American Water. 18. September 2001.
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Enron/ Azurix (USA) 580

Gelsenwasser (D) 342

Source: Handel sblatt, 26. September 2000, p. 17.

3.4.4 Regulation and Control

A number of experts call for a separation of environmenta management and water services, arguing that
environmental measures should not be paid through water prices but through generd tax income. This
represents current practices in England and Wales, as well as in France and Italy, and is based on the
dronger engagement of private companies in the respective water sectors>  Strong regulation and
control isthen required to ensure environmenta protection and water qudity standards —thisis admitted
to by most experts in favour of aliberdisation. The question now arises, whether such strong regulation
—only performable by authorities, which need to be well equipped with both money and staff — does not
cancd out the “gained margin” for the companies on a liberdised market. The necessity to establish a
srong regulatory mechanism could lead to even less posshilities of choice and more competition
congraints than before. The argument that competition in the water market would set free capacity
which could be used more efficiently in another sector might be invalidated: this capacity will be needed
to increase the capacities of regulators and controllers.

Furthermore, control and regulation of companies involved is a specid chdlenge. This is due to the
position of monopoly that the private utilities mostly hold and due to the important role that the water
sector plays in economic development, hedlth and environmental protection.™

Corporate codes of conduct are adso not a solution. Of course they could dtate for example that
“becoming a partner in water management means recognising co-responsibility for the common good
and that ownership of assets carries socid, environmental and ethica obligations which are compatible
with commercia business practices and the profit motive” However, corporate codes of conduct are,
a bedt, of uncertain significance. They not only lack the power of law, they also lack sanctions>

3.4.5 Water Quality

One result of a liberdisation of the water sector is concentration, and therefore long distance water
transportation is very likely. Because of the specific characteristics of water (it is not compressible like
gas, it is rdaively heavy and large volumes are consumed) the transportation of water over long
distances and longer periods of time is expensive. It requires alot of energy and results in chemica and
hygienic dterations to the water.

Moreover, in the aftermath of a liberdisation, lowered maintenance of the water networks can be
expected. But defects in the network enable contaminants to enter.>” This means that both long distance

* Hansen, Wenke / Interwies, Eduard / Kraemer, R. Andreas: Privatisierung der Wasserwirtschaft in Europa. Bleibt
der Umweltschutz auf der Strecke? In: GVW: Journal Wasser Abwasser, No. 8, 2001.

% World Economy, Ecology & Development: Privatising the water sector. Development aid for transnational water
concerns as a solution to the global water crisis? November 2001.

% Freeman, Jack: Everyone attacks subsidies, but it's time to ask just why. In: Conference News Daily / The Earth
Times, 5 December 2001, p. 10.

¥ Leymann, Guinther: Die Liberalisierung des Wassermarktes aus landespolitischer Sicht. In: GWF: Journal Wasser
Abwasser, No.8, 2001.
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water trangportation and leskages would require the increased use of disinfectant substances> All of
this can ggnificantly lower the drinking water qudity.

Furthermore, private companies under high pressure from competition do not normaly have much
interest in taking preventative measures to protect environment and hedth — which often only pay off in
the long-tern™ and require cost-intensive investments. Some argue that if environmental measures to
protect groundwater, lakes and rivers are politicaly wanted, then the respective costs should be borne
by the state.*

Liberdisation could further weaken the implementation of the principle of minimisation of anthropogenic
chemicals in drinking water. There has dready been criticismthat some countries, such as Germany,
artificially increase prices for water extraction because of extra costs amed a financing the
achievement of environmental and qudity standards which are even higher than those demanded by the
European Union.®* This is because the private sector, mostly trying to reduce costs, often decresses
investments to protect and maintain water qudity to a leve which is just within the maximum tolerable
contaminant leve for drinking water.®?

3.4.6 Health and Safety

The Common Carriage Competition has been defined as an option for competition within the water
market. This means that water is explored and fed into the water network by al suppliers. The network
itself covers large regions, which enables the consumer to buy water from whatever suppliers. Feeding
water into and taking water out of the network happens at different distant locations. Long-distance
water trangport and stagnation of water in less frequently used network subsections would occur and
have negative consequences not only for the distribution network itsdf but for the consumer’s hedlth as
well. The longer the time between water input and out-take, the higher the risk of germs and bacteria
evolving.

Another mgor problem is seen when mixing water within a digribution network. Water chemidry is
wide-ranging. Each dngle water resource has its own very specific natura chemisgtry. Mixing two
different waters together leads to a chemica reaction, such as chalk outfadl or consderable oxygen
reduction. In a market with common carriage competition, a large amount of water from different
resources would be mixed. This is only possible if al waters are pre-treated to a common technica
sandard. Minimum trestment comprises de-iron-ing (reducing the iron content), de-manganese-ing, the
elimination of arsenic, levelling out the oxygen content and levelling the pH. According to a number of
experts, this might have an effect on water quality, deposits, corrosion control, organic compounds and
microbiologica safety.®® Hence intensive chlorinating most probably would become part of the common
water treatment.

% Umwel tbundesamt: Liberalisation of water supply in Germany bears risks. Press Release 44/00.
% AgV Verbraucherpolitik: Liberalisierung des Wassermarktes — Risiko fiir Gesundheit und Umwelt, April 2001.

% Hall, David / Lanz, Klaus: A critique of the 2001 Pricewaterhouse Coopers report on water services in Austria
(Informationen zur Umweltpolitik No. 148a), 2001, p. 20. The authors a so state the good example of Suez Lyonnaise
who engaged in a“lengthy process in Normandy to obtain a judgement in 2000 that agreed that as concessionaires
they had no direct responsibility to minimise nitrate pollution — only that they should implement reasonable filtration
practices’.

% Deutsche Bank Resear ch: (August 2000), p. 5.

% Hall, David / Lanz, Klaus: (2001), p. 20.

% EUREAU: Mixing waters and common carriage-water quality issues. August 2000.
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In order to ded with the potentid results of mixing waters, such as contamination, disruption in industria
users processes and changes to the network (faster corrosion, increased build-up of resdue insde the
pipe, or the rdlease of previoudy accumulated resdue into the water), congstent minimum qudity
dandards and technica compatibility of the network have been proposed.®* However, this would
compromise those nationa and regional quality standards that are above EU standards.®

Furthermore, common carriage puts water supply safety at stake. If contamination enters the network,
the whole supply area is affected. Currently, smal and confined areas of supply can temporarily be
sarved by an emergency supply (eg. from aneighbouring community). But whet if awhole region needs
to be disconnected from the network?

Even within a small network, lesks and broken pipes are hard to discover and to localise. How will this
be done in a huge network, where even the figures for network losses, balancing input and output, are
not viable?

3.4.7 Sustainability

The mgor threat to sustainability is seen as the separation of the economic and environmenta spheres of
interest. The philosophy of supplying the highest quality drinking water thanks to an integration of water
protection into the supply and sanitation service itsdlf, could then be replaced by making qudity second
to commercia congderations® This is because the interests of regiona environmental and resource
protection will conflict with the god of economic profitability. Protection areas as tools to achieve
groundwater protection will consequently lose their importance. Moreover, if concessons for water
suppliers are limited in time in the aftermath of aliberdisation, it makes it even less attractive for private
companies to take measures to invest in precautionary resource protection, as these measures generaly
only pay off in the medium- or long-term.®’

So-cdled “non profit”-activities, such as the cleaning of lakes, watersde protection measures, tc., are
currently carried out by public ingtitutions and contribute to the sustainable water management. But these
measures will probably not be carried out by private inditutions since they are costly and do not
concern the water sarvice itsdf.®

3.4.8 Social aspects of water services

The fact that some municipdities have faled to provide water of sufficient quality and quantity to dl

parts of the population does not automaticaly judtify initiatives to treet water as a commodity, or a
drictly commercid or economic good. Since the private companies exist to generate profit, they may
not be the appropriate inditutions to manage the “myriad of interests related to the provison of an

® Ehrhardt, David / Webb, Michael: Improving Water Services through Competition. In: Public Policy for the Private
Sector (Published by The World Bank Group), No. 164, December 1998.

% |In England and Wales OFWAT tried to introduce the common carriage system and to harmonise the quality
standards, also called “access codes’. There have been over 20 access defined by the different local companies. To
harmonize these codes issues such as local conditions, qualities, specific interests and other political conditions
need to be taken into consideration. Schweizerischer Verein des Gas- und Wasserfaches (SVGW): Was heisst
Liberalisierung? In: Umwelt Focus, No. 3, June 2001.

% Hall, David / Lanz, Klaus: (2001), p. 20.
¢ Umweltbundesamt: (November 2000), p. 47ff.
% Umweltbundesamt: (November 2000), p. 52.
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important public resource’.®® A number of sociad services, for example, are only provided by public
inditutions. It is, for ingtance, often necessary to impaose regulations to meet the expectations of dl the
different users, or public initiative is frequently needed to face extreme events such as droughts and
floods. Investors instead generdly need to be convinced that they will get reasonable returns; they
consider projects from the private sector point of view.

3.4.9 Water Demand and Supply Management

The issues of water quantity and water use are closdly linked with water prices. the use of water largdly
depends on the pricing policy of the water purveyor. In a liberdlised water market, water operators
might be interested in increasing the amount of water sold. They could either try to decrease ther fixed
costs (for example those arisng from the survellance of the digtribution system), or they could be
tempted to offer block tariffs for large water users, i.e. to make use of price discrimination.

This could lead on the one hand to an over-extraction of water resources, and on the other hand, to the
additional use and pollution of other resources (use of energy for transportation, treatment, extraction
efc.). A subgtantid increase in water use will contradict the principle of resource minimisation as well as
the principle of sustainability.™ In addition, the application of the concept of full-cost recovery will be
very difficult, if not impossible, to redise.

3.4.10 Transparency, Accountability and Democracy

Further arguments againg liberdisation concern transparency, accountability and democracy. Private
companies are not legaly or conditutionaly bound to serve the public interest in the countries where
they operate, unlike municipd suppliers, who have to ensure equd and far water digtribution.
Furthermore, many of the private companies have minimd information disclosure requirements, which
make it difficult for dl individuds, citizens groups and even governments, to provide oversght and
encourage accountability. Y et the public sector can provide a legd, and sometimes condtitutiona, basis
for accountability to the broader public interest.” In consequence, the public sector remains the one
findly responsble for water issues — hence dso the posshility to decide independently on the
organisationd form of water services.

% Globalisation Challenge Initiative / Integrated Social Development Centre: Water Privatisation in Ghana? An
Analysis of Government and World Bank Policies, May 2001, p. 6.

" Umweltbundesamt: (November 2000), p. 53f.
" Globalisation Challenge Initiative / Integrated Social Development Centre: (May 2001), p. 6f.
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4. Conclusion

“Public service provision is not inherently better or worse than private management, less corrupt or more
corrupt, less accountable or more accountable. It all depends on the governance arrangements. Good and
bad examples exist for both forms. A decision for private participation in infrastructure is not an either-or
option. Countries and municipalities can choose from awhole range of partnership models, e.g. outsourcing,
management contracts, leases, concessions, and mixed companies. They involve such combinations as
private management but public ownership, public-private partnership in investment, co-operative societies,
up to complete privatisation. Reform models may retain the public sector character. Public discussion and
extensive negotiation of contracts in the run-up to private sector involvement has also proved an attractive
option for policy reform. One important litmus test of reform in urban water management — whether public or
privateis|...] whether it has beneficial outcomes for the protection of the environment.”

Liberdisation itsdf is nether a bad nor a good concept. The advantages and disadvantages become
vishble after analysng who is using which ideology for what purpose.

Much has to be done to improve the European water services in order to achieve safer, and more
environmentaly friendly water management. It is not up to this paper to judge which modd is the best
for doing so, but to shed some light on the different and particular interests for a privatised and
liberalised water service sector. It can be clearly observed that the ongoing lobbying and pressure to
liberdise and commerciaise European water services is mostly driven by the intentions to increase the
market access of multinationas and to find short-term financia resources for week state budgets. Those
lobbies focus on achieving the highest revenues aong with low investments, ingtead of trying to improve
the obvious problems of today’s water services - for example, the lack of long term investment and
maintenance preventative resource protection and financia corruption. Further to this, they should aso
be considering environmenta protection as part of the water service..

The role of private industry in the water sector was adso an important topic at the Internationd
Conference on Freshwater, held in Bonn in December 2001. These discussons revesled once again
that it concerns a very emotiondly charged issue. Thisis mainly due to the fact that the privatisation and
commerciaisation of water services affect not just one sector and consequently require a cross-sectoral
approach, tackling the interests of dl stakeholders.

Indeed, water is by its nature an integrating eement, combining economica, socid and environmental
apects. However, one should not forget that what is appropricte for dectricity, gas and
telecommunication cannot be smply applied to water. Drinking water is irreplacesble! Therefore,
whether water services are provided by the private sector, the public sector or some credtive
partnership arrangements, the focus must lie in the improvement on water sector structures according to
principles of sustainability. Security of qudlitative supply and the principle of sustainable development
must have priority over market forces and must not take second place.

A number of principles are dready set out in the Water Framework Directive, and they refer to water
sarvices being trangparent, accountable and democratic, having a good environmenta record, delivering

highest quality standards and setting prices based on socid and environmental concerns.” They should
be guiding principlesin the discusson on the future of water services in the European Union.

2 Helming, Stefan / Kuylenstierna, Johan: Water — A Key to Sustainable Development. Draft Conference Issue
Paper for the International Conference on Freshwater in Bonn, December 2001, p.4f.

" EEB: Environmental Principles for Water Services in the EU. EEB Position Paper on Private versus Public Water
Services, January 2002.
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Annex

Country studies

England and Wales

The United Kingdom was the first country in the world to be equipped with water networks and sewage
infrastructures. 1n 1920, people spoke ironicaly about Britain's "water and gas sociaism”; such was the
involvement of loca councilsin water and gas didribution. Over the next fifty years, however, locd and
regiond authorities were gradudly relieved of this responghility until in England and Wales, these
sarvices were completely privatised by Margaret Thatcher's government in 1989."

Currently, there are about ten big companies offering water supply as well as wastewater treatment
sarvices, and a number of smaller water suppliers. Generdly the water supply companies operate
independently in their own systems, and they have a very strong position within their defined supply
areas. In order to hinder them from abusing their monopoly, different centra regulatory bodies have
been established: the Office for Water Services (OFWAT), the Environment Agency and the Drinking
Water Ingpectorate (DWI). OFWAT is the economic regulator of the water industry in England and
Waes. It is responsble for ensuring good-qudity, efficient service at a far price. The Environment
Agency isin charge of the maintenance or the improvement of the qudity of fresh, marine, surface and
underground weter, and the DWI monitors the drinking water quality.

In England and Wales, 95% of the population is connected to the network, of which 70% represent
private households. So far the leakage rate has been reduced, but is still very high at 29%.” The water
quality till needsto be improved; in particular, measures should be taken to introduce preventive water
protection ingtead of preceding trestment. During the firgt five years that followed privatisation, there
was a remarkable increase in water prices — one of the reasons why this privatisation has been criticised
heavily in the aftermath of the process.

Remarks

In 1996 OFWAT suggested that Y orkshire Water PLC' s serious failures to ensure areliable and
continuous supply, as well asto control leskage in flooding from sewers had to be related to the
company’ s dividend policy. Smilarly, in 1995, NorthWest Water appeared to favour increasing
dividends to shareholders and overheads remuneration rather than investing in the necessary
infrastructure developments.”’

 Bellet, Marc: (23. July 2001).
" Ecologic: Comparison of Water Pricesin Europe, April 1998.
"® Bundesministerium fiir Wirtschaft und Technologie: (July 2001), p.27f.

" Hall, David / Lobina, Emanuele: Public Sector Alternatives To Water Supply And Sewerage Privatisation: Case
Studies. In: International Journal of Water Resources Development, Vol. 16, No. 1, p. 33-55, 2000.
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France

The water supply in France is the responsibility of the 36.000 municipdities. Whilst remaining the owner
of the tangible assats, they delegate water services mosily to private companies. These currently ddliver
water to nearly 70% of the population (mostly towns and cities). The French water indudtry is
dominated by Vivendi and Suez Lyonnaise des Eaux, accounting for more than two-thirds of totdl
market revenues in France.” The companies receive the concession if they are able to supply water for
a better price than the municipdities themsdves and of a good qudity, and if they agree to provide
certain services specified in the contract.

About 69% of the population is connected to the network, and the leskage rate totals 25%. The
population does not congider the water quality to be very good.” On the basis of voluntary agreements,
certain service standards have been established, defining requirements for the drinking water service.
France ams to bring these stlandards under the purview of 1S0 so that they become globd rules for the
drinking water management.®

The French market for industria wastewater trestment equipment is experiencing a srong growth rate
period that will be maintained in the near future. France' s growing commitment to the “who pollutes,
pays’ principle and increased standards over industrid discharges presents a strong reason for industry
ether to treat its own effluents to a suitable standard before discharge, or to encourage the re-use of the
water. Currently there is a powerful competition on price between three large turnkey companies (OTV,
Ondeao-Degremont and Stereau), who dominate the industrial wastewater trestment equipment market.
The market itsdlf isin the late growth of itslife cycle, with moderate but continuous growth anticipated in
future years®

Remarks

Over the years, the French groups have gained solid experience in the field of water management as a
result of an opening up of the market to the private sector. The French groups are seen by the Deutsche
Bank, among others, as the best placed players to profit from the growth of the water market.®* This
might be the result of collusive behaviour which these companies have exhibited: “In a criticd report
issued in January 1997, the Cour des Comptes — France's nationd audit body — stated that the high
degree of concentration resulted from “organised competition” and the avoidance of competition
through the “repeated use of negotiated procedure’. The report aso denounced how bribery and
corruption emerged from the system."®

® Mencia, Arantxa: France: Strong Industrial Wastewater Treatment Equipment Market.
" Bundesministerium fiir Wirtschaft und Technologie: (July 2001), p.26f.

8 Lindner, Wulf: Struktur der Wasserversorgung in Europa und den USA. In: Energie Wasser Praxis, September
2001.

8 Mencia, Arantxa: France: Strong Industrial Wastewater Treatment Equipment Market.
¥ Making Money: Laruée vers|’or bleu, December 2000.
% Hall, David / Lobina, Emanuele: (2000), p. 33-55.
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Germany

In Germany, it is up to the municipdities to choose the form of organisation of the water supplier and to
decide what degree of private sector participation will be permitted. In the German competition act,
water supply is defined as a regiond monopoly. There is an intendve ongoing discusson about this
liberdisation (dlso caled deregulation) in Germany. Privatisation in the German context means the
process of shifting towards more private forms of enterprises as well as to more operation, maintenance
and ownership by private companies, wheress liberalisation means the process of fostering new
competition. The most important form of privatisation in Germany is the cregtion of partly public and
partly privately-owned companies. Between 1971 and 1990, around 14% of Germany’'s water was
ddivered by public-private companies, by 1998 this share had risen to 22%.2 Only 1.6% is fully
privately-owned.

Germany's geography and federad structure make it a complex country where water is concerned.
Water supply and wastewater trestment are normally carried out by different companies there are
about 6,500 water suppliers and about 8,000 wastewater treatment companies. About 98.6% of the
German population is connected to the drinking water network.

Belgium®®

Currently there are about 109 waterworks in Belgium. Concerning the level of water production, there
is ahigh concentration within the market: 93% of the total production is concentrated in the hands of just
10 companies. The four most important of these control 72% of the total production. As concerns
water digtribution, the concentration is less sgnificant.

Since the middle of the last century, there has been a progressve concentration of the inditutions in
charge of the production and the digtribution of water. At the beginning, there were mainly smple
community services, then there were inter-communa associations and findly, a nationa society. Now,
both production and distribution are controlled by a smal number of large companies.

The geography of water absraction has been modified strongly. The former means, which have been
greatly localised, have been replaced by long-distance supply.

The water sector was exclusively in public hands until very recently. It was only in the last decade that
the private sector started to gain more market potential.

The Netherlands

In the Netherlands, government-owned drinking water companies, undergoing a rapid process of
concentration, provide drinking water. In 1975, the number of water suppliers was reduced from 111 to
24 companies, owned by the respective municipdities or provinces. In future, they could even be
reduced to ten companies. This concentration enabled the improvement not only of the service qudity,
but dso the companies economy. However, the government prohibited the privatisation of the water
supply in January 2000.

Drinking water is sold by the cubic metre. The water price covers the costs and represents a
combination of ayearly amount for the connection, as well as charges related to demand. Sewagetax is

8 Gramel, Stefan: Results of a case study on the water supply in the region of Frankfurt/Germany

% Cornut, Pierre: La Circulation de I'Eau Potable en Belgique et & Bruxelles. Enjeux sociaux de la gestion d une
ressource naturelle. Universite Libre de Bruxelles. Thése de doctorat. November 1999.
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caculated per inhabitant. Planning and co-ordination is carried out a nationd level (nationa plan) and
regiond leve (provindid plans).®

The most characteridtic traits of the Netherlands are the water boards, which are the oldest form of
water management in Europe, and which illugtrate the strong culture of subgdiarity that exids in the
Netherlands. The water boards are communities of users that evolved to become loca authorities
recognised by the Condtitution. They have a wide range of powers, gpart from the digtribution of
drinking water, such as drainage, sewage, environmenta management, leisure, eic. A Water Board
Council, made up of the owners concerned and other users, manages them. The water boards raise
revenue for services provided for users. They are dso responsible for supervising construction projects
and act as water police.®

Similarly to Germany, water operators also provide a number of non-profit activities.

ltaly®®

In 1995, there were 11,000 different water operators for 8,000 Italian municipdlities. In the near future,
it is planned to reduce this number to a maximum of 150 to 200 organisationd bodies.

In Itdy, the French concession mode predominates. The municipdities stay responsible for the water
sarvices, while concessons are given (since the year 2000 exclusively) to private companies.

The necessity of dricter regulations concerning economy, hedth and environment have become
obvious®

Sweden

Water supply and sanitation is the task of the locd government or municipdity. The municipdity owns
the fadilities and in addition is respongible for running them. Each municipdity determines the fees for
these commodities. Altogether, 99% of the costs of capitd and running are retrieved by means of the
tariffs. This means that the business of water supply and wastewater management can be regarded as
sf-rdiant.

As dtated above, the loca authorities dso operate al the assets providing water supply and wastewater
sarvices. However, this is not quite true. According to an investigation reflecting the Stuation, 263
municipalities reported that they were organised as a unit within the municipaity, wheress 25 were
running water supply and sanitation as a municipaly owned company. Eight utilities were organised in
inter-municipal companies co-operating over municipal borders but gill owned by the participating
municipdities, and findly seven had a management contract with a non-governmental company.

The latter is rather new to Sweden; the first management contract was signed only some few years ago.
Most of these contracts are for smal municipdities and the contract periods are short, typicaly three
years, plus a further three years. The question of delegated management has been the subject of intense
discusson in Sweden. However, the Stuation concerning water supply and sanitation in the country is
well managed and organised. The concepts proposed, especidly by foreign organisations, have so far

8 Bundesministerium fiir Wirtschaft und Technologie: (July 2001), p.15.
¥ Bellet, Marc: (23 July 2001).
% Bellet, Marc: (23 July 2001).

¥ Hansen, Wenke / Interwies, Eduard / Kraemer, R. Andreas: Privatisierung der Wasserwirtschaft in Europa. Bleibt
der Umweltschutz auf der Strecke? In: GWA Journal Wasser Abwasser, No. 8, 2001.
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not been attractive enough. The investigetion referred to earlier does indicate, however, that change may
be approaching, because 44 municipdities indicated that their organisations were now working on the
bass of the client—contractor concept. This is one of the first steps in alowing other bodies in as
contractors, for example non-governmental companies.

Sweden has over 2,000 publicly-owned water works. There are atotd of 7.7 million customers, close
to 90 % of the total population. The total production may be expressed as 330 litres per person and
day. Of this, a little less than 200 litres are used in households. The remaining 130 litres are used in
production, industries and for use in officid premises, and includes leekage on the ditribution network.
This leakage represents on average 20 % of the water produced.

Sweden may have the most far-reaching effluent standards in the world for trested wastewater.*
Remarks

The Swedish mode is consdered to be a municipa modd, showing that the public provison of water
can be preferable not only for socid and environmenta concerns, but aso when financiad and economic
indicators are considered. This can be seen in the ecocycle-orientated busness and in the focus on
reducing the emission of environmentally-harmful substances®

Finland

Finland possesses water of a generdly very good qudity and of sufficient quantity. The find
respongbility for water belongs to the locd authorities. A Municipad Council determines the operating
area of public water works and sewage works and they then take care of water servicesin that area. All
municipa water and sewage works are public but also private water or sewage works can be accepted
as public works. Usualy the water services are included in the municipalities technical organisation.®

There are different organisationd models for water services in Finland. The “traditiond” municipd
agency is the typical organisstiond dructure for water services in smal municipdities. Some private
water co-operatives, serving normdly less than 200 inhabitants, are providing water services in rurd
villages and smdl municipdities. The dominating modd for weter services, paticularly practised in
towns and cities, is the public commercid utility. Public corporations and multi-municipa corporations
have been rather rare organisational models, but the latter, in particular, is expected to become more
common in the future.

Currently there are 1,321 water works (each serving more than 50 inhabitants), and 90% of the
population has been connected to the network. There are 655 sawage works, with 80% of the
population connected. According to the OECD, the average water consumption was 145
litre/person/day in 1996.

Generdly speaking, there is no reason for Finland to give up public ownership. On the one hand, this
might haveitsrootsin Finland's exceptionaly broad “everyman’s’ rights to walk, camp, fish and pick
berries on private land. On the other hand, recent research showed that concessions and leasing models
like those in France could not successfully be gpplied in Finland.

According to a Finnish water expert, the water market of Finland will undergo remarkable changesin

% The Swedish Water & Wastewater Association: Facts on water supply and sanitation in Sweden.
* Hall, David / Lobina, Emanuele: (2000), p. 33-55.

% Kulo, Ilari / Santala, Erkki: Water Servicesin Finland. Domestic water supply and sewerage. (Published by the
Finnish Environment Institute and Finnish Water and Waste Water Works Association) 1998.
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the near future. These changes find their origins in three different factors: firgt, amigration of the
population towards the south of the country will affect the demand structure. Second, the considerable
differences in wedlth between the municipdities themsalves will have to be addressed, and findly,
thevery experienced staff that the water works currently commands will soon retire, and replacements
have not been sufficiently attracted, often because of low sdlaries®

Table 2. Comparison of national water servicesin Europe

Country Leskage Water price | Amount of water Cost Water qudity,
Rate Euro/ m3 consumed * ¢/d 1997 | recovery ® | Water security °

England / 29%° 0.87° 153 (unmetered) High Medium

Weles 141 (metered)

France 25% 1,02° 137 (households only) | Medium Medium
(average) °

Germany 9%° 1.46° 129 High High

Bdgium 122

Netherlands | 3%° 1.38° 1302 High High

Italy 27%° 0.36° 213 Low Low

Denmark 9%° 0.41° 1392 High High

Sweden 20%° 1.26° 1913 High High

Finland - 0.81° 1452 - -

Spain 30% 0.20° 2104 Low -

Note:

1 OECD: The Price of Water. Trendsin OECD Countries, 1999: Numbersfor 1997.
2 OECD: The Price of Water. Trendsin OECD Countries, 1999: Numbersfor 1996.
3. OECD: The Price of Water. Trendsin OECD Countries, 1999: Numbersfor 1995.
4. OECD: The Price of Water. Trendsin OECD Countries, 1999: Numbersfor 1993.
5 Ecologic: Comparison of Water Pricesin Europe, April 1998.

6 The Swedish Water & Wastewater Association: Facts on water supply and sanitation in Sweden, Nov 1997.
7. Kulo, Ilari / Santala, Erkki: Water Servicesin Finland. Domestic water supply and sewerage. (Published by
the Finnish Environment Institute and Finnish Water and Waste Water Works Association 1998.)

% Taipale, Paavo: “Current status and future visions of water supply and sanitation services in Finland”
Presentation at an event organised by the German Léander of Bavaria, Saxony and Baden-Wrttemberg “ Sire, geben
Sie Gestaltungsfreiheit! Die Rolle der Kommunen im kinftigen européischen Gesellschaftsmodell.” Brussels, 11
October 2001.
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Abbreviations

AFNOR
DWI

EEB

EU
EUREAU

GATS
IMF

OECD
OFWAT
RWE
WFD

Association Francaise de Normalisation

Drinking Water Inspectorate

European Environmental Bureau

European Union

European Union of National Associations of Water Suppliers and Waste Water
Services

Generd Agreement on Trade in Services

International Monetary Fund

International Organisation for Standardisation
Organisation for Economic Cooperation and Devel opment
Office of Water Services

Rheinisch -Westfdlische Elektrizitétisverke AG

Water Framework Directive

World Trade Organisation
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