Privatisation of water services, helpful or hopeless?

Abstract

The business as usual approach for water and sewerage service provision will not allow us to serve all people of the world with safe water. That was a conclusion of the International Water Decade. Since that time, many new and revived approaches have been tried in order to improve the performance of the sector. One, which has become popular, is “privatisation”. Quite often, however, one gets the impression that not all who use the term thoroughly comprehend what it implies. What are the positive and negative consequences of giving the responsibility for service provision to “market forces” or selling publicly owned assets to national and international enterprises.

VISION 21, the resolution of the Water Supply and Sanitation Collaborative Council, calls for people-centred solutions. Is privatisation such a solution? Does the process give a say to those affected by the process? If so, what are the boundary conditions for success?

Having the responsibility of the provision of water services means being responsible for the legal and statutory duties and tasks, which should be terminologically separated from the delivery of services. The provision responsibility consists of the duties of the public authority: public decision making, arranging the investments, regulation, exercising public authority, and organising the production of the services. The term ‘delivery’ refers to the more technical process of transforming inputs to outputs(making a product or rendering a service. 

The legal public responsibility should be defined first and foremost as well as those core competencies and functions of water and sewerage services provision, which cannot be transferred to the private sector.

In relation to water and sewerage services, it is advisable to use the term privatisation only in case of full or material privatisation, i.e. when the assets are sold to the private sector. The term public-private partnership should be used when referring to various build-operate-transfer (BOT) contracts, concession, lease, management or service contracts. The term commercialisation of service production is recommended, when the public utility improves its performance through various measures merely within its own organisation.

The study of Messrs. Hukka and Katko, on which this paper is based, indicates that when the objectives have been defined correctly, the public monopoly is more efficient than the regulated private monopoly, and that public ownership is not the worse option( in some fields even better than the private one. Public ownership is doing especially well, or at least equally well, in energy, insurance, railway, and water and sewerage services.

Developing and transition economies have increasingly been making public-private partnership contracts with a few trans-national water operator giants. This trend is backed by many external support agencies. The contracts have not always been viable, and there is an increasing need, especially for private sector investments. If these countries wish to attract the necessary investments from the private sector, they must reduce political and regulatory risk, i.e. they should introduce good, accountable and transparent governance, effective property legislation enforcement, sound regulatory framework (health, environment, financial, service quality, water allocation), proper incentive structures, and less commercial risk. Yet, it is difficult to imagine that the private sector would choose to invest heavily in the water and sewerage services, since they are capital-intensive and require long-term investments and commitment. 

Therefore, the commercialisation of public services and public-private partnerships may be the major option, especially for medium-size and smaller settlements. Yet, various forms of public-private partnerships (PPPs) have emerged. In order to serve the non-served, and to serve better those, whose services are inadequate, the PPPs are necessary. But the question remains: ”What kind of partnerships?” Should they be orchestrated by the local people or by the water industry conglomerates and their footmen in developing and transition economies and the turbo-capitalistic international financiers? Can they honestly say that the private option does not entail any problems such as corruption, secret contracts, bribery, lack of competition, concessions forever, and even higher prices for consumers?

Unfortunately, the debate on privatisation has focussed on which ownership or management model is better, the private or the public one. Yet, the question itself is the problem, not the answer. The discussion about the different premises and principles of public services and profit-seeking operators has been negligible. But that difference is the central issue. It does not mean that only the public sector can provide satisfactory public services or that the public sector has no need at all to learn from the private sector’s operating principles and practices, or that PPP are not feasible.

The objective of privatisation, for example in Finland, has not been the privatisation of assets, but the introduction of functional market economics to public procurement and services, mainly through PPPs. Furthermore, the objectives have been related to the improvement of performance and reduction of expenses in the public sector. Due to the characteristics of water and sewerage services, it is obvious that public-private partnerships should be implemented so that the strengths of both parties are fully utilised while at the same time guaranteeing the fundamental goal of the services. In international discussion, public versus private service is too often seen as a black-or-white issue. Yet, in the countries with the most comprehensive and best operative water and sewerage services, public-private partnership is practised. Public ownership seems to fare well against private ownership in water and sewerage services. Outsourcing of the non-core operations to the private sector based on competitive bidding is often used to increase effectiveness and efficiency.
Ultimately, the responsibility for providing water services lies with the public sector. To efficiently fulfil this duty, novel approaches are needed on how to manage the public sector and how it should serve citizens. The key consideration, however, is not whether the service provider is private or public, but how well the utility fulfils its objectives. Quality service can also be provided by public organisations. 
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