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Chapter 1: Comprehensives 

Introduction 
 
 The urban poor in the developing world are needlessly suffering a silent crisis - the lack 

of water and sanitation which are crucial to their health and well-being.  While water is 

necessary for various human activities, such as the production of food, travel, energy, and 

industry, its impact on human health is the most profound.   The World Health Organization 

(WHO) has argued that water is the most important determinant of good health.  Health and 

poverty go hand-in-hand; the poor are more likely to experience poor health which contributes to 

their poverty.  Sick people are more likely to be poor which contributes to their burden of ill-

health.   

4 billion cases of diarrhea result in 2.2 million deaths, mainly among children, almost all of them in less developed 
countries (LDCs); 

About 10 percent of the population in LDCs is infected with intestinal worms and about 6 million people are blinded 
from trachoma. 1 

Young children are particularly vulnerable to water-related diseases due to weak body defenses, higher 
susceptibility, and greater exposure risk; 

Some studies have showed that child mortality rates are more highly correlated with lack of access to potable water 
and sewerage connections than any other factors.2 

 

 For this reason, the Millennium Development Goals (MDGs) aim to cut in half the 

number of people without sustainable access to safe drinking water and basic sanitation by the 

year 2015.  For the urban poor, this translates into the daunting task of providing an additional 1 

billion people in urban dwellers with access to safe water; and 1.1 billion in urban areas with 

                                                 
1 Krisberg, Kim, “Privatizing Water Systems Draws Mixed Reviews,” The Nation’s Health, 33;2, March 2003, page 
15. 
2 Bartlett, Sheridan, “Water, Sanitation, and Urban Children: The Need to Go Beyond ‘Improved’ Provision,” 
Environment and Urbanization, October 2003.   
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basic sanitation.3  The obstacles are significant and recent evaluation of MDG progress indicates 

that the goals are far from being met in most regions of the developing world.   

 The importance of water to health, the value added from the provision of water and 

sanitation, the distribution of water, and the constraints imposed by provision models as well as 

the nature of the sector itself, do not have easy solutions.  For example, it is estimated that annual 

investment in water supply and sanitation would have to double from historical levels of $15 

billion per year to $30 billion per year in order to reach the MDGs.4  Environmental concerns 

also constrain potential solutions; by 2025 it is conservatively estimated that 2/3rd of the world’s 

population will run short of potable water.   

 The provision of municipal water and sanitation has evolved along with development 

theory and practice over the past few decades, from a strictly public sector centralized model, to 

decentralization, and has recently begun to incorporate private sector participation.  Private 

sector participation is increasingly encouraged by a powerful international nexus, including the 

major international development policy makers and lenders, multinational corporations, 

transnational and international organizations, and pseudo-governmental institutions.   

 Latin America is a good regional study of the sector as it has performed relatively well in 

terms of improving water and sanitation services in both rural and urban areas.  The region also 

has the most experience with private sector participation in the sector in terms of number of 

attempts, size of investment, and over the greatest length of time.  The lessons learned include 

how the various approaches, particularly that of privatization, have overcome the constraints in 

order to improve health and equity outcomes.   

                                                 
3 WHO/UNICEF, Joint Monitoring Programme on Water Supply and Sanitation, “Meeting the MDG Drinking 
Water and Sanitation Target: A Mid-Term Assessment of Progress,” WHO/UNICEF, 2004 
4 Global Water Partnership, “Towards Water Security: A Framework for Action,” 2000.   



Amanda Rives Argeñal Private Sector Participation in Municipal Water Systems in Latin America  
 

7 of 106  Fall 2004 
 

 Table 1: Water Supply and Sanitation Access, 2000 (Source: WHO/UNICEF)5 

Region  Improved 
Water Supply – 
Urban 

Improved 
Water Supply – 
Rural 

Improved 
Sanitation – 
Urban 

Improved 
Sanitation – 
Rural 

Sub-Saharan Africa 83 44 73 43 
Middle East & North Africa 95 77 93 70 
South Asia 94 80 67 22 
East Asia & the Pacific 93 67 73 35 
Latin American & Caribbean 94 66 86 52 
Europe & Central Asia 95 82 97 81 
Developing Countries 92 69 77 35 

International Development Themes 

Development Strategies – Dependency Theory and Basic Human Needs 

 The issue of private sector participation in the water and sanitation sector must be 

examined with an understanding of the historical background in development theory which led 

up to this moment in time.  In the 1950s foreign aid began to developing countries based on the 

model of economic rehabilitation of the Marshall Plan in post-WWII Europe.  Development 

meant economic growth; Rostow’s “Five Stages of 6 the predominant development paradigm was 

modernization theory.  Dependency theory emerged in Latin American, espoused by such 

dependistas as Valenzuela and Valenzuela, and dos Santos.7  Theotonio dos Santos argued that 

the economies of certain countries are conditioned by the development and expansion of another 

country to which the former is subjected.8  The three basic forms of dependence are colonial, 

financial, and multinational.  The market system maintains this system where the development of 

part is at the expense of the other.  Such inequalities and resource transfers deepen and transform 

                                                 
5 The World Bank Group, “The World Bank Group’s Program for Water Supply and Sanitation,” Water Supply & 
Sanitation Sector Board, January 2004, page 6. 
6 Rostow, W.W., “The Five Stages of Growth,” Chapter 10 in Mitchell A. Seligson & John T. Passé-Smith, (eds.) 
Development and Underdevelopment: The Political Economy of Global Inequality, CO: Lynne Rienner, 2003. 
7 Valenzuela, J. Samuel & Valenzuela, Arturo. (1993) (Reprint). “Modernization and Dependency: Alternative 
Perspectives in the Study of Latin American Underdevelopment.” In Mitchell A. Seligson & John T. Passé-Smith, (eds.) 
Development & Underdevelopment: The Political Economy of Inequality. CO: Lynne Rienner, 1993 
8 Dos Santos, Theotonio, “The Structure of Dependence,” The American Economic Review, v.60, pages 231-236, 
May 1970. 
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the world economy.  This paradigm also supported import-substitution industrialization, which 

was especially strong in Latin America.  Many countries developed para-statal agencies, which 

produced a range of goods, and also nationalized many service sectors such as transportation and 

communication.   

 By the 1970s, theorists began to look at the fruit of this development strategy and found 

mixed results.  A few influential studies also suggested negative results, such as Fishlow’s study 

in Brazil and Adelman and Morris’ findings that the poor were actually getting poorer.9 10  The 

development paradigm shifted towards growth with equity, and focused on providing for 

people’s basic human needs.   The basic human needs paradigm was paid for on credit courtesy 

of the petroleum boom.  It is in this decade where we saw incredible improvements in the state’s 

provision of infrastructure, health care, education, and investment in human capital.   

 The price of oil dropped and the debt crisis ensued. Many LDCs now had money-losing 

state enterprises and a huge social sector to maintain.  LDCs were straddled with huge social 

programs and no way to pay for them.  Structural adjustment programs (SAPs), the ideology of 

neoliberal reform, or what has been coined the “Washington Consensus,” led to the privatization 

of a good part of formerly state-run sectors, and is now approaching the social sector.11   

What role does the state play in neoliberal models?  Formerly “untouchable” industries 

such as healthcare and water are being turned over the private sector.  Does the state not have a 

                                                 
9 Fishlow, Albert, “Brazilian Size Distribution of Income,” American Economic Review, volume 62, pages 391-402, 
May 1972.   
10 Adelman, Irma, and Cynthia Taft Morris, Economic Growth and Social Equity in Developing Countries, CA: 
Stanford University Press, 1973.   
11 Phrase coined by Williamson, John. “Did the Washington Consensus Fail?” Outline of Remarks at CSIS. 
Washington DC: Institute for International Economics, November 6, 2002, in reference to the lowest common 
denominator of policy advice being addressed by the Washington-based institutions to Latin American countries.  
The policies were: fiscal discipline, a redirection of public expenditure priorities toward fields offering both high 
economic returns and the potential to improve income distribution, such as primary health care, primary education, 
and infrastructure; tax reform (to lower marginal rates and broaden the tax base); interest rate liberalization; 
competitive exchange rates; trade liberalization; liberalization of inflows of foreign direct investment; privatization; 
deregulation (to abolish barriers to entry and exit); and secure property rights.  
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responsibility to provide for the citizenry’s most basic needs?   Water and health care have been 

declared human rights by the United Nations.  What has the human rights movement contributed 

to the dialogue?  Civil society, the state, and non-governmental sectors are grappling with these 

issues at the same time decisions are being made for them from above.    

The Global Economy and Sustainable Development 

 Privatization is also being driven by economic globalization.  The global economy can be 

defined to encompass the economic activities that make the world economy, the public 

institutions that manage the world economy, and the private institutions that make the world 

economy.12  The activities include production, finance, and trade.  The public institutions of 

today’s economy include the World Bank, regional banks, the IMF, and the WTO.   

The private institutions, multinational corporations (MNCs) have grown in power and number 

since the creation of those public institutions, as explained by Khor.13 

 The Bruntland Report defines sustainable development as,  

Development that meets the needs of the present without compromising the ability 
of future generations to meet their own needs. It contains within it two key 
concepts: The concept of 'needs', in particular the essential needs of the world's 
poor, to which overriding priority should be given; and the idea of limitations 
imposed by the state of technology and social organization on the environment's 
ability to meet present and future needs.14  
 

Can economic globalization and sustainable development be reconciled?   How is this paradox 

manifested in the privatization of water and sanitation services?  How well are the public 

institutions created during the Bretton Woods period dealing with economic globalization?  

 Many MNCs have higher revenues than the GDPs of third world countries; globally, 

                                                 
12 Broad, Robin, Global Backlash: Citizen Initiatives for a Just World Economy, Lanham, MD.: Rowman & 
Littlefield, 2002 
13 Khor, Martin, Rethinking Globalization: Critical Issues and Policy Choices, NY: Global Issues Series, 1999. 
14 World Commission on Environment and Development. Our Common Future (a.k.a. "The Bruntland Report") New 
York: Oxford University Press, 1987, p. 43 
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seven trillion dollars moves internationally in private capital flows each year.  There are 

concerns about labor, the environment, the volatility of commodity prices and terms of trade, and 

the increasing wealth gap between rich and poor nations.  How can sustainable development be 

incorporated in the global rules?  As Broad points out, “…the history of public and private 

institutions brings us to questions of the development models they push with their focus on 

unfettered trade and investment flows.”15  

The power dynamics are skewed towards MDCs and the MNCs which contribute to their 

GDP.   The rules of international trade, for example, often leave little room for LDCs to bargain 

for themselves.  The global economic system and its structures such as NAFTA, WTO (GATT) 

and the MNCs behind the policy makers which disproportionately affect North-South trade, are 

essentially “efforts to remove tariffs and agree on a comprehensive set of regulations governing 

global trade that are designed primarily to protect property rights….a complex series of 

regulations that protect their property interests and set the rules for the global economy.”16  One 

of the most egregious examples would be Bechtel, a MNC with profit margins larger than 

Bolivia’s GDP, which is attempting to sue the country in a secret judicial process under the 

WTO.   

 Investigating the conflict over the Cochabamba privatization, it was concluded that, 

The conflict showed how privatization and protection of investments created in 
the neoliberal system affect and impact the right to water access as well as the 
rights rural communities have to water and the community vision regarding 
water.  Moreover, it shows how the mechanisms of privatization and protection of 
investments can threaten the poorest countries by putting pressure on scarce 
public funds.17 
 

                                                 
15 Broad, Robin, Global Backlash: Citizen Initiatives for a Just World Economy, Lanham, MD.: Rowman & 
Littlefield, 2002, page 74. 
16 Collingsworth, Goold, and Harvey, “Time for a Global New Deal,” Foreign Affairs, pages 8-13 
17 Beltran, Elizabeth Peredo, Water, Privatization and Conflict: The Women of Cochabamba Valley, DC: Heinrich 
Boll Foundation, 2004, pages 49-50.   
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Moral aversion to child labor, forced and prison labor, horrendous worker conditions, etc, 

that typify the global assembly in the developing world are certainly part of this dialog.  Even the 

Economist elaborates on the moral issues involved in labor standards, but argues that it is part of 

their comparative advantage.18   

 Furthermore, globalization has serious consequences for the sustainable development of 

urban centers.  Urbanization and the persistence of urban poverty can be partly explained by 

globalization and the macroeconomic reforms that inevitably accompany it.  As aptly described 

by Vidler, globalization is “a set of processes whereby national economies have become 

progressively integrated in an interconnected global capitalist economy.”19  Today most 

countries are striving for such integration, albeit on differing terms.  The growth of information 

and communication technology (ICT) warps national borders, and the movement of information 

and capital (without the free movement of labor) continues to grow.  It would seem, moreover, 

that this trend is set to continue indefinitely.   

 The United Nations Center for Human Settlements (HABITAT) in its 2001 “Global 

Report on Human Settlements” finds that globalization has indeed impacted urban planning and 

even affected democracy.20  HABITAT finds that the physical reflections of globalization 

include inequality and the quartering of urban space; segregation of wealth and business, 

gentrification, suburbanization; working class, immigrant, and slum quarters.  Urban cultural 

environments are eroded and land uses are distorted by policy and the market.  

                                                 
18 The Economist, "Standard Deviations: Should the Third World...Meet Labour and Environmental Standards?" 
Economist Survey, Oct 1, 1994. Vol. 333, Iss. 7883 
19 Vidler, Elizabeth, “City Economic Growth,” Urban Governance, Partnership, and Poverty Theme Paper 1, School 
of Public Policy, University of Birmingham, March 1999, page 2.  
20 United Nations Center for Human Settlements (HABITAT), Cities in a Globalizing World: Global Report on 
Human Settlements 2001, Earthscan Publications, Ltd., 2001 
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 Globalization presents challenges and contradictions for governments striving to become 

integrated into the global economy, while at the same time creating an appropriate model for 

development.  Priorities in infrastructure, education, safety nets, and government capacity are 

examples of these contradictions, which become muddied in the face of growing pressure from 

above and below.  The LDC is at a serious disadvantage with the public institutions that manage 

and the private institutions that make the world economy21; the municipality in a globalizing 

world even more so.         

Foreign Direct Investment as a Development Strategy 

 Development assistance in the post-1945 era was largely quantifiable as it was “official.”  

By the 1970s, however, loans from commercial banks to LDCs were growing, largely due to an 

eventual flood of petro-dollars on the market.  The 1980s brought in the debt crisis and a 

stagnation of lending.  By the 1990s, commercial lending had surpassed its previous levels and 

began lending to private enterprises, rather than governments.  These private capital flows are a 

“black box” and are difficult not only to quantify, but also to measure their impacts in the 

developing world, argues Hillary French.22 

 The US government actively encouraged US business to become players in the spread of 

liberalism throughout much of the developing world (this was not a change in policy in 1995, 

just a more active role).  Jeffrey Garten, secretary for the US Department of Commerce, 

espoused an economic focus in the developing economies of China, Indonesia, South Korea, 

India, Turkey, South Africa, Poland, Argentina, Brazil, and Mexico - the Big Emerging Markets 

                                                 
21 Mittleman, James, and Mustafa Kamal Pasha, Out from Underdevelopment Revisited: Changing Global 
Structures and the Re-making of the Third World, Palgrave McMillan, 1996.   
22 French, Hillary, “When Foreign Investors Pay for Development,” World Watch, May/June 1997 
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(BEMs).23  With promises that these markets would expand world trade by three-fourths in the 

next two decades, and would double their share of world GDP from 10 to 20 percent, MNCs 

took head, especially those who felt they did not get their share of the Asian tigers’ growth. The 

rationale was based on access to markets, as well as the unspoken fear factor that these countries 

in their burgeoning economic growth, if not harnessed, could even challenge US hegemony in 

international political and economic institutions (IMF, GATT, UN).   

 By 1997, official flows to less developed countries (LDCs), the BEMs included, were at 

their lowest in decades, but private capital flows were unprecedented.  Commercial lending and 

foreign direct investment (FDI) were up in East Asia, the Middle East, and Latin America.  

Eastern Europe, Central Asia, and South Asia saw an increase in portfolio investment (the most 

volatile type of private capital flows).  Latin America further liberalized, opening their state run 

agencies and private markets, and were rewarded by an increase in official lending and FDI.24 

 The World Bank and UNCTAD, among others began to recognize two potentially 

problematic issues resulting from increased capital flows and decreased official flows.  Although 

private capital flows no doubt bring currency, industry, and technology into the country, this 

does not mean that they are necessarily well-managed.  Secondly, the increase in private capital 

flows went mainly to middle income countries and India and China, which leaves out many 

have-nots.  Countries with “sound economic policies” and guarantees had security of access, but 

faced loss of sovereign control over fiscal and monetary policies.    

 FDI found niches in the privatization of government infrastructure, border mergers, and 

acquisitions.  The major international lenders and donors, from the World Bank to the UN, 

increasingly promote private sector participation as an optimal way to finance development, 

                                                 
23 Garten, Jeffrey, “The Big Emerging Markets,” 1/20/94 
24 World Bank, “Global Development Finance, “ vol. 1, pgs 3-7 & 27-31, 1997 
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rather than calling for increases in official flows.  With official flows drying up, and no chance 

of private flows, the poorest LDCs are left with few alternatives.   

 FDI as a development strategy in the water and sanitation sector is problematic.  Initially 

high import levels offset cash inflows, later exports generate cash to pay for high import costs.  

In the long-run (how long is long?) profits for the MNCs investing are high, but repatriation to 

the host country is low.  Hillary French argues that private macro financial flows are indeed 

exacerbating the gap between rich and poor, rather than reversing the “negative net transfers” of 

the 1980s. 25  Furthermore, FDI in public service sectors, such as water, relies on profit-

maximization.  Why is this a better alternative to official lending or grants which would help to 

subsidize people’s basic human needs rather than charge as much as possible for them?      

Development Management 

 The evolution of the field of development management parallels the shifts in 

development paradigms, differing in how to deal with the bureaucracy.  Hirschmann describes 

the different stages of the field as such: the de-bureaucratization, localization and training, 

circumvention, re-orientation, and lastly decentralization and privatization.26 

 Decentralization of bureaucracy coincided with structural adjustment in the 1980s; the 

bureaucracy was to move locally to reduce costs and improve efficiency.  While the bureaucracy 

was shifted outwards and municipalities were given greater responsibilities, there was little to no 

corresponding transfer of resources.  The neoliberal answer was privatization.  The privatization 

of government services and industries also took qualified people away from government service 

and towards the private and NGO sectors.  Government planners moved onto positions with 
                                                 
25 French, Hillary, “When Foreign Investors Pay for Development,” World Watch, May/June 1997 
26 Hirschmann, David, “Development Management versus Third World Bureaucracies: A Brief History of 
Conflicting Interests,” Development and Change, 30,2, pages 287-305, 1999. 
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international and regional organizations, donors, or the “quasi-private sector” of institutes, 

centers, funds, foundations, and banks.   

 Privatization was precisely the moment when qualified people were and still are, most 

needed in the government sector.  As the roles and responsibilities of the state diminish, their 

role as regulator takes on greater importance.  The shift in development management nearly 

crippled the bureaucracy, how can the bureaucracy now be expected to have capacity to regulate.  

And is this the best role for the state to play - that of regulator?  Regulation is arguably even 

more complex than implementation.  Without the capacity to regulate, LDCs and municipalities 

are offered assistance from World Bank and IMF consultants, who are usually biased towards 

privatization and looking for short term task-based answers, rather than a comprehensive 

development strategy.   

 Hirschmann also points out that today the term is “governance” which underscores the 

reality that anti-state behavior is part of the neoliberal paradigm.  Governance implies efficiency, 

transparency, and responsive, encouraging a more constructive relationship with the private, 

NGO, and civil society sectors.  Governance is embedded in a political, legal and regulatory 

environment that facilitates private sector and associational initiative.  To do this, however, 

requires demand rather than pressure from above.  Again, the strategy is overlooking the 

bureaucracy as a stakeholder.   

 Lipsky points out that the most powerful weapon that the bureaucracy has is non-action; 

it may ration goods (and lesson their workload for which there is no limit to demand) by 

imposing monetary, time, psychological, queuing, rationing, and routine costs.27  For this reason, 

a development project must evaluate the bureaucracy in terms of object, medium, and subject.  

The bureaucracy as subject (the ability of the bureaucracy to impact the project no matter what 
                                                 
27 Lipsky, Michael, “The Rationing of Services in Street Level Bureaucracy,”  
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the strategy) may be the most important and the most overlooked (Hirschmann).   Too often 

development projects are planned with inputs and outputs, and the bureaucracy as a black box in 

between that should get the job done.  But that bureaucracy is subject to the same challenges as 

any bureaucracy, and will similarly adapt their daily routines and workloads to do the minimal 

while complying with requirements. 

 UNCHS finds that urban issues such as poverty alleviation, the provision of infrastructure 

and services, and the improvement of environmental and living conditions do not have universal 

policy prescriptions, but would also incorporate the strengthening of urban government and 

administration and increased involvement of civil society and the private sector. 28  

 Decentralization came at a price because there was no corresponding transfer of 

resources, and much of the state’s capacity was lost.  Now we’re asking state to change again, 

and again without transfer of resources or strengthening urban government and administration.  

The option given in negotiations with the private sector is assistance by World Bank and IMF 

consultants, who are usually biased towards privatization.  This has serious implications for 

policy prescriptions in development management, how the bureaucracy should be viewed, and 

what is meant by good governance.   

   

Concentration Themes   

Urban Development 

 Privatization of water and sanitation is an urban challenge.  This trend is not likely to 

change in the foreseeable future, which has great implications for urban development.  The 
                                                 
28 United Nations Center for Human Settlements (HABITAT), Cities in a Globalizing World: Global Report on 
Human Settlements 2001, Earthscan Publications, Ltd., 2001 
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relevance of urban development, as a subfield of sustainable development, is increasingly 

relevant in today’s urbanizing world.  The near future can be projected to include nearly 1 billion 

squatters in the world’s mega-cities.  Rapid unmanaged urbanization will ultimately lead to 

increased crime and social and political instability in the Third World as the poor will be living 

in dangerous sites with poor waste management, exacerbating environmental degradation, and 

straining public health and education systems.29   

 The poor will be even further marginalized.  Wratten finds that certain categories of 

poverty may be combined more often in urban settings to intensify insecurity, health risks, and 

may influence household coping strategies.  Such poverties are environmental and health risks, 

vulnerability in commercial exchanges (local economy, housing, and education), social diversity, 

fragmentation, crime, and vulnerabilities regarding the state and police.30  This near future would 

take place in a globalizing world – connecting elites through information and communication 

technologies in gated, segregated communities in a global archipelago.   

 Modernization theory propelled the field of urban development from the 1950s into a 

“master plan approach,” focused on infrastructure and designed by “experts.”  Urbanization was 

the answer to underdevelopment in LDCs.  By the late 1970s, modernization theory began to 

crack under its unfulfilled promises and the emergence of dependency theory.  The two-sector 

growth model was questioned with Michael Lipton’s seminal work on “Urban bias.”31  Urban 

bias became mainstream, and policy shifted into the integrated rural development phase.  The 

new models sought to control urbanization, inherently rapid and problematic as it were.  Rural-

                                                 
29 United Nations Center for Human Settlements (HABITAT), Cities in a Globalizing World: Global Report on 
Human Settlements 2001, Earthscan Publications, Ltd., 2001 
30 Wratten, Ellen, “Conceptualizing Urban Poverty,” Environment and Urbanization, Vol.7, No.1, April 1995 
31 Lipton, Michael, “Urban Bias and Inequality,” Chap 29 in Development and Underdevelopment: The Political 
Economy of Global Inequality, Mitchell A. Seligson & John T. Passe-Smith (eds), Boulder, CO: Lynne Rienner 
Publishers, 2003.   
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urban migration was believed to exacerbate the trend; uneducated, unmotivated, and putting up 

squatter settlements, migrants did not contribute to the development of the city.  Additionally, by 

the 1970s, fear of a population explosion and environmental concerns were further reasons to 

control urban growth.   

 Urban bias, as a critique of development initiatives, was and continues to be a valid 

criticism of national governments and the international aid regime in equal parts. Urban bias, 

however, is just that – a critique; it is not a theory or framework for how to ameliorate such 

partiality.  In fact, it helped to swing the pendulum in the opposite direction, arguably creating a 

rural bias by the late 1970s.   

 The potential tradeoffs between a rural or urban focus have been largely disproven or 

contradicted.  As Lee-Smith and Stren point out in “New Perspectives on African Urban 

Management,” rural and urban areas are interdependent and complementary.32  In contrast with 

Lipton, they find that ignoring infrastructure and services in areas where industry and commerce 

congregate have detrimental national consequences; educational skills transfers and urban 

employment are highly connected to rural innovation and survival.  The solution lies not in 

focusing on rural development, but in integrating the urban economy into the national economy.         

 Old assumptions changed regarding migrants and squatters – migrants came to be viewed 

as sources of innovation, squatters were understood to be major contributors to the urban 

economy.  This also came with a price, what Loker termed the “double development squeeze.”33  

He argues that the rural poor are ignored by national governments, thought of as a surplus of 

labor, and able to assist in urbanization.  He argues that the “Grit in the Prosperity Machine” of 

                                                 
32 Lee-Smith, Diana and Richard E. Stren, “New Perspectives on African Urban Management,” Environment and 
Urbanization, Vol.3, No.1, April 1991 
33 Loker, William M., “The Grit in the Prosperity Machine: Globalization and the Rural Poor in Latin America,” in 
William M. Loker (ed) Globalization and the Rural Poor in Latin America, Boulder: Lynne Reinner, 1999, pages 23-
39.   
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modernization and globalization in Latin America are the rural poor.  The grit will continue to be 

grit as Loker argues, as long as the rural are viewed as such.  Brutton agrees that import 

substitution syndrome had as one of its worse consequences the “squeezing out” of agricultural 

to fuel industrialization.34   

 Hernando de Soto’s work on the informal sector in Lima, Peru ushered in a new era of 

understanding regarding the contributions of the sector, particularly in the provision of housing 

and employment.35  Benton summarizes the significance for urban development in that it reduces 

the costs of capital to labor, “labor can reproduce itself more cheaply by relying on informally 

produced consumer goods and by supplementing formal sector earnings with income from 

informal activities.”36  The contributions of the sector, however, were not without costs.  As Lee-

Smith and Stren point out, de Soto also brought attention to the costs of informality.  “These 

‘costs of informality’ include costs of avoiding punishment and penalties by authorities, but they 

also include the cost of avoiding advertising, the cost of not using the best technology and 

marketing facilities, and the cost of lack of access to cheap and secure credit.”37 The policy 

implications for migration, squatters, and the informal sector have not been universal in LDCs 

despite widespread changes in assumptions about their value.   

Latin America in the 1960s was also following a physical planning paradigm, but the 

strength of civil society brought poverty issues to the fore earlier.  In upper income countries 

such as Mexico, urbanization plus modernization plus industrialization increased middle-income 

                                                 
34 Bruton, Henry, “A Reconsideration of Import Substitution,” Journal of Economic Literature, 36, 903-936, 1998,  
page 914.   
35 de Soto, Hernando, The Other Path: The Invisible Revolution in the Third World, NY: Harper & Row, 1989. 
36 Benton, Laura, “Latin American Urban Research – From Culturalism to Structuralism and Beyond,” Johns 
Hopkins University, page 8. 
37 Lee-Smith and Stren, page 28. 
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earners (Latapi and de la Rocha).38  By the 1970s, the informal economy was being studied, 

labor and squatters’ issues gained prominence, and community mobilizations were underway to a 

greater extent.  Governments focused on social issues by the 1970s and were on their way to a 

coherent urban management strategy before structural adjustment programs and debt crises 

derailed progress.  It is into this state of the municipality in the third world that privatization is 

being introduced.   

 

Health & Development 

 Health, poverty, and development are interlinked in ways that are still being explored but 

the linkages between health and development have been strengthened in recent years by 

groundbreaking research.  Among those studying the issues is the Commission for 

Macroeconomic and Health which has argued: 

Health is a priority goal in its own right, as well as a central input into economic 
development and poverty reduction.  The importance of investing in health has 
been greatly underestimated, not only by analysts but also by developing-country 
governments and the international donor community.  Increased investments in 
health as outlined in this Report would translate into hundreds of billions of 
dollars per year of increased income in the low-income countries.  There are 
large social benefits to ensuring high levels of health coverage of the poor, 
including spillovers to wealthier members of the society. 39 
 
Good health, contemporary theorists and practioners argue, can lead a country out of 

poverty.  This is a shift from traditional economic development theories focused on improving 

economic conditions, i.e., increasing employment, which would automatically lead to better 

health outcomes.  Good health increases labor productivity, household income, and educational 

                                                 
38 Latapti, Agustin Escobar and Mercedes Gonzalez de la Rocha, “Crisis, Restructuring and Urban Poverty in 
Mexico,” Environment and Urbanization, Vol.7, No.1, April 1995 
39 Sachs, Jeffrey (Chair), “Macroeconomics and Health: Investing in Health for Economic Development,” Report of 
the Commission on Macroeconomics and Health,” WHO, 2001, page 18. 
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levels, all which reduce poverty.  When families are secure in the fact that their children have a 

good chance of survival, they will have smaller families.  Conversely, ill health amongst the poor 

affects all of society and the national economy, as has been well-documented with the 

HIV/AIDS pandemic.  It is increasingly accepted that national poor health will inhibit economic 

growth through low labor productivity and lower household incomes.    

 Along the spectrum of a rights based approach (RBA) to development, health as a human 

right is increasingly accepted as part of contemporary international development theory and 

practice.40    The human rights paradigm is founded on the conviction that every human being is 

a possessor of inalienable, indivisible rights by birth.  The legal foundations of these rights are 

based on international human rights treaties and other standards, as well as national constitutions 

and rule of law.  The fundamental principles of the rights-based approach include 

universality/non-discrimination/equality; indivisibility/interdependence; accountability; 

participation; rule of law; and progressive realization.   

 The Universal Declaration of Human Rights (1948) and the International Covenant on 

Economic, Social and Cultural Rights (ICESCR) (1966) are most often cited in support of the 

human right to health.41  The Convention on the Rights of the Child stipulates that every child 

has the right to facilities for the treatment of illness and rehabilitation of health; and the 

Convention on the Elimination of All Forms of Discrimination Against Women outlines 

measures that ensure health services for women.  (See Apendix for more information).   

 A growing majority of international organizations, donors, and recipients, have begun to 

identify and intervene in the linkages between health, poverty, and development.  For example, 

the Millennium Development Goals (MDGs) include three specific health-related targets.   

                                                 
40 United Nations Development Program, “The Application of a Human Rights-based Approach to Development 
Programming: What is the Added Value?” www.undp.org/governance/docshurist/rightsapproach.doc 
41 See Appendix A for additional information on the right to health. 
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• Goal 4: Reduce Child Mortality - Reduce by two thirds, between 1990 and 2015, the 
under-five mortality rate;  

• Goal 5: Improve Maternal Health - Reduce by three quarters, between 1990 and 2015, 
the maternal mortality ratio; and  

• Goal 6: Combat HIV/AIDS, Malaria, and Other Diseases – Have halted by 2015 and 
begun to reverse the spread of HIV/AIDS. 

 
 It is nearly universally agreed that good health can lead a country out of poverty; and that 

poor health inhibits development.  Health is indeed a human right.  Both factors are increasingly 

accepted as witnessed by the three MDGs on health.  WHO has identified access to water as the 

number one most important determinant to good health.42  How is this reconciled with the 

movement to treat water as an economic good which can be traded?  As the linkages between 

health, poverty, development are proven and the human rights paradigm strengthens, at the same 

moment both water and health care are being privatized around the developing world.  They are 

taken out of the hands of the state, removed from the citizenry’s influence, and managed by 

policy makers, lendors, and MNCs.     

Women in Development 

 Gender also interacts with health, poverty, and development, usually compounding their 

negative impacts.  Women suffer specific disadvantages in health – their own health and the 

health of their families, and are additionally impacted by a lack of research in women’s health 

issues. 43  More than 70 percent of the world’s poor are women and girls, further undercutting 

opportunities and increasing workloads for females.  Underdevelopment overall also impacts 

women and girls in a myriad of ways: in access to education, economic resources, and 

                                                 
42 WHO/UNICEF Joint Monitoring Programme on Water Supply and Sanitation, “Meeting the MGD Drinking 
Water and Sanitation Target: A Mid-Term Assessment of Progress,” WHO/UNICEF, 2004 
 
43 Craft, Naomi, “Women’s Health is a Global Issue,” British Medical Journal, 11/1/97. 
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workloads.  Culture context does matter, but by and large, women are more greatly affected by 

illness, poverty, and underdevelopment than men worldwide.  

 It has been found that globally, gender roles place the management and payment for 

water as women’s responsibility.  Lack of access to water and sanitation most greatly affects 

women, as by and large, they are often responsible for collecting water, and for activities that 

most depend on water such as cooking and washing.  When water prices are high, women may 

have less disposable income to spend on improving nutrition, education for their children, and 

may be forced to work more to pay for the water.  Women’s place in society gives them little 

influence in public policy.  The conclusion from an investigation into the conflict provoked by 

privatization of water services in Cochabamba, Bolivia found,  

The impact of water service privatization on women is rooted in the structures of 
gender discrimination and poverty, in family relationships and hierarchies, as 
much as in the services themselves.  Although the biggest impact was felt by 
women, the repercussions also hit families because women are the mothers and 
girls who are in charge of the home and had to strategize to use less water with 
negative impact on the health and quality of life of the family in general.44 

 
Women’s experiences in health, poverty, and development stem from the different 

inequalities they suffer along the spectrum of spheres women inhabit; from the household to the 

community to nationally.  Amartya Sen has categorized seven types of inequality in a useful 

attempt to broaden the discourse of gender inequality: mortality inequality, natality inequality, 

basic facility inequality, special opportunity inequality, professional inequality, ownership 

inequality, and household inequality.45  Access to water affects nearly each type of gender 

inequality listed at some level and at some point in women’s lives.  Can the models of private 

sector participation adequately include the gendered components of water provision?       

                                                 
44 Beltran, Elizabeth Peredo, Water, Privatization and Conflict: The Women of Cochabamba Valley, DC: Heinrich 
Boll Foundation, 2004.   
45 Sen, Amartya, “Many Faces of Gender Inequality,” Frontline, Volume 18, Issue 22, 11/9/01 
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Purpose and Methodology 

Methodology 
 

 The water and sanitation sector will be evaluated to identify characteristics that make it 

different from other service-oriented sectors.  The various approaches to the provision of water 

and sanitation services will be detailed.  The constraints naturally imposed by the sector, and 

constraints imposed by the approach used, will be clarified.  Case studies will be used to evaluate 

the ability of private sector participation to overcome constraints, and to improve health and 

equity outcomes.  The methodology used is secondary research.  The principal weaknesses were 

the lack of sufficient data on health and equity outcomes in the selected case studies; the 

relatively short time frames of some of the case studies; and the lack of appropriate control 

groups in studies where health outcomes could be analyzed.     

Hypothesis 
 
 That private sector participation can improve health and equity outcomes through the 

water and sanitation sector if: 

• The state, public sector, and civil society have the capacity to effectively and equitably 

plan, monitor, evaluate, and participate in the privatized model, 

• Without unnecessary external influence, 

• And when improving health and equity outcomes is the principle objective of the 

initiative rather than an opportunity for profit maximization. 

• Assuming there is no national economic or natural crisis.  
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Framework 
 
 The research is embedded in a framework of how globalization affects people’s basic 

human needs.  Globalization encompasses the nexus of powerful multinational organizations, the 

paradigm shift towards neoliberalism, and the states’ embrace of that shift.  Basic human needs 

are the factors that make survival necessary, such as food, water, and shelter.   

 Neoliberal economic policy prescriptions have driven privatization as the solution to 

many problems of the Third World.  The state industries which were initially privatized in the 

1980s, could arguably be categorized as non-essential, such as state factories, airlines, and coal 

mines.  The privatization push, however, has crept further and further into essential services.  

Transportation, communication, health care, and most recently, water provision has become 

acceptable to outsource.  Non-governmental organizations and private firms are the preferable 

service providers in this new model.   

 Where does this leave the state in terms of providing for basic human needs?  What will 

be the role of government in the future?  Privatization, as part of the neoliberal ideology, is based 

on the ability to make profit; cost-effectiveness becomes the end determinant of success.  Does 

the state not have an obligation to provide water to its citizenry?  If it has to be subsidized in 

order to make it affordable, this implies it is unsuccessful in the neoliberal model.    

 This research will not answer these questions.  Water is currently the hottest target in 

neoliberal reform and privatization is the assumed answer.  The research here, however, assumes 

that the state does have an obligation to provide for basic human needs, but has not 

predetermined how that obligation best be met.   
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Chapter 2: The Water and Sanitation Sector 

 Water is necessary for many human activities as well as for survival.  Its value is akin to 

that of fresh air and land, and as such has different characteristics from other public sectors such 

as electricity or transportation.  This section will attempt to demonstrate what characteristics 

make water and sanitation different from other sectors.  The rest of the chapter will be dedicated 

to further describing technicalities regarding distribution, the importance of water and sanitation 

in urban settings, and the constraints on the optimal provision of water and sanitation.   

Defining Characteristics of Water and Sanitation 
 

A.) Health 
 

Arguably, the impacts on health outcomes are the most significant and will be given the 

greatest value in this research.  Every day, a lack of water and sanitation in the world kills more 

than 3,900 children under five.46  While water is necessary for a host of human pursuits – the 

production of food, travel, energy, and industry – its impact on human health is clearly the most 

profound.  The World Health Organization (WHO) has argued that water is the number one most 

important determinant of good health.  The health impact from a lack of adequate water cannot 

be overstated.  There are two main ways that lack of water impacts health: contaminated water 

can cause waterborne illnesses and a lack of sanitation causes water-washed diseases.  

 A growing majority of international organizations, donors, and recipients, have begun to 

identify and intervene in the linkages between health, poverty, and development.  For example, 

the Millennium Development Goals (MDGs) include three specific health-related targets.  Goal 

                                                 
46 WHO/UNICEF Joint Monitoring Programme on Water Supply and Sanitation, “Meeting the MGD Drinking Water and Sanitation Target: A 

Mid-Term Assessment of Progress,” WHO/UNICEF, 2004, page 6. 
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4: Reduce Child Mortality - Reduce by two thirds, between 1990 and 2015, the under-five 

mortality rate; Goal 5: Improve Maternal Health - Reduce by three quarters, between 1990 and 

2015, the maternal mortality ratio; and Goal 6: Combat HIV/AIDS, Malaria, and Other Diseases 

– Have halted by 2015 and begun to reverse the spread of HIV/AIDS. 

However, it is also arguable that other MDGs are contingent on a healthy population.  

MDG #1 for example, is to eradicate extreme poverty and hunger.  In some countries of Sub-

Saharan Africa, HIV infection rates are up to 40 percent of the productive age population, 

meaning that there is no one left to produce food.  Healthy people must devote their time tending 

to the sick and to the orphaned children.  MDG #2 is to achieve universal primary education.  In 

some countries in Sub-Saharan Africa education trends are reversing as girls are being pulled out 

of school to care for the sick, and children are orphaned with no one to pay their school fees.   

 The health burden that stems from lack of water and sanitation disproportionately affects 

urban dwellers as described in chapter 1, in the “concentrations themes” section.  The previously 

assumed rural health advantage is increasingly being questioned, largely due to inequalities 

within cities of water and sanitation services.  Sanitation-related illnesses such as intestinal 

parasites – roundworms and whipworm – have been observed at higher levels than in 

corresponding rural populations.  Child mortality and morbidity rates in poor urban settlements 

equal or exceed those in rural areas.  Even within cities, inequalities abound.  In cities with well-

managed water and sanitation services, health status between low and high income groups may 

vary little, but in poorly managed cities, health indicators vary widely.   

Cities well-served by water, sanitation, drainage, and waste removal usually have infant mortality rates 
of 10 per 10,000 live births.   

Cities not well served, however, may have numbers that are 10 to 20 times higher.47 
 

                                                 
47 Bartlett, Sheridan, “Water, Sanitation, and Urban Children: The Need to Go Beyond ‘Improved’ Provision,” 
Environment and Urbanization, October 2003.   
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B.) Poverty 
 

Health and poverty go hand-in-hand; the poor are more likely to experience poor health 

which contributes to their poverty.  Sick people are more likely to be poor which contributes to 

their burden of ill-health.  If water is the most important determinant of good health, then 

arguably then access to water will influence people’s wealth.  Lack of water will further 

impoverish the poor, whereas conversely, the provision of water will increase people’s wealth.   

Similarly to how health impacts all aspects of well-being, water and sanitation are also necessary 

to reach all of the MDGs. 48 

Globally, however, the richest income quintiles are twice as likely to use drinking water 

from an improved water source and four times more likely to use improved sanitation than the 

poorest quintile.49  Furthermore, even if the MDGs are achieved, however, it would most likely 

affect the relatively higher income brackets, the urbanites who may already have better access to 

water and sanitation or the resources to contribute to such services.  To reach the poorest of the 

poor, especially those in squatter settlements with insecure tenure, will require changes in policy, 

even greater levels of investment, and improved technological solutions in water scarce regions, 

above and beyond the $30 billion estimate.  Population growth and migration to cities are further 

compounding the challenges ahead.  Globally the number of people with access to improved 

water sources has increased by 90 million per year since 1990, but the absolute number of people 

without coverage has only decreased by 10 million per year due to population growth and 

migration.50   

                                                 
48 WHO/UNICEF JMP, page 7 
49 WHO/UNICEF JMP, page 20 
50 WHO/UNICEF JMP, page 11 
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C.) Gender 
 
 Water and sanitation services impact women to a greater extent than men because of their 

place in society and lack of influence in public policy; women’s gender roles include managing 

water for consumption, distribution, and storage; and are mostly in charge of payment for water.  

An investigation into the conflict provoked by privatization of water services in Cochabamba, 

Bolivia found that,   

The impact of water service privatization on women is rooted in the structures of gender 
discrimination and poverty, in family relationships and hierarchies, as much as in the services 
themselves.  Although the biggest impact was felt by women, the repercussions also hit families 
because women are the mothers and girls who are in charge of the home and had to strategize to 
use less water with negative impact on the health and quality of life of the family in general.51 

 
Women already have a double work burden, sometimes called a triple burden when asked to 

further participate in community projects without compensation.  Distance, availability, and price 

of water all have the power to make women’s lives more difficult, or free up their time.  When 

affordable, clean water is provided to the home (or similarly close), the value-added is that 

women’s time is freed up to further contribute to their own well-being, and their family’s, and 

the development of their country.    

D.) Education 

 When women and children have to spend time collecting, carrying, and purifying water, 

girls’ education often suffers.  Similarly, when the price of water increases, mothers have less 

money to spend on food, on their children’s education, and need to work harder.  Conversely, 

when women have more disposable income and time, the education of their children is often 

directly affected.     

                                                 
51 Beltran, Elizabeth Peredo, Water, Privatization and Conflict: The Women of Cochabamba Valley, DC: Heinrich 
Boll Foundation, 2004.   
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E.) Environment 
 

The World Bank has predicted that by 2025, 2/3rd of world’s population will run short of 

fresh drinking water.  As existing supplies shrink, there are few feasible ways of increasing 

supply.  Less than one half of one percent of the earth’s water is able to support human life.  The 

global population increases by 85 million yearly, but per capita water use is doubling every 

twenty years, mostly from industrial farming (65 percent) and manufacturing (25 percent).52  For 

these reasons, Fortune magazine has termed water the “oil of the 21st century.”  With increasing 

scarcity, increasing urbanization, and a populace scarcely able to pay for services, the challenge 

to meet the Millennium Development Goals appears far out of reach.   

 Distribution issues are important because of the externalities involved with water and 

sanitation.  Depletion of aquifers and pollution affect the entire population through shortages in 

drinking water, agriculture, and fishing.  Tourism and property values may be affected.  

Conversely, water conservation and waste treatment work in conjunction to improve water 

quality and environmental externalities.       

F.) A Human Right 

 The United Nations has declared water a human right; “Water is a limited natural 

resource and public property.  It is fundamental for life and health.  The right to water is essential 

in order to live a life of human dignity.  It is a condition for achieving all other human rights.”53  

The rights based approach (RBA) to development is premised on international human rights law, 

which is in turn founded on the conviction that human beings possess inalienable, indivisible 

rights from birth.  International treaties and other standards, as well as national constitutions, 

                                                 
52 Public Citizen, “Water Privatization Backgrounder,” http://www.citizen.org/print_article.cfm?ID=9589. 
downloaded 3/31/04, page 2. 
53 The United Nations Committee for Economic, Social, and Cultural Rights, November 27, 2002.   
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provide a legal foundation for the RBA.  Fundamental human rights principles include 

universality/non-discrimination/equality; rule of law; participation; 

indivisibility/interdependence; accountability; and progressive realization.54   

International human rights standards establish the general proposition that for every right there is 
a corresponding duty of the state or other duty holder.55  The RBA strengthens the capacity of 
rights-holders (citizenry) to claim their rights and of duty-bearers (both state and non-state) to 
fulfill their duties regarding those rights.   
 

States assume responsibility for their obligations as duty-bearers and citizens become active in 

demanding their rights.  The relationship between state and citizenry that evolves becomes one 

of mutual support and citizen participation rather than one characterized by dependency, charity, 

or conflict.  Citizens come to see themselves as partners of the state.  “National development 

policy . . . thus become[s an] instrument of democratization and the empowerment of civil 

society . . .”56    

 The relationship created with the state extends from water to all aspects of social, 

economic, and cultural life, allowing citizens to become key actors in their own development.  

When water is accepted as a human right, and citizens are actively engaged in seeking solutions 

with the state for its provision, the culture of human rights nationally is strengthened.       

                                                 
54 United Nations Development Program, The Application of a Human Rights-based Approach to Development 
Programming: What is the Added Value? www.undp.org/governance/docshurist/rightsapproach.doc 
55 Two additional types of duties under international human rights standards establish direct and indirect 
responsibilities: (1) duties owed by every individual to the community in exchange for the individual freedoms and 
security protected by society; and (2) legitimate limitations on certain rights in certain circumstances.  International 
Council on Human Rights Policy, Taking Duties Seriously: Individual Duties in International Human Rights Law, A 
Commentary, 1999. 
56 Marks, Steven P. The Human Rights Framework for Development: Five Approaches, 2000-2001, 
www/hsph.harvard.edu/fxbcenter/FXBC_WP6-marks.pdf, page 10. 
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Case Study: Kwa Zulu Natal, South Africa  

 Kwa Zulu Natal, South Africa, offers a glimpse into the worst-case scenario of how the model of service 
provision directly impacts health outcomes.  In post-Apartheid South Africa, economic woes and foreign pressure 
played a lesser role in privatization than in other regions.  Rather, the government actively sought private sector 
participation.  For this reason, “cost recovery” was introduced as a part of the Growth Employment and 
Redistribution (GEAR) in 1996.  The World Bank subsequently approved the concept for South Africa and expanded 
on it, arguing that water should be made available to people only if the company providing it can recover its cost 
plus a profit.  They stipulated that taxes are not to subsidize utility prices; those who cannot pay should not receive 
services. 
 In South Africa, the “struggle plumber” has become something of a hero.  “He or she is the skilled 
individual who can reconnect your home to the water supply after it has been creatively disconnected by the 
privatized company.”57 Since introduction of cost recovery in 1996, more than 10 million people have had their 
water shut off.58 

In the town of Ballito, in the province of KwaZulu-Natal, the Dolphin Coast municipality in April 99 
contracted water services for the next 30 years to French multinational Societe d Amernagement Urbain et Rural 
(SAUR).59  The KwaZulu Natal area had also been privatized along with the concept of cost recovery.  In this area 
where unemployment is upwards of 40 percent, by 2000 water had become too expensive for most residents.  When 
water was cut off, citizens drank untreated water from rivers, ponds, and puddles.  By the end of 2001, more than 
100,000 residents had been infected with cholera – a disease virtually unseen in South Africa for decades.60  
Research on the cholera outbreak by Rural Services and Development Network concluded that its causes were 
linked to increased consumer fees, the installation of pre-paid meters61, and the special vulnerability of people living 
with HIV to cholera.62 
 Partly in response to such public health issues, the government introduced a “free water policy” in July 
2001.  It then proceeded to guarantee water as a basic human right in its new constitution.  All poor households, 
approximately 2/3rds of the population, are guaranteed 6,000 liters of free water a year through the free water 
policy.63  Unfortunately, this is sufficient for drinking and cooking but not nearly the quantity necessary to 
noticeably affect health outcomes.   The Kwa Zulu Natal case study exemplifies the dangers of cost-recovery, and 
the state weakness in incorporating provisions for the poor.  While the government has since moved to rectify the 
anti-poor bias, privatization at a rapid pace across the country continues on a cost-recovery basis, which will 
continue to threaten the health status of the poor.   

Technical Issues of Water and Sanitation  
 
 The provision of and access to water and sanitation, however, is not enough.  The focus 

here will be on “improved” water and sanitation service as defined by the WHO.  Decades of 

                                                 
57 Vogt, Heidi, “Environmental Justice in South Africa: Water Sanitation, Privatization, and the Legacy of 
Apartheid,” Dollars & Sense, v.246, March/April 2003, page 8. 
58 Vogt. page 8. 
59 Johson, Charles, “Privatizing Water: Political Intrique and Free-Market Economies in South Africa,” 20.4, Business 
Module, Multinational Monitor, pages 13-18, April 1999, page 15.  
60 Vogt. page 8. 
61 For a detailed discussion of water meters, please refer to Appendix B.   
62 Mekay, Emad “Development: Opponents of Water Privatization Demand Meter Ban,” Global Information 
Network, 12/4/02. 
63 Ford, Neil, “Water: Africa’s Lifeblood,” African Business, 281, pages 38-42, November 2002, page 41.   
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research has proven that not all methods of provision bare the same benefits.  The following 

definitions are by and large accepted internationally as the models to strive for: 

Water - An improved water source is defined as a household connection, pubic standpipe, borehole, protected dug 
well, protected spring or dependable rainwater connection.  Unprotected wells, unprotected springs, rivers or ponds, 
vendor-provided water, tanker truck water, and bottled water (because of lack of sustainability and high cost) are not 
considered improved water sources. 
 
Sanitation - Improved sanitation services include a connection to a public sewer or septic system, pour-flush 
latrines, and simple pit or ventilated improved latrines.  Public or shared latrines, open pit latrines, or bucket latrines, 
are not considered improved sanitation services.       
 

 Half of humanity still lives without improved sanitation.  A literature review by WHO 

showed a clear reduction in disease following the provision of sanitation facilities; reductions in 

death rates were even greater than when water services alone were provided.64   If the 1990-2002 

trends were to continue without changes in rates of provision, nearly 2.4 billion people will be 

without improved sanitation – practically the same number as today. 65  137 million people in 

Latin America are still without services.  While the growth in provision is better than other 

developing country regions, the growth rate is still just 6 percent versus a world rate of 9 

percent.66 

Today it is well-accepted that sustained improvements in sanitation are long-term 

pursuits, which are better achieved when demand matches provision.67  It is argued by experts in 

the field that sanitation for high-density low-income settlements presents the single most 

important challenge for environmental health practioners. 68  Yet encouraging demand for 

sanitation services as well as hygienic practices can be even more challenging than the 

                                                 
64 Sinnatamby, Gehan, “Low Cost Sanitation,” Chapter 6 in Jorge E. Hardoy, Sandy Cairncross, and David 
Satterthwaite (eds), The Poor Die Young: Housing and Health in Third World Cities, London: Earthscan 
Publications, Ltd., 1990, page 130. 
65 WHO/UNICEF, JMP, Page 14 
66 WHO/UNICEF JMP, page 13 
67 The World Bank Group, “The World Bank Group’s Program for Water Supply and Sanitation,” Water Supply & 
Sanitation Sector Board, January 2004, page 14.   
68 Sinnatamby, page 130. 
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construction of a water system.  Household demand for sanitation often lags behind the demand 

for improved water supply; demand for privacy, convenience, and dignity generally come with 

increased overall development.   

While the demand may be more likely in high-density urban areas, the cost is greater as 

well.69  Septic systems are several times more expensive than latrines, which can be easily 

installed with community labor in rural areas.  When cost-recovery is part of the program, it can 

be particularly challenging to change cultural norms such as on-site sanitation (the primary 

excreta method in LDCs).   

Unfortunately, communities, municipalities, states, and the international community have 

not given sanitation services nearly equal importance as the provision of water.  This research 

will principally focus on the provision of water services because of data limitations.  It is noted, 

however, that sanitation ranks just as high or above water in terms of health outcomes.   

Hygiene 
 
 Access to safe water without changes in sanitation or hygiene has little effect on its own.  

All three – sufficient quantities of safe water, sanitation, and good hygiene – can begin to 

eliminate illness due to waterborne diseases and water-washed diseases, but all three are 

required.  Studies in morbidity reduction have shown the following causal percentages: latrines – 

36 percent, water quantity – 20 percent, water quality – 15 percent, hand washing – 35 percent.70  

This statistic most accurately reflects the importance of all four components for healthy 

outcomes.  For example, in 2002 about 1.7 million deaths (mostly from diarrhea) worldwide 

were attributed to the combined factors of unsafe water, sanitation, and hygiene.  Nearly all of 

these cases were in LDCs, and nine out of ten such deaths were children.  Unsurprisingly, nearly 
                                                 
69 Sinnatamby, page 130. 
70 World Bank, “World Bank Brief: Water and Sanitation,” October 2002, www.worldbank.org/watsan., page 2.   
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all victims came from the poorest sectors of society.71  Access alone does little to improve health 

outcomes, but this research will focus on service provision alone, with the understanding that 

hygiene practices are equally if not more, important.   

Quantity versus Quality   
 

A review of more than seventy studies of morbidity in LDCs found that water quantity 

appears to be more important than water quality as a means to control diarrhea disease in 

contaminated environments.72  Water contamination is actually a rare occurrence but tends to 

attract more public attention.  As one author describes the paradox,  

When water-borne transmission of disease is suspected, the first to be questioned – and even, 
sometimes, arrested – are the operators of the water supply.  It is not so clear who is responsible 
when a poor family does not have enough water for its needs, and it is easier to blame the 
victims.73   
 
Meanwhile, a lack of sufficient water can promote transmission of any of the potentially 

water-borne diseases as well as several others due to lack of hygiene.  When the poor have to pay 

for water or use their time to collect it from a distance, they have less to spend on food, further 

deteriorating their nutritional status and ability to fight infections.  

Yet historically, the water and sanitation sector has put more emphasis on quality rather 

than quantity, despite the fact that quantity may be more important and at least as equally 

important as hygiene and sanitation.  This may be due to the fact that many Third World 

engineers study in OECD countries or at least use text books developed in the North.  Many 

engineers may not even be aware of the scale of water vending (from the systems they create) in 

their service areas.  Additionally, the focus on quality has an anti-poor bias; the wealthy usually 

                                                 
71 The World Bank Group, “The World Bank Group’s Program for Water Supply and Sanitation,” Water Supply & 
Sanitation Sector Board, January 2004, page 7.   
72 Cairncross, Sandy, “Water Supply and the Urban Poor,” Chapter 5 in Jorge E. Hardoy, Sandy Cairncross, and 
David Satterthwaite (eds), The Poor Die Young: Housing and Health in Third World Cities, London: Earthscan 
Publications, Ltd., 1990, page 111. 
73 Cairncross, page 110. 
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have access to sufficient water no matter the context, while water born disease affects everyone 

in the community.   

Cost Benefit 
 

Lastly, various studies have found that water and sanitation improvements are highly 

cost-beneficial, in all world regions.74  The World Health Organization has estimated that for 

every $1 invested in water and sanitation, countries would experience a $3-$34 economic return, 

depending on region. 75 

Once water is available at home – through a yard or house tap, for example – then hygienic 
behavior and the maintenance of water quality becomes easier.  Major improvements in 
household health usually accompany the use of piped water at home.  Similarly, the time saved in 
not having to collected water may also contribute significantly to improvements in the household 
economy.76 
 

Lower health costs and decreased disease burden directly impact people’s incomes.  Time 

savings from collecting and boiling water and increased health lead to higher productivity, more 

time at work, at school, more leisure time and overall well-being.  The cost-benefit analysis of 

providing water and sanitation services has been proven time and again.  The ripple effects of 

good health are practically immeasurable, yet crucial to the development of a country. 

Constraints on Provision 
 
 The sector’s causal influence on a variety of externalities detailed above, make its 

provision essential.  Additionally, those externalities are often public; cholera epidemics, the 

contamination of rivers, low rates of female school enrollment, all impact the society at large.  

The study of Kwa Zulu Natal, South Africa, is the worst case example of health, poverty, 

                                                 
74 Hutton, Guy and Laurence Haller, “Evaluation of the Costs and Benefits of Water and Sanitation Improvements at 
the Global Level,” Water, Sanitation and Health, Protection of the Human Environment, World Health Organization, 
Geneva, 2004.  
75 WHO/UNICEF JMP, page 20 
76 WHO/UNICEF, JMP, page 18. 
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quantity, and urbanization combining to have such disastrous effects.  But for all its importance, 

provision is still limited by specific constraints, namely equity issues, regulation, political issues, 

investment issues, and service delivery.  The next section will detail these constraints.   

Equity  
 

Water is such an essential good, that it must be equitably shared.  Yet globally, the richest 

income quintiles are twice as likely to use drinking water from an improved water source and 

four times more likely to use improved sanitation than the poorest quintile.77  Health externalities 

affect an entire area, rich and poor residents.  For this reason, no matter whom the provider of 

services, service has to be provided to the poor - which usually brings forth state participation. 

 In Latin America and elsewhere, water and sanitation services have traditionally been 

subsidized to a certain extent by the state to deal with equity issues. Cross-subsidy schemes are 

most common.  Richer customers basically pay, or subsidize, consumption by the poor.  In most 

cases, industry and commercial interests subsidize domestic usage.  The federal government may 

also directly subsidize the public company.  Subsidies have been particularly strong in Latin 

America because of the social nature of the water sector in Latin America.   

 The city of Guayaquil, Ecuador has nearly all the characteristics of a problematic subsidy scheme.  
Evidence showed that high end consumers, residential/industrial/commercial, were actually price sensitive - 
contradicting common industry perceptions.  Additionally, the poor who were paying less, actually consumed more, 
leading to an overall welfare loss.   The company was also operating on a net operating loss (marginal operational 
revenues less marginal operating costs), so there was a disincentive to expand the network and connect new 
customers.  Lastly, unrealistically low rates led the company to discourage collection.  It actually cost more to send 
out the bills than the revenue that was raised by doing so.  The study authors argued that the wealthy who were 
subsidizing the system, would eventually turn to private suppliers.   
 
 Three issues consistently come up in opposition to subsidies.  Firstly, high and low 

income users who have different tariffs get different benefits from subsidy – high income users 

                                                 
77 WHO/UNICEF JMP, page 20 
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use more water and get more out of subsidy.78  This leaves non-users at a double disadvantage, 

“the hydraulic law of subsidies – those who get no services get no subsidy, and when there is 

rationing, the poor are always at the end of the line.”79  This may be especially true in the Latin 

American context as improvements have tended to concentrate on existing users who may be in 

higher income brackets rather than unconnected areas where recent migrants and poorer 

households would be located.   

 Secondly, they interfere with an “ideal” distribution of goods and services.  Subsidies 

have been called a “social tariff,” because when costs are set too low, there is not enough water 

and the poorest still have to use private sources such as vendors. From an economic point of 

view, the cross-subsidy scheme results in inefficient prices and incorrect resource allocation.  

They would be unsustainable in a non-monopoly situation, where competition would pull higher 

paying customers away.  An example would be an industrial park which pays several times the 

domestic rate; even large businesses can get water from private vendors.  The utility would be 

left with only subsidized users who would not be paying the true cost for their water.   

  Lastly, and related to the no ideal distribution of goods, there is some controversy over 

the price elasticity of demand.  It remains unproven that commercial/industrial users will buy the 

same amount no matter how expensive water becomes, and that domestic low income users will 

use minimal water no matter how cheap it is.  

 While the research is lacking in elasticity with respect to price, there is data on elasticity 

of water with respect to income suggesting that households do maximize their usage at some 

                                                 
78 Yepes, Guillermo, “Do Cross-Subsidies Help the Poor to Benefit from Water and Wastewater Services? Lessons 
from Guayaquil,” UNDP-World Bank Water and Sanitation Program, February 1999.   
79 Alfaro, Raquel, Ralph Bradburd, and John Briscoe, “Reforming Former Public Monopolies: Water Supply” in 
Nancy Birdsall, Carol Graham, and Richard H. Sabot (eds). Beyond Tradeoffs: Market Reform and Equitable 
Growth in Latin America, Washington, DC: Brookings institution Press and Inter-American Development Bank, 
1998 
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point of income.  Recent World Bank publications and research also reflect that not only are 

consumers able to pay, but it is the companies who are unwilling to charge.80  Countries wrongly 

assume that people can’t pay for their services.   

 Part of the unwillingness to charge stems from a lack of information.  Few municipalities 

have the resources to conduct willingness to pay studies, so officials simply don’t know what an 

acceptable rate would be.  Studies undertaken in India for example, found that in several 

municipalities, people were already paying much more than the official tariff rate through 

informal channels and coping strategies.  They were willing to pay even more than the going 

vendors’ rate to have secure services.81   

Despite considerable inefficiencies in public sector systems, they are able and willing to 

subsidize consumption and distribution of water for the benefit of the entire population.  The 

private sector’s motives and abilities, however, differ.  The private sector operates in order to 

make a profit - not to provide services to the poor no matter the cost.   

In cases where “total cost recovery” in support of private sector participation has been 

implemented, there have been disastrous effects, such as Kwa Zulu Natal.  Other efforts by 

private firms such as shutting off water, or the “trickler” which dramatically decreases water 

pressure, provide substantial evidence that the private sector is not there to ensure equitable 

distribution.  If the threat of cutting of supply is removed from the company’s power (as has been 

done by national law in several countries) what recourse do they have?  How does the company 

work to improve equitable outcomes while maintaining a profit margin?  The private sector has 

not found a solution to these constraints.  While the public sector has found ways to overcome 

equity constraints, equity issues remain the most formidable obstacle for the private sector.   

                                                 
80 See Yepes, 1999 
81 DFID Water and Sanitation Program Field Note, “Willing to Pay But Unwilling to Charge: Do Willingness to Pay 
Studies Make a Difference?” #23970, June 1999 



Amanda Rives Argeñal Private Sector Participation in Municipal Water Systems in Latin America  
 

40 of 106  Fall 2004 
 

Regulation 
 
 Water is considered at natural monopoly, “where declining long-run average costs mean 

that it is most efficient for only a single firm to serve the market; however, unless that firm is 

regulated or controlled, it will restrict output to levels where it maximizes its rents.”82  A 

monopoly will charge high prices and serve clients only where it is beneficial to the firm.  The 

monopolistic nature of water makes regulation especially challenging. 

 In the public service model, regulation and service are not separated as they would be 

with private sector participation; what is called the “failure to separate the gamekeepers from the 

poachers.”83  If the state is in charge of providing water and sanitation services, as well as 

overseeing itself, there is a conflict of interest.  The government as owner and operator has 

multiple objectives and is open to political patronage, appeasement pricing, corrupt procurement 

and billing.  Poor quality, low tariff levels, low efficiency, lack of accountability, and insufficient 

investment are symptoms of the gamekeeper-poacher problem.   

One clear lesson from the Latin American experience is that lack of separation between the 
regulating and regulated entities made it extremely difficult for either to function effectively and 
contributed to the failure of the service delivery model.84   
 

 One possible solution would be to “ensure equity participation by the municipality, 

thereby aligning interests more closely with those of the private sector participant;”85 meaning 

giving the municipality a financial stake in operations as well as profits.  The gamekeeper-

poacher issue is not eliminated, but some of the symptoms are alleviated.  The issue of municipal 

responsibility, however, becomes more problematic when the municipality is in financial 

                                                 
82 Shirley, Mary M., “Reforming Urban Water Systems: A Tale of Four Cities,” chapter 6 in Regulatory Policy in 
Latin America: Post-Privatization Realities, (ed) Luigi Manzetti, FL: North-South Center Press, 2000, page 147. 
83 Foster, 1996. 
84 Alfaro, page 284. 
85 Wenyon, Sylvia, and Charles Jenne, “Water and Sewerage Privatization and Reform,” Chapter 9 in (eds) Federico 
Basanes, Evamaria Uribe, and Robert Willig, Can Privatization Deliver?  Infrastructure for Latin America, DC: 
Inter-American Development Bank, 1999.   
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difficulties, and unable to fulfill their investment responsibilities.  In Cartagena, the success of 

the contract depends on the municipality being able to finance the investment as described in the 

case study in Chapter 4.   

 Private sector participation, while removing the gamekeeper-poacher problem, has its 

own set of regulation issues.  In general terms and crossing over many industries, privatization 

has led to a brain-drain in the public sector, which creates problems for the firm.  The 

privatization of government services and industries takes qualified people away from 

government service and towards the private and NGO sectors.  Government planners move into 

positions with international and regional organizations, donors, or the “quasi-private sector” of 

institutes, centers, funds, foundations, and banks.   

 And yet the privatization paradigm is precisely the moment when qualified people are, 

most needed in the government sector.  As the roles and responsibilities of the state diminish, the 

state’s role as regulator takes on greater importance.  Regulation is arguably even more complex 

than implementation in a variety of social sectors.  Without the capacity to regulate, LDCs and 

municipalities are offered assistance from World Bank and IMF consultants, who are usually 

biased towards privatization and looking for short term task-based answers, rather than a 

comprehensive development strategy.   

 This may seem beneficial to the firm in the short run, but unless there are qualified 

officials with whom to work out an agreement, any initiative could be very short-lived.  While 

the private sector may be able to benefit underhandedly from weak government regulation, this 

may slow capital inflow and hamper the corporation’s profit and investment potential, and in 

general, is not a good business practice.  A myriad of regulatory issues will also be expounded 
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upon in the case studies in order to demonstrate that neither the public nor private sectors have 

successfully overcome regulatory constraints. 

Political 

 Private firms may feel that they are open to political risk when investing in LDCs.  

Government is highly involved in the water and sanitation sectors due to health, environmental, 

equity, and monopolistic concerns, which increase uncertainty for the firm.  The firm runs the 

risk of government opportunism and expropriations, as well as working with limited independent 

regulatory and judicial frameworks to use as recourse against government action. 86  All these 

risks are compounded by asymmetric information, making contract negation and monitoring 

more difficult.87 

 Yet government is ultimately responsible for fulfilling their constituencies’ wishes.  The 

Cochabamaba case study and many others exemplify the price government may pay when 

privatization is enacted without the support of the people.  While federal government may have 

been more insolated, recent constitutional changes in many LDCs as part of the decentralization 

paradigm have shifted control and responsibility of urban water services to municipalities.  

Municipalities, however, may be even more susceptible to problems of political influence.  For 

example, municipalities have insisted on reducing tariffs, increased subsidization, and expanded 

networks for political reasons.  In Mexico City for example, a mayoral candidate recently 

campaigned on promise to reduce tariffs. 

 While political risk is a growing problem for MNCs involved in privatization in the third 

world, overall public systems, particularly municipalities face greater political risk in operating 

water systems.   
                                                 
86 Haarmeyer, 2002, page 10. 
87 Shirley, page 154 
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Investment 

 The water and sanitation industry is infrastructure intensive, requiring high investment 

and with sunken costs (which are often difficult to quantify as this capital lies underground).   

These high capital investment needs and generally low or subsidized tariffs may jeopardize 

potential profits for the private firm, as opposed to such needs being highly subsidized by the 

state.88  There are also currency risks - LDCs have less developed capital markets and currency 

fluctuations are not uncommon.89  Feasible water charges may not be cost-effective if the 

populace is accustomed to receiving relatively cheap or free water.  Cost-recovery may not be 

acceptable, and pricing and metering issues increase uncertainty.   

 Corporations looking to invest often face low returns on investment, and particularly 

small deals - they usually look for municipalities of 500,000 or more.90  The country’s or the 

utility’s credit rating may be problematic. The fragmented nature of providing water often makes 

investments too small to be worth it.  These issues arguably raise transactions costs, but may not 

preclude private sector participation as solutions to the obstacles are found.91 

 The public sector has the greatest difficulty overcoming investment constraints.  

Municipalities find themselves incapable of finding capital to invest in decaying systems, and 

expand coverage to keep up with urbanization.  Additionally, there is also no residual claimant 

whose self interest would be on maximizing the difference between revenue and cost.92  The 

public service sector fails to harness the drive inherit in a private enterprise.  A desire to 

maximize profit naturally increases competition, efficiency, cost-effectiveness, and innovation - 

and would aid in securing investment.   
                                                 
88 Haarmeyer, 2002, page 23. 
89 Haarmeyer, 2002, page 10. 
90 Borkey, page 14. 
91 Shirley, page 154.   
92 Alfaro, page 286. 
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Service Delivery 

 In terms of service, public water and sanitation systems in Latin America have been 

characterized as having highly fragmented distribution networks, low operational efficiency, and 

low cost recovery rates.  Most services have focused more attention on existing users, rather than 

expanding networks.93  Expanding networks, and subsidy schemes are all open to political 

influence in public systems.  The overall culture of service in the water sector would not be 

characterized as “customer friendly.”  Because the company does not depend on the customer’s 

happiness or willingness to pay for their own institutional survival, there is little incentive to 

improve service.   

 Private firms were the first to refer to their customers as “clients,” which aptly describes 

the importance of service.  When the private sector has incentives to adequately serve clients 

because their revenue depends on it, by and large they do a much better job than public firms.  

Service delivery to whom, however, is another issue and dependent on the incentive structure.   

The challenge is to find the proper incentive structure in order to foster private investment in 

expanding and improving coverage.   

 

Table 2: Constraints of public and private models (High level of constraint, medium level of constraint, low 
level of constraint on that particular theoretical model) 

System Equity Regulation Political Investment Service Delivery 
Public 
Models 

Low Medium High High 
*greatest 
constraint 

Medium 

Private 
Models 

High  
*greatest 
constraint 

Medium Medium Low Low 

 

                                                 
93 Foster, page 1. 
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Summary 
 
 The water and sanitation sector can be differentiated by its relationship to health and 

poverty, and by the value added that comes with a positive approach to providing services, such 

as its impacts on gender, education, human rights, and the environment.  Improvement in water 

and sanitation services has been repeatedly shown to have a high cost-benefit ratio.  Two 

important caveats are the importance of water, sanitation, and hygiene working together, and 

quantity being more problematic than quality.  The health burden disproportionately impacts 

urban dwellers, making the issue an important component of growing urbanization.   

 Both the public and private sector models face substantial constraints to service 

provision.  Arguably, investment constraints are the most problematic of the public sector.  

Resolving equity issues may be the most problematic for the private sector.  The next chapter 

will describe in further details the range of options spanning the public - private spectrum.   
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Chapter 3: Approaches to Service Provision 
 
 Provision of water and sanitation services must be viewed as a spectrum of options, 

rather than the black and white picture of public versus complete privatization as it is often 

portrayed.  On the one end, you have the classic public service model, run at the federal level and 

mandating from above.  Further to the right you have decentralized models, with the 

municipality and public having more control.  Then the range of options involved in private 

sector participation, from service contracts to public-private partnerships.  Deeper private sector 

participation would be in the form of a long-term concession, and furthest to the right, total 

privatization which has only been done in Britain.  The rest of this research will use the term 

private sector participation to describe that range of activities on the right side of the spectrum.   

 
Public Service Model 

 The public service model refers to any industry or utility which is owned and operated by 

the state, including state operated enterprises (SOEs), parastatals, etc.  The ‘state’ in these cases 

may refer to the federal, regional, or municipal level.  Ownership and management of water and 

sanitation systems has traditionally been the domain of the state, at least since the turn of the 

century in more developed countries (MDCs).  While many systems - both water and sanitation - 

were privately constructed, at the turn of the century public authorities began to take control.  

The externalities were considered too important to leave provision up to the market, as will be 

demonstrated in the US example.   

Important externalities mean that government involvement will be larger in water than in other 
utilities and that it will be harder for government to establish the credibility of its promise not to 
confiscate returns by, for example, failing to allow promised price increases.94  
 

                                                 
94 Shirley, Mary, “Reforming Urban Water Systems: A Tale of Four Cities,” Chapter 6 in Regulatory Policy in Latin 
America: Post-Privatization Realities, (ed) Luigi Manzetti, FL: North-South Center Press, 2000, page 147. 
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 Water’s status as a public good which affects public health outcomes means that the 

market may not yield the most desirable outcomes in terms of distribution and pricing.  

Historically, in MDCS, the public sector took control in order to achieve more equitable 

outcomes - they tended to extend service to poor and/or remote locations where private operators 

were not serving.  Interestingly, France has had nearly the opposite experience, where most of 

their systems were publicly created and held and then privatized at about the time the US was 

publicizing theirs.  

 Additionally, conventional wisdom held that water and sanitation services are natural 

monopolies.  The infrastructure necessary to deliver services, as well as the high investment 

costs, lends itself to just one centralized owner.  For these reasons, state agencies or parastatals 

were charged with municipal water and sanitation systems.   

 In Latin America and elsewhere, the water and sanitation sectors have traditionally been 

subsidized to a certain extent by the state.  Cross-subsidy schemes have been most common, 

particularly in Latin America.  Richer customers basically pay, or subsidize, consumption by the 

poor.  In most cases, industry and commercial interests subsidize domestic usage.  Subsidies 

have been particularly strong in Latin America because of the social nature of the water sector.  

 The public service model in many sectors began to be increasingly questioned after the 

1980s.  It was hoped that private sector participation would be a panacea for the host of problems 

involved in public services.  Bloated bureaucracies and budgets, white elephant projects, 

unproductive managers and staff, were targeted in the structural adjustment programs (SAPs) 

implemented throughout Latin America.  Patronage and corruption, inefficiency and no cost-

recovery principles, lack of investment, and collusion between government agencies, big 

business, and labor to a certain extent would all be solved through private sector participation.   
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 State agencies and parastatals were partly or completely privatized to decrease state 

spending and earn capital for highly indebted governments.  The debt crisis had left many 

countries unable to service their foreign debt.  SAPs imposed restrictions on state spending.  By 

selling state enterprises, much needed revenue was also raised.   

 Public water and sanitation services did not became a reality of this shifting paradigm 

until the mid-1990s.  The reasons for privatizing the sector were similar to the reasons for 

privatizing many state agencies.  The sector was largely judged to have had mixed results in 

terms of service and equity that the private sector could correct.   The water and sanitation sector 

also suffered from a great lack of investment, and special regulatory problems.   

 The public service model here will be focusing on the decentralization time period, as it 

is the most relevant to today’s issues.  The decentralization model, as detailed in the previous 

chapter and the comprehensive these section, saw the transfer of responsibilities without the 

equal transfer of resources.   Many municipalities found themselves with a host of new 

responsibilities but no budget to cover them.  Furthermore, the bureaucracy was often hostile to 

the fact that they had been moved or their positions moved out of the capital. 
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Decentralization 
 
 Many developing countries, Latin America included, switched to a decentralization 

paradigm in the 1980s-90s.  Hirschmann describes the different stages of the field as such: the 

de-bureaucratization, localization and training, circumvention, re-orientation, and lastly 

decentralization and privatization.  Foster explains that with the encouragement of international 

policy makers, it was recommended that centralized, over bloated, government agencies should 

be decentralized,   

Prior to 1990, many Latin American countries (e.g., Argentina, Chile, Colombia, Panama, and 
Peru) had chosen to organize their water industry as national monopolies under the direct control 
of the central government.  Growing dissatisfaction with the performance of the national 
monopolies, combined with wider political pressure for devolution across all areas of government, 
created the conditions for a move toward decentralized control in the 1980s and 1990s.  In 
countries such as Argentina, Colombia, and Peru, this entailed a sudden fragmentation of the 
industry into literally hundreds of small municipal providers.95 
 

 For the water and sanitation sector, this meant that much of the responsibility for water 

and sanitation systems was transferred to the regional or municipal level, giving local users and 

communities more power over their services, “Among the approaches shown to be effective in 

speeding up progress […] decentralizing responsibility and ownership and providing a choice of 

service levels to communities, based on their ability and willingness to pay.”96  

 Unfortunately, responsibilities were often transferred without the equal transfer of 

resources.   Decentralization of bureaucracy coincided with structural adjustment in the 1980s; 

the bureaucracy was to move locally to reduce costs and improve efficiency.  Many 

municipalities found themselves with a host of new responsibilities but no budget to cover them.  

                                                 
95 Foster, Vivien, “Policy Issues for Water and Sanitation Sector,” Infrastructure and Financial Markets Division, 
Social Programs and Sustainable Development Department, Inter-American Development Bank, Washington, DC, 
1996, page 67. 
96 WHO/UNICEF JMP, page 10. 
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The burden of providing water and sanitation services, furthermore, was and continues to be 

compounded for municipalities in light of growing urbanization and migration.  

 

Private Sector Participation 

 “Privatization” as pertains to the water sector must be clarified before evaluating its 

merits and disadvantages.  Firstly, there is the wholesale selling off of private enterprises.  

Ownership can be changed through de-nationalizing the public entity or disinvestment in 

parastatals by the state.97  Only the UK and Chile have experimented with full privatization of 

their water and sanitation sectors.  Secondly, privation can consist of liberalization or 

deregulation of entry to the market.  Activities that were previously regulated are liberalized to 

enhance competition between the public and private sectors.   

 Lastly, there is the option of contracting to the private sector or the granting of 

concessions when operations change hands but the actual ownership of assets remains with the 

state.  The benefits of the private sector, such as efficiency and service, are tapped for public 

service.  Concessions are the most common method of water privatization worldwide.98 

 In the last two decades LDCs have increasingly turned to privatization of public assets for 

several reasons, including: the failure of large centrally planned projects; the belief that the 

private sector is more efficient and effective; and a large push by from donors and lenders. The 

debt crisis of the 1980s, the ensuing economic collapse of many LDCs, and the implementation 

of structural adjustment programs (SAPs), encouraged states to privatize for a source of revenue, 

for efficiency factors, and to appease international lenders.  Decentralization of utilities and other 

                                                 
97 Cheru, Fantu. Lectures from SIS 635 Urban Development, 3/30/04. 
98 Noll R., M. Shirley and S. Cowan, “Reforming Urban Waste Systems in Developing Countries,” in A. Krueger 
(eds), Economic Policy Reform: The Second Stage, Chicago: University of Chicago Press, 2000. 
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public services to the municipal or regional control have also left those utilities struggling to find 

financing and increasingly turning towards privatization.  

 Privatization is offered as a panacea for all the problems of the public sector.  It is argued 

that large centrally planned projects in all sectors were inefficient and ineffective as they were 

largely unregulated and monopolistic.  The private sector is viewed as more efficient; it can and 

has resulted in lower production costs, greater capacity, more effective decision making, and is 

more cost effective.  Increased competitiveness amongst private firms encourages productivity; 

fewer restrictions in work and hiring practices cut costs.  The private sector has more incentive to 

meet demand, when there is cost-recovery or adequate compensation.   

 It also argued that the poor already use private services to a large extent.  Failure of the 

state to provide adequate services has led the poor to turn to private vendors, principally for 

water.  They are often charged several times the amount of the formal sector, for poorer quality 

water.  Street vendors are the only source of ‘clean’ water, which may not be clean at all, for 

many urban poor.  Some studies have shown that the water sold by 90 percent of vendors in 

Africa is not clean at all, but merely taken from the nearest source of opaque water.99   

 There are a host of disadvantages and pitfalls that typify privatization attempts.  Overall, 

privatization in bad situations usually leads to worse outcomes.  Public sector employees will 

most likely be laid off; levels and security of employment may fluctuate.  Prices may rise, the 

poor may loose access as the private corporation seeks to recover costs, and public monopolies 

may simply become private monopolies.  Public entities/individuals may be corrupted, and 

public control may be lost overall.100  More recently, public opinion also has a substantial 

                                                 
99 Ford, Neil, “Water: Africa’s Lifeblood,” African Business, November 2002; 281, page 40. 
100 Cheru, Fantu, Lecture 3/30/04.   
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influence on the outcome.  This section will attempt to quantify the constraints inherent in the 

private models.    

The various types of private sector participation will be examined here:   

Service Contracts 
 
 In service contracts, private firms carry out all or part of services.  The contract is 

awarded through a bidding process.  This is the least complicated way to include private sector 

participation into the public sector services.  Short contracts and simultaneous contracts in 

different geographical areas can increase competition and efficiency, and keep firms out of 

entrenched positions.  Arguably, two firms beginning services at the same time will allow for a 

more realistic idea of service and price expectations.  Contracts should be vigorously evaluated 

before renewal, and new bidders should be invited and attracted in each round.  Examples of 

service contracts would include contracting out billing services, or the installation of water 

meters.  Potential objections would come from labor, who may feel threatened and lose their 

jobs.   

 The case study of Santiago, Chile is based on a very positive service contract. 

Management contracts 
 
 In a management contract the lessee is charged with day to day management and 

operations for all or part of a geographical area.  Compensation is usually tied to acceptable 

performance.  The lessee must have a fair amount of autonomy and incentives for efficiency in 

order to improve outcomes.   

 The case study of Mexico City explores management contracts, which had mixed results.  
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Lease contracts (Affermage) 
 
 In a lease contract, the lessee is responsible for operations, management, and 

maintenance, including investments to maintain infrastructure.  The public firm retains 

ownership of the firm, sets tariffs, pays on existing debts, and is responsible for all new capital 

investments not maintenance related.  The contract is usually for 10-15 years.  As long as the 

lessee has confidence in the government and the stability of the country, they have an incentive 

to invest in infrastructure maintenance, but not really capital investment.  They also gain from 

the difference between tariff revenue collected and costs, so efficiency may increase.  Incentives 

to invest either by the lessee or the state are still somewhat skewed in this model.  Examples 

include France, Cote d’Ivoire, Guinea, and Senegal, but no Latin American country has 

experimented with this model to date.   

BOTs and BOOTs  
 
 Build operate transfer or build own operate transfer usually involves a government-

backed contract which allows for greater certainty in payment for the investor.  It is often used 

for infrastructure, principally because the private sector can do it more efficiently.  The private 

sector may be able to avoid high labor costs or political patronage.  Potential problems for the 

investor include interdependence of water and sanitation systems which make it difficult to have 

different firms developing different components of the systems.  Santiago, Chile has 

experimented with BOTs to create waste water treatment plants.  There are increasing examples 

from Asia as well.  China, which does not have a long history of transferring responsibility for 

utilities to private sector, has purchased several water treatment plants from the major 

companies.   
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Full Privatization - Concessions  
 
 In a concession the lessee has responsibility for capital investment for infrastructure 

expansion, in addition to operations and management.  Ownership usually remains public or 

mixed.  The contract is usually for about 30 years.  The complexity of concessions often (and 

should) lead to long negotiating periods.  The large scope of privatization in the concession 

model means there is more to lose (and potentially gain) by both parties.  Multilateral 

organizations and international financial institutions may also be involved.  The majority of our 

case studies will be concessions, partly because the cases are more easy evaluate for health and 

equity impacts, and also because concessions are the most common form of private sector 

participation in Latin America and elsewhere.   

Innovative Practices in PSP 
 
 Within these models, a variety of innovative practices have evolved.  Social marketing 

has been used to increase demand, particularly for sanitation which usually lags behind demand 

for water.  Financing arrangements can be made more flexible, through extended payment 

periods or inclusion in monthly bills.  A menu of services and prices are increasingly being 

promoted as the best way to reach low-income customers while maintaining incentives to serve 

poor neighborhoods.   

 Community outreach is increasingly being used to evaluate the demands and give 

communities a say in the process.  Firms can also offer co-production as an option – labor for 

installing and maintaining the feeder infrastructure for a reduction in price, while the firm 

provides the trunk infrastructure.  Communities have also been given block grants to choose the 

system that best suits them, sometimes called a social funds approach.   
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Summary 
 
 It has become widely accepted that water must be managed by the communities utilizing 

it, and at the lowest level of bureaucracy possible.  Centralized systems are often ineffective, 

wasteful, and may be more corruptible.  Decentralization of government in general over the last 

few decades has also been a contributing factor to the acceptability of municipal control of such 

services, with privatization of services by municipalities becoming an increasingly utilized 

option.  The hope is that private sector participation can impact health positively by expanding 

the network to households not previously connected, by improving quality, and by lowering 

prices.101  It is also assumed and promoted that water should be treated not just a social, but also 

as an economic good in order to utilize economic incentives.   

 The next section will cover the Latin American experience in order to demonstrate how 

various approaches have been able to overcome the constraints detailed in Chapter 2.  

                                                 
101 Galiani, Sebastian, Paul Gertler, and Ernesto Schargrodsky, “Water for Life: The Impact of the Privatization of 
Water Services on Child Mortality,” June 30,2002,  http://facult?y.hass.berkeley.edu/gerler/, downloaded 3/31/04.  
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Chapter 4: The Latin American Experience 
 
 In 2002 approximately 60 million people still lacked access to improved drinking water 

provision in Latin America.  From 1990-2002, the region experienced a 6 percent increase in 

coverage, along the average world increase.   In 2002, 84 percent of urban dwellers in Latin 

America had access to improved sanitation.  In less developed countries (LDCs), only Northern 

Africa had a higher growth rate of water and sanitation coverage.  Latin America, however, is 

now reaching for the “low hanging fruit,” making additional improvements all the more difficult.   

 
Table 3: Latin America’s Progress Toward the MDGs (SOURCE: WHO/UNICEF JMP 2004) 

Year Population 
(thousands) 

Urban  Rural Improved  
Water 

Urban Rural Improved 
Sanitation 

Urban Rural 

1990 441,525 71% 29% 83% 93% 58% 69% 82% 35% 
2002 535,626 76% 76% 89% 95% 69% 75% 84% 44% 
 
Table 4: Less Developed Countries' Progress Toward the MDGs (SOURCE: WHO/UNICEF JMP 2004) 

Year Population 
(thousands) 

Urban  Rural Improved  
Water 

Urban Rural Improved 
Sanitation 

Urban Rural 

1990 4,047,770 35% 65% 71% 93% 59% 34% 68% 16% 
2002 4,950,850 42% 58% 79% 92% 70% 49% 73% 31% 
 
  

 Water sources are further away and pollution is increasing.  Provision is more 

complicated in informal housing settlements.  And finding new sources is increasingly difficult, 

In large urban areas, for example, it is becoming increasingly difficult to provide drinking water 
services because of rapid urbanization and the fact that new water sources may be further away.  
In addition, water treatment plants are more complex due to polluted water sources, because 
transmission mains have to cross long distances, and because there is often the need for costly 
pumping stations with sophisticated operations and maintenance.102 

 

 Many developing countries, Latin America included, switched to a decentralization 

paradigm in the 1980s-90s.  With the encouragement of the international policy makers, it was 

                                                 
102 WHO/UNICEF, JMP, page 16 
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recommended that centralized, over bloated, government agencies should be decentralized.  In 

the 1990s, most Latin American countries began to reform their water and sanitation supply 

systems.  Regulation of services and providers was introduced through legislative changes.  This 

was to solve some of the problems encountered in the public sector model, such as separating the 

functions of operators, regulators, and policy makers, ie. the gamekeeper-poacher problem.   

 Privatization was introduced as well but to a lesser to degree.  It was also was to address 

dissatisfaction with patronage in public utilities as well as provide much-needed financing.  The 

water and sanitation sector have been the hardest to introduce private sector participation.  That 

sector in Latin America has been characterized as the most “quintessentially public of all public 

services.”103  It was opposed by labor and later, by the public in general.     

 Chile started the early reforms in 1988.  In 1991 Mexico and Argentina began 

experimenting with various forms of private sector participation.  The second wave mid-1990s 

included Peru, Colombia, and Bolivia; and lastly, Brazil and Central America began in the late 

1990s.  By 2002, 41 percent of urban residents had regulatory protection but just 15 percent were 

served by private sector operators in all of Latin America.104 

Table 5: Regional Overview of Regulation and Private Sector Participation (SOURCE: Foster, “Ten 
Years…,” 2002, page 65 

Country Regulation Private Sector Participation  
Chile 100 86 
Argentina 88 62 
Bolivia 100 28 
Colombia 100 13 
Peru 100 0 
Brazil 24 1 
Uruguay 100 17 
Mexico 19 19 
Venezuela 3 3 
Nicaragua 100 0 
Panama 100 0 
Paraguay 100 0 

                                                 
103 Shirley, 2000. 
104 Foster, page 64. 
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Country Regulation Private Sector Participation  
Ecuador 0 0 
El Salvador 0 0 
Honduras 0 0 
Costa Rica 0 0 
Guatemala 0 0 
    

 In terms of service in Latin America, the provision of water and sanitation has been 

characterized as having highly fragmented distribution networks, low operational efficiency, and 

low cost recovery rates.  Most services have focused more attention on existing users, rather than 

expanding networks.105  The region also has a poor record of environmental regulation; most 

countries are just beginning to give the issue attention and are finding that just determining and 

defining institutions and standards is difficult.106  Implementation is still a long ways off. 

 US $14.7 billion in private investment has gone to Latin America’s water and sanitation 

sectors from 1990-1999 (more than half of that amount went to Argentina).107  Concessions have 

been the most popular form of participation, but other models have been used as an introduction 

to deeper private sector participation.  Only lease contracts have not been experimented with to 

date.  The investment has come from the same few French MNCs, and the number of bidders for 

all the concessions has been small.    

 By the end of the 1990s, 14.8 percent of urban residents received privatized water (this 

number excludes service contracts and BOTS).  If Brazil and Mexico are disregarded because of 

their enormously large urban centers, the number rises to 25.1 percent.  If failed or attempted 

privatizations are included, the number rises to 33.5 percent.108  This yields a fairly large 

segment of urban dwellers in Latin America having been exposed to private sector participation, 

but relatively few individual contracts.    
                                                 
105 Foster, page 1. 
106 Wenyon, page 180. 
107 Foster, page 72 
108 Foster, page 74 
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 Regulatory issues in private sector participation are being clarified.  Latin America has 

individual directors (Bolivia, Chile, and Peru) or commissions/directorates of 3-7 members 

(Argentina, Colombia, and Panama).  Almost all have financial autonomy. 

Table 6: Overview of Private Sector Participation by Country (SOURCE: Author’s summary) 

Country Major Urban PSP Description  All Country-Wide PSP 
Activities 

Comments 

Argentina Buenos Aires (1993) 
 

Concession Concessions Since 1991, also 11 out of 
23 provinces have 
implemented concessions 

Bolivia La Paz-El Alto (1997) 
-------------------------- 
Cochabamba (1999) 

Concessions Concessions  
Cochabamba rescinded in 
2000 

Brazil   Management contracts, 
Concessions, BOTs 

 

Chile Santiago (1999) Service Contract Service Contracts, BOTs Since 1991, also three 
interior regions of 
country have done service 
contracts 

Colombia Cartagena (1991) Concession; a 
mixed company 
based 
management 
contract 

Management Contracts, 
Concessions, BOTs 

Also serving 20 small 
towns 

Mexico Mexico City (D.F.) Management 
contract by 
quadrant 

Service Contracts, 
Management Contracts, 
Concessions, BOTs 

 

Panama Panama city Failed Concession 
-  Suspended in 
same year 

BOTs  

Peru Lima Failed Concession 
- Indefinitely 
suspended in same 
year 

Service Contracts  

Uruguay   Concessions  
Venezuela   Management Contracts, 

and Failed Concessions 
 

 

 Latin America has had eight private sector participation experiments in large urban areas, 

typically the capital city.  Of that eight, Lima, Peru and Panama City, Panama, were suspended 

in the same year they began due to public protest.  The remaining six (Buenos Aires, La Paz-El 

Alto, Cochabamba, Santiago, Cartegena, and Mexico City) offer insight into the constraints in 

Chapter 2.  They are positive and negative stories of private sector participation.  For illustration 
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purposes, Bogotá, Colombia has also been included, which is a well-studied case of positive 

public sector provision under challenging circumstances.   

  

 The case studies will be evaluated on their process, contract, and implementation; health 

and equity outcomes as well as value added components; and success in overcoming constraints.  

Not add cases could evaluate each aspect due to a lack of data or a short time frame.  In some 

cases, health and equity outcomes, as well as value added aspects must be speculated upon rather 

than relying on published studies or data.   

Aspects of the case studies to be highlighted: 
Process, contract, implementation 

Health and equity outcomes - Value added components 
Ability to overcome the constraints of the sector and provision model 

 
 
The main constraints detailed in this study were the following: 
 
Table 7: Constraints of public and private models  

(High level of constraint, medium level of constraint, low level of constraint on that particular theoretical model) 

 
System Equity Regulation Political Investment Service Delivery 
Public 
Models 

Low Medium High High 
*greatest 
constraint 

Medium 

Private 
Models 

High  
*greatest 
constraint 

Medium Medium Low Low 
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The following chart concisely summarizes the detailed case studies and findings:  

 

Table 8: Case Studies 

Case Study Description of Activity Details Comments 
Santiago, Chile Service Contract Outsourcing of activities 

combined with long-
standing direct subsidy 
program greatly benefits the 
poor 

Positive outcomes,  
hard to replicate 

Mexico City, 
Mexico 

Management Contract 10 year service/management 
contract started in 1994 

Positive outcomes, 
prematurely terminated b/c of 
economic crisis 

Cartagena, 
Colombia 

Concession 30 year management 
contract mixed company 
started in 1995 

Fair outcomes,  
Importance of external 
influences 

Bogotá, Colombia Publicly held company  Positive outcomes,  
despite pressure to privatize  

La Paz-El Alto, 
Bolivia 

Concession 25 year concession awarded 
in 1997 

Positive outcomes,  
short time period 

Buenos Aires, 
Argentina 

Concession 30 year concession started 
in 1993 

Mixed outcomes,  
prematurely terminated b/c 
economic crisis 

Cochabamba,  
Bolivia 

Concession 40 year contract awarded to 
single bidder in 1999 

Poor outcomes,  
worse case scenario 
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Santiago, Chile - Reaching the poor through service contracts and subsidies 
 
 Santiago, Chile makes a positive case study as it has been able to effectively use federal 

subsidies and harness the private sector through service contracts, in order to extend service to 

the poor and underserved.   

 The state agency Empresa Metropolitana de Obras Sanitarias (EMOS) was created in 

1977.  In 1979 EMOS began to outsource minor activities to specialized private and public firms.  

The utility was highly centralized, run through the dominant agency of the Ministry of Public 

Works.  Throughout its history it had been well run and would have had the least to benefit from 

a large scale concession-type privatization scheme.  Rather than privatizing prematurely, the 

utility gradually scaled up their use of service contracts. 

Putting services out for contract is not, by itself, a sure route to efficiency.  Utilities that are not 
well-managed themselves are unlikely to effectively administer either the award of contracts or the 
monitoring function necessary to ensure contractual compliance.  One implication of this is that 
reform of public-owned utilities may have to precede efforts to improve efficiency through services 
contracts”109  

 
 Chile then began the wave of regulatory and private sector participation through Latin 

America in 1988 as part of the decentralization paradigm.  The government began to reduce its 

role in water management and starting transferring responsibility to associations of water users.  

In 1989, EMOS was transformed into a shareholder company.  One caveat relevant to the 

successful transfer was that prior to privatization, 600 employees accepted voluntary retirement 

programs, which were funded by the federal government and municipality.  Pension obligations 

also shifted from company to municipality.110  Both initiatives decreased labor resistance, 

ensured continued benefits, and helped the profit margin of EMOS once that expenditure was 

taken away.   
                                                 
109 Shirley, page 286. 
110 Rivera, Daniel, Private Sector Participation in Water Supply and Wastewater Sector: Lessons from Six 
Developing Countries, DC: World Bank, 1996, page 47. 
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Subsides  

 As part of this reform, the government implemented an elaborate system of direct 

subsidies for low-income households, as well as loans and innovative payment plans for new 

connections (a large obstacle for poor households).  This increased monthly revenue from 

customers and reduced water lost to illegal connections.     

The most remarkable features of water and wastewater sector reform in Chile have been the 
extensive reliance on service contracts and the development of a comprehensive tariff system 
together with social policies to ensure affordable service to the low-income and rural 
populations.111 

 
The funding for the water and sanitation subsidies comes from the central government, part of 

the “Overcoming Poverty” program.  The central government annually allocates a budgeted 

amount to these subsidies.  They are transferred from the federal level, to the municipality, who 

then directly pays the service provider for those families who qualify.  Annual subsides for all 

water and sewerage in the country are $25 million, reaching approximately 450,000 families, and 

averaging 50 percent of the household water bill.112   

 Water connections are also subsidized.  A typical connection would cost between $200-

800 (mid-1990s estimate in US dollars).  Subsidized loans require the household to pay 15 

percent of the connection up front, and the rest is paid in monthly installments over a five year 

period at commercial interest rates. 113   

 General studies conducted to determine the feasibility of implementing direct subsidies, 

have found that they are more transparent, explicit, and minimize market distortions.114  

However, there remains difficulty in assessing poverty and administering such programs.  “The 

Chilean subsidy scheme relies to a large extent on strong local administrative capacity coupled 

                                                 
111 Rivera, page 16. 
112 Alvaro, page 279. 
113 Rivera, page 37. 
114 Gomez-Lobo, Andres, Vivien Foster, and Jonathan Halpern, “Information and Modeling Issues in Designing 
Water and Sanitation Subsidy Schemes.” 
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with high governmental ethnics – two assets that are not always easily transferable.”115  The 

studies suggest that direct subsidies work well in preparation for private sector participation, 

where prices need to be raised to true costs, but negative social impacts would arise from steep 

tariff increases.116  Data collection does seem unrealistic for many municipalities in the 

development world.  Water company client databases, general socio-economic household 

surveys, and willingness-to-pay surveys are often suggested as good methods, and the norm in 

Santiago, Chile.117 It is questionable whether many cities in LDCs would have the resources to 

devote to such data collection.   

Private Sector Participation 

 The subsidies are carried out in tangent with service contracts.  EMOS contracts out 

services in: planning and economic studies, research studies, construction and rehabilitation, 

repair and maintenance of infrastructure, computer services, billing, payroll, cleaning and 

maintenance of buildings, transport, meter reading, meter repair and maintenance, cutting and 

reinstallation of services, public relations, industrial relations services, and even legal issues.   

 Each year, capital costs, service standards, and investments are reviewed by the regulator 

who resets the water rates.  Water service charges reflect the true cost of water provision; the 

tariff structure is based on efficiency, and set on the basis of marginal cost for a “model 

enterprise.”  Service contract holders are motivated to lower costs of production to gain a profit.  

Due to the secure subsidies which also reflect the true cost of water, the firm has no disincentive 

to serve poorer areas.  In fact, they have every incentive to expand coverage as much as 

technically feasible.  The municipality is charged with carrying out household socioeconomic 

surveys.   

                                                 
115 Rivera, page 37. 
116 Foster, 2000. 
117 Gomez-Lobo, Andres, et al 
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The problems of privatizing water make Chile’s success in running a water company as a state-
owned enterprise very appealing.  The strength of Chile’s institutions, however, suggest that its 
success may be hard for other countries to emulate.  Private participation, when it can be 
introduced, may help countries that lack Chile’s institutional strengths introduce and sustain 
water reforms.118 

  
 Regulatory issues, however, are not simply reconciled by the introduction of private 

sector participation.  Chile’s strong regulatory framework was established in 1989, along with 

other reforms, and well before privatization - which has greatly assisted the ease with which 

contracts were introduced.  The regulator, the Superintendency of Sanitary Services, is 

autonomous and decentralized, and also clearly separated from operators.  Its head is a 

presidential appointee.  SSS is responsible for granting concessions for water and sewerage 

services, defining tariff regulation, controlling implementation, and monitoring compliance.  

 Santiago has been able to reduce costs through service contracts, while relying on a well-

established, independent, regulator to oversee water and sanitation services.  This effectively 

overcomes the public sector constraints on regulation.  The municipality has been able to serve 

the poor affordably through direct subsidies, which has also improved service and expanded 

networks due to built-in incentives to serve all clients in the serving area, with no disincentives 

to go to poor neighborhoods.  Especially important, this allows the public sector to overcome 

their greatest obstacle of lack of investment.  We can assume that health and equity outcomes are 

improved by the extension in service, and that government is strengthened by effective process 

and implementation.  Such positive outcomes make this case study a good example, but may be 

difficult to replicate in LDC municipalities with poorer capabilities.     

                                                 
118 Shirley, page 148. 
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Mexico City, Mexico - Incremental approach through management contracts 
 
 Mexico City makes a good case study of how to gradually build a foundation for deeper 

private sector participation through an incremental approach.  Unfortunately, the process was 

interrupted and the final outcome is inconclusive. 

 Mexico followed the wave of decentralization that Chile began.  Reforms gave greater 

power to the municipalities to control their water and sanitation services, which choose to 

experiment with service and management contracts in Mexico City, and Build-Operate-Transfers 

(BOTs) in smaller municipalities.   

 Mexico City, the largest urban agglomeration in the developing world with 8 million 

people in the district, and 15 million in this urban region,119 has been the largest experiment in 

water system management contracts. The municipality realized they were not ready for full 

management or privatization for a host of reasons and found that, 

…a gradual introduction of the private sector allows for airing possible political resistance to 
private involvement and gives time to the operators to demonstrate the improvements they can 
make, thereby obtaining public backing for deeper forms of private sector participation in the 
future.120 
 

The initial bids were for the whole package of service and management, but in practice 

contractors had to start with service components (the smaller activities), and move to full 

management contracts following successful performance of individual services.  Each quadrant 

was allocated to a separate company for services and eventual management.   

 While dividing the city may have had disadvantages for economies of scale, the city is 

large enough to make it possible and this approach was helpful for comparison, particularly in 

the initial learning stages.  The four quadrant approach allowed for comparison, and in theory 

                                                 
119 United Nations Statistics Division, 
http://unstats.un.org/unsd/demographic/sconcerns/densurb/citydata.aspx?id=Mexico 
120 Weynon, pages 190-191. 
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would keep firms from becoming entrenched.  In this case, however, it was difficult to assess the 

cost-effectiveness and overall performance.  The four companies were operating on completely 

different systems, charging very different prices, investing in different areas, and even paying 

labor different wages.   

 In theory, the Mexico City case would have been a good case of gradual scale-up to 

greater levels of private sector participation.  As a public model, however, it did not effectively 

overcome the constraints of regulation or political risk.  Economic collapse interrupted the 

project’s timeline.  Given more time, the model could arguably have overcome investment and 

service delivery constraints.  As the nature of the private sector participation was principally 

contracts, equity would not have been a huge obstacle in the beginning stages.  There did not 

seem to be any provisions for equity distribution, however, once firms moved to full 

management contracts.  The interrupted timeline, weak contract and implementation mechanism, 

and uneven provisions for ensuring health and equity outcomes, make it difficult to confidently 

say this approach should be recommended in a mega-city in the developing world.   
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Cartegena, Columbia - Private and public mixed management contract 
 
 Cartegena exemplified the contradictions which arise when the public and private 

sectors’ goals are too closely aligned.  The mixed management contract did improve service 

somewhat, but the greatest constraints of capital investment as well as equitable distribution were 

exacerbated rather than ameliorated.   

 Cartagena was the first city in Colombia to experiment with private sector participation.  

With World Bank assistance, in October 1993, the Mayor of Cartegena liquidated the state-run 

municipal water company, Empresas Publicas Distritales.  The municipality would retain a fifty 

percent share of the new company, and the other fifty percent went up for a bid.  Out of three 

bidders, Aguas de Barcelona (partially owned by Suez) won.  The new mix-capital firm was 

called ACUACAR.  The utility had allegedly not made any investment within the last 11 years 

prior to the turnover.  Water was reaching 70 percent of the population (out of 900,000), but 40 

percent of those clients were rationed.121  Unsurprisingly, investment was the greatest constraint 

as urban migration increased and municipal finances dwindled.     

 Under the 26-year operation and management contract (which did not take effect until 

1995), ACUACAR is responsible for all components of the municipal water system, except 

investment.122  Investment is still to be provided by the municipality of Cartegena.  ACUACAR 

computerized workplaces, opened seven new customer centers, and implemented automated 

accounting services.  Service improved and customer complaints dropped.  Other improvements 

included maintenance and rehabilitation programs, and sewerage projects, and improved quality 

of water.   

                                                 
121 Rivera, page 14. 
122 Officially the Cartegena case is referred to as a mixed company based management contract because of the 
municipality’s share in ownership, but because of the length and terms of the contract, it is being referred to in this 
research as a concession.   
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 The municipality’s roles as shareholder in the company lead to a different regulatory set-

up.  While there would be inherent conflicts of interest, it was hoped that the regulator, the 

municipality and ACUACAR would work through agreement and consensus rather than 

confrontation. 

 There remain problems with regulation, corruption, and investment despite what could be 

termed an overall improvement in water service since private sector participation began.  While 

ACUACAR is credited with expanding coverage, in actuality the World Bank funded expansion.  

From 1998-2000, the World Bank provided $85 million for expansion plans.123  The utility has 

been plagued with allegations of corruption, which even reached up to complicity within the 

Bank.  These issues are still under investigation.  The municipality itself is charged with 

investment, although their capacity to do so is questionable.  At the time of takeover, an 

estimated $250 million was needed in investment.124    

 This model tried a creative approach to overcoming the regulatory constraint inherent in 

public systems by giving the municipality equity; however, this exacerbated the greatest public 

constraint - lack of investment.  It is unlikely that Cartegena will be able to independently find 

such large amounts of capital without continued assistance from the World Bank, other IFIs, or 

the private sector.  In terms of private sector participation, equity issues are still not addressed 

and also may be exacerbated by the municipality’s stake in profits.  It is unclear what health or 

equity impacts this system has created.  It is also difficult to see what advantages private sector 

participation brought to Cartegena other than additional international financial assistance.     

                                                 
123 ICIJ, page 108 
124 Rivera, page 24. 
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Bogotá, Colombia - Positive outcomes with public sector provision 
 
 Bogotá can be considered Cartegena’s sister city, who followed the exact opposite 

strategy.  Bogotá managed to keep their water company public, and even in the midst of violence 

and war, massive migration, and excessive pressure to privatize, improved service.     

 In 1993 Empresa de Acueducto y Alcantarillado de Bogotá (EAAB) was practically 

bankrupt.  It was the quintessential example of a problematic public service utility; staffed with 

political appointees, inefficient operations, and colluding with other government agencies.  78 

percent of the population had access to water, and 70.8 percent were connected to the sewer 

system.125  Despite the crippled state of the utility, it claimed nearly $1.5 billion in assets as the 

largest single landowner in Bogotá.  In 1994, the Public Services Law took effect, lowering 

subsidies and allowing private sector participation in public companies as part of the 

privatization wave, and largely eliminating government subsidies.   

 In 1996, the World Bank granted a $145 credit to assist the struggling EAAB, but began 

to pressure for privatization.126  Bogotá by 1998 was given an ultimatum to privatize or be cut off 

from further funding, but resisted.  By the late 1990s, a more progressive, social government was 

in office, which decided to strengthen the EAAB with support from its constituents.  The leaders 

felt that with the special geography of the city, increased migration, and the great poverty of 

newcomers, water services could only be fulfilled by public provision.  It was too important to 

leave up to the private sector without safeguards and too risky for the municipality to continually 

renegotiate with a private firm,    

If a new neighborhood settles 50 meters higher than the reach of the water, a private company 
would say it is not included in the original deal,” he said (Fmr. Mayor of Bogotá Penalosa) “and 

                                                 
125 ICIJ, page 106. 
126 Garland, Sarah, “Keeping it Public In Bogotá,” NACLA Report on the Americas, Jul/Aug 2004, Vol.38, Issue 1, 
page 38.   
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hence the city would have to negotiate with them, every new condition, which would be too costly 
for the city.127 
 

 With total attention given to EAAB, by 2002, it was rated the number one most 

successful utility in Colombia by the country’s National Planning Department.  It currently has a 

credit rating of AA+ by Duff and Phelps and a healthy balance sheet.  Water coverage rose to 95 

percent, and sewerage coverage was 87 percent (from 78 and 70 percents respectively).128  

Substantial investment by the municipality, reinvestment of dividends, and a water conservation 

campaign are credited with the turnaround, which has most impacted the poor and new 

settlements on the periphery of the city.  The EAAB reinvested $180 million in poor 

neighborhoods in 2001 alone, a figure which was 40 percent of the country’s overall water sector 

investment.129  The water conservation campaign has reduced consumption to an international 

low at 109 liters a day (in comparison, the US consumes 578 liters per day).  

 Consumption is subsidized, further helping poor families as rates rose slightly (the 

poorest families had been only paying about 5 percent of real cost of water before 1995).  There 

is a 79 percent subsidy for poorest, and 24 percent for middle income.  This is financed by 

wealthy who pay 87-167 percent more than real cost.130  By 2005, however, a new law will come 

into effect where the poorest can only receive 50 to 40 percent of their water bill in subsidies.  It 

is still unclear how much this may impact on the poorest families. 

 Bogotá is a good case study of the possibilities when full attention is given to a public 

system rather than seeking a sole solution of private sector participation.  The municipality has 

had great success improving equity and health outcomes, and enjoys political support.  

Regulatory and service delivery issues appear to be performing well.  This public model, 

                                                 
127 ICIJ, page 112 
128 Ronderos, page 59. 
129 Garland, page 38. 
130 ICIJ, page 111. 
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however, does fail to overcome the investment constraint.  By resisting privatization, they have 

also effectively cut themselves off from international financial support.  It is unclear how 

sustainable the system will be as migration, violence and war, as well as pressure to privatize 

continue.   
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Cochabama, Bolivia - Worst-case scenario in a large concession 
 
 Cochabamba is the case study which most exemplifies why a municipality should not 

rush into private sector participation.  The situation that resulted was one of a powerless 

municipality forced to deal with a MNC, backed by the world’s most powerful IFIs. 

 Bolivia, South America’s poorest country, suffered from severe economic crisis – the 

debt crisis, which led to structural adjustment programs, as well as conditionality for continued 

inclusion in the international financial system.  The Sanchez administration (1993-1997) 

institutionalized the privatization of many public industries as part of the SAPs.  Under Sanchez, 

in 1995 and 1996 alone, the government privatized the five largest state enterprises – the oil 

company, the phone company, the national airline, the electric company, and the national train 

system.  The privatization process was swift and lacked a coherent national strategy due to 

severe economic crisis.  Typically, the government sold off 50 percent of ownership in state 

companies and turned over management to corporations. 

The World Bank and the IMF made the privatization of water in particular a condition for 

continued borrowing just the economic situation reached its lowest point,     

Cash-strapped and indebted countries like Bolivia rarely reject IMF and World Bank advice, 
because they don’t want to risk being denied future loans and international aid.  Privatization 
deals, while making fast cash for the government – money usually used to pay debts to the IMF, 
World Bank, and other foreign creditors – are generally a bad deal for the public and rift with 
secrecy and corruption.  In this case, Bechtel and the British-led consortium of investors put up 
less than $20,000 of up-front capital for a water system worth millions.  Consumers suffered rate 
increases, while the company was expected to earn an annual income of $58 million.131 
 

                                                 
131 Public Citizen, “Water Privatization and Fiascos: Broken Promises and Social Turmoil,” www.wateractivist.org, 
March 2003, page 5. 
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In June 1997, World Bank officials told President Sanchez that $600 million in 

international debt relief was dependent on Cochabamba privatizing its water.132  In a closed-door 

process with just one bidder, Bolivian officials leased Cochabamba’s water system until the year 

2039.133  The 40 year contract was granted to Aguas del Tunari, a subsidiary of the consortium of 

London-based International Water Ltd., and San Francisco-based Bechtel Corporation to run 

SEMAPA.  The contractual agreement and oversight capability of the government were both 

weak at best.  Cochabamba may be the best case of assuming that a municipality, incapable of 

providing water to its citizens, has the regulatory abilities to monitor a MNC. 

  Water tariffs increased immediately; by 200-300 percent in some neighborhoods.134 

Prices for poorer consumers went up at once 43 percent on average, and doubled for a small 

segment of the very poor.135  A massive public protest ensued; strikes, roadblocks, and civil 

disobedience were used as the protesters shut down the city for three days.  President Banzer 

declared martial law, and sent in over one thousand army and police officers, injuring hundreds, 

blinding two, and leaving one youth dead.136  The President was forced to announce the 

termination of the contract; control of the water system, including $35 million in debt, was given 

to the protesters’ organization – La Coordinadora de Defensa del Agua. 

 The corporation took a large financial loss, and Bechtel moved to sue for compensation 

from the Bolivian government due to the illegal cancellation of contract.  In November 2001 

Bechtel filed a $25 million legal action against government in a closed door trade court operated 

                                                 
132 El Diario, “Organismos Multilaterales Presionan al Gobierno: Condonaran $US 60 Milliones de Deuda Si 
Privatizan SEMAPA de Cochabamba,” July 1, 1997; quoted in Shultz, Jim, “Bolivia: The Water War Widens,” 
NACLA Repot on the Americas, NY: Vol.36, Issue 2, Jan/Feb 2003, page 34. 
133 Shultz, Jim, “Bolivia: The Water War Widens,” NACLA Repot on the Americas, NY: Vol.36, Issue 2, Jan/Feb 
2003, page 34. 
134 Public Citizen, “Water Privatization Case Study: Cochabamba, Bolivia,” page 3.  
135 Nellis, John, Rachel Menezes, and Sarah Lucas, “Privatization in Latin America: The Rapid Rise, Recent Fall, 
and Continuing Puzzle of a Contentious Economic Policy,” The Center for Global Development and the Inter-
American Dialogue, Joint Policy Brief, Vol.3, Issue 1, January 2004, page 4. 
136 The numbers of injured and killed vary according to the source.  
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by World Bank – the International Center for Settlement of Investment Disputes, the Bank being 

the institution that pushed for the privatization in the first place.  Public Citizen has pointed out 

that if the World Bank does indeed rule in favor of the Bechtel, it will serve as a powerful 

warning to other countries thinking of negating privatization contracts with multinational 

corporations.   The case is still pending. 

 Under management of the Coordinadora, new connections reached a number of 

underserved communities and a new water tank has increased service.  However, the system is in 

serious disrepair and the utility is in debt.  Approximately 40 percent of the city still lacks water 

and chances are extremely low that foreign investment will return.137  National public support for 

privatization has plummeted.  In 1998, 40 percent of the population disagreed or strongly 

disagreed that privatization had been beneficial; by 2001 the number rose to approximately 64 

percent.138  The cash-strapped Coordinadora now has few options to improve the system.  

 The privatization attempt was disastrous in terms of ameliorating equity constraints.  The 

great inequalities between the MNC which was backed by the international financial institutions, 

and the municipality, made a mockery of regulatory, political, and service delivery constraints 

that a public system faces.  The municipality was also essentially powerless to enforce 

investment requirements because of weak regulation.  Cochabamba is the worst case scenario of 

private sector participation in a municipality which is not prepared.   

 

                                                 
137 Runyan, page 36. 
138 Nellis, page 3. 
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Buenos Aires, Argentina - Positive health impacts interrupted by economic crisis 

 The Buenos Aires case demonstrates how private sector participation can be used to 

improve equity and health outcomes, as it effectively broke through the equity constraint 

inherent in the private model.  Weaknesses in overcoming political and regulatory constraints, 

however, led to its demise.   

 Argentina in the 1980s was profoundly impacted by the debt crisis.  In 1989, the Menem 

government was appointed and immediately implemented a structural adjustment program (SAP) 

to reduce the budget deficit and control inflation.  Privatization of public services was to be the 

principal agent of the SAP.  The privatization plan was one of the largest in Latin America.  

During the 1990s, 154 contracts were signed in various public sectors, and the federal 

government collected $19 billion US dollars.139  To streamline the process, the President 

declared an economic state of emergency regarding public services, including water and 

sanitation.  “Through such a decree, Menem was able to privatize the Buenos Aires water and 

sewerage network, Obras Sanitarias de la Nacion (OSN), without public consultation, arguing 

that it was ‘urgent’ to press on with reforms.”140 The water privatization plan was small in 

comparison, but nevertheless between 1991 and 1999, public water companies servicing about 

30 percent of the municipalities and 60 percent of the population were privatized.141    

The Buenos Aires water company, OSN, had invested very little in infrastructure in the 

1980s.  The reasons behind the disinvestment are a point of controversy.  Investment had not 

kept pace with depreciating assets and current supply.  In 1985, OSN investment was 67.8 

percent of what was needed for current supply and 19.5 in 1990.  “In the late 1980s, water 
                                                 
139 Loftus, Alexander J., and David A. McDonald, “Of Liquid Dreams: A Political Ecology of Water Privatization in 
Buenos Aires,” Environment and Urbanization, Vol.13, No.2, October 2001. 
140 Loftus. 
141 Galiani, page 8.   
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coverage as a share of the population was contracting, spilled water rates were very high, 

pressure, and service quality were low, and summer shortages were frequent.”142  Furthermore, 

the public entity was overstaffed with appointees and had high levels of absenteeism.  

In 1993, the privatization deal for the metropolitan area of Buenos Aires by the French 

company Lyonnaise des Eaux was widely accepted by the World Bank, the Argentinean 

government, and international water industry as a huge success, to be used a model for other 

LDCs.  Aguas Argentinas, the consortium company offering the lowest tariff, won the 35-year 

concession to provide water services previously provided by OSN.  100 percent of households 

had to be connected to water services and 95 percent to sewerage services by the end of the 35 

years.     

 During the first 8 years, Suez earned a 19 percent profit on its average net worth.143  

Privatization did increase efficiency and profitability; labor productivity also increased. There 

was increased access to the network, particularly in the poorer neighborhoods.  The number of 

connections to the water network increased by 30 percent, and sewerage connections increased 

by 20 percent.  84.6 percent of the new connections were to lower-middle and low-income 

households.144   Part of the success of the concession has been attributed to the inclusion of a 

wide rage of external advisors during planning and implementation, granted that most of them 

were from institutions in great support of the privatization.145 

 The concession was not without its difficulties; the better part of the Aguas Argentinas 

controversy is still hotly debated.  Prices did increase for many services; for example, connection 

                                                 
142 Galiani, page 10. 
143 Public Citizen, “Water Privatization and Fiascos: Broken Promises and Social Turmoil,” www.wateractivist.org, 
March 2003 
144 Galiani, page 11.   
145 The World Bank, “Reducing Regulatory Barriers to Private-Sector Participation in Latin America’s Water and 
Sanitation Services,” Transport, Water, and Urban Development Department: Water and Sanitation Division, Policy 
Research Working Paper #1322, July 1994. 
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fees of between $1,100 and $1,500 were charged in areas where the average monthly income 

was $245 per month.146  Labor was effectively co-opted or bought-off to avoid protest.  The 

regulatory agency by all accounts was too weak and lacked independency. 

 Importantly for this research, this case offers the ability to study health outcomes and the 

use of control groups from non-privatized areas as the greater Buenos Aires region was only 

partially privatized and the time period was over ten years.  A comprehensive study by Galiani 

firstly found significantly larger increases in the proportion of households connected to water 

services in municipalities that privatized as opposed to municipalities that did not.147 

 Predictably, service increases in previously underserved areas led to positive health 

outcomes, especially in child mortality.  Any other contributions to health outcomes other than 

water were ruled out by the researchers.   

….we find that child mortality fell by approximately 5 to 7 percent or about 375 lives per year in 
the areas where water systems were privatized.  This drop in child mortality emerges from a 
reduction in the number of deaths caused by infectious and parasitic disease, not from deaths due 
to causes unrelated to water conditions.148   
 

A statistically significant negative association between privatization and child mortality was 

established, and the estimated impact varied from 4.8 to 6.7 percent of baseline mortality.149  In 

the poorest neighborhoods, the impact was even greater with a 24 percent reduction in child 

mortality.150   

Despite the unsung successful health outcomes, the privatization scheme eventually 

collapsed.  Part of the contractual clauses had permitted Suez to link water prices to the dollar, 

crucially important for the company because of Argentina’s history of hyperinflation.   The 

government overruled that clause through an emergency decree, however, and by 2002 Suez had 

                                                 
146 Nellis, 4. 
147 Galiani, page 12. 
148 Galiani, page 27. 
149 Galiani, page 23. 
150 Galiane, page 26. 
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to write off $500 million in losses mostly because of the Buenos Aires concession.151  Suez was 

going to try to bring claims against Argentine government, also by using the World Bank’s 

International Center for the Settlement of Investment Disputes (ICSID). Argentines are now 

more opposed to privatization.  In 1998, approximately 45 percent of people disagreed or 

strongly disagreed that privatization had been beneficial, in 2001 it was nearly 80 percent.   

The Buenos Aires case demonstrates how harnessing the private sector can indeed 

improve health and equity outcomes, principally by being able to invest such large amounts of 

capital.  This private model arguably did overcome the equity constraint as well.  Regulatory and 

political constraints, however, were not well-planned for and led to the ultimate detriment of the 

privatization scheme.   

                                                 
151 Public Citizen, “Water Privatization and Fiascos: Broken Promises and Social Turmoil.” 
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La Paz-El Alto, Bolivia - Large concession aiming to serve the poor 

 The La Paz-El Alto concession was well-crafted with every intention of improving and 

expanding service to the poorest areas.  The technical specifications offer a blueprint for how to 

effectively harness the private sector to serve the public good.  

 La Paz, the capital of Bolivia, is set in a valley in the altiplano and is home to the wealthy 

and the powerful.  El Alto surrounds La Paz and is home to the newest immigrants, the poor and 

indigenous families who have fled economic collapse and the loss of their livelihoods in the rural 

areas.  It is also socially mobilized and quick to protest, leading to frequent civil unrest.  

Predictably, the residents of La Paz had no reason to be concerned over their water provision, 

while El Alto was simply not served by the utility.  The municipality, lacking the funds to invest, 

began planning a large concession for the entire La Paz-El Alto region.  The purpose of the 

concession was specifically to reach the poor neighborhoods in El Alto who were relying on 

private vendors - which may be a direct result of the social mobilizations in El Alto.       

 Aguas del Ilimani, part of the Suez Lyonnaise des Eaux consortium Aguas del Ilimani 

was awarded the twenty-five year concession in 1997.  Among the several unique features of the 

process, contract, and implementation, in this case the bidders identified the number of water 

connections they would make in exchange for a predetermined tariff, rather than bidding on the 

tariff with pre-specified investment and service obligations.   

 The Superintendencia de Aquas, was charged with regulation.  The relatively 

independent national body was responsible for granting and regulating concessions, and 

monitoring and enforcing expansion, quality, and tariffs.    

 Aquas del Ilimani performed beyond expectations.  Within one year, Aguas del Ilimani 

was predicting that they would reach 100 coverage in El Alto.  As the purpose of this concession 
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was specifically to expand coverage to El Alto, several aspects of the contract arrangement stand 

out in comparison to other large concessions in Latin America.  Komives and Cohen have done 

substantial research on the concession, and break down the issues into service area/exclusivity, 

expansion mandates, technical specifications, and tariffs/fees and elaborate on how they impact 

the poor.152 

Service Area and Exclusivity 

 Most concession contracts grant exclusivity, meaning that no other service providers can 

provide service in that defined area to increase the profitability of projects with high capital 

costs.  This includes private water vendors, and private and communal wells may also be 

included - which was one point of contention in the Cochabamba case, where privately and/or 

communally constructed wells were sealed off.  Exclusivity keeps the poor from utilizing other 

options.  For example, even if the service provider has not expanded the network to a poor area, 

other private vendors may still be prohibited from selling there.  Conversely, Suez in this 

concession was not granted exclusivity but protected from competition nonetheless.  

Underserved or unserved areas are free to choose from other options.   

Expansion Mandates 

 Expansion mandates can be in the form of mandates on the number of new connections, 

percentage coverage, or by certain criteria.  Service providers, especially the private sector, may 

not be eager to expand the network and serve the poor for a variety of reasons.  Regulatory and 

political issues may increase risk of losing a large investment.  Certain geographical areas may 

also be more costly or risky because of geography, density of the settlements, or unrest.  While 

                                                 
152 Komives, Kristin and Penelope J. Brook Cohen, “Expanding Water and Sanitation Services to Low-Income 
Households: The Case of the La Paz-El Alto Concession,” Public Policy for the Private Sector, Note No. 178, The 
World Bank Group: Finance, Private Sector, and Infrastructure Network, April 1998. 
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including expansion mandates in the contract would seem to definitively increase the service 

area, issues such as these will arise and have to be renegotiated.  The La Paz-El Alto requires the 

regulator to translate the contract’s percentage mandate into a number.  Thus the expansion 

mandate is easier to monitor, more transparent, and less likely to be manipulated.  It also lends 

flexibility to the utility and the regulator when issues arise.   

Technical specifications 

 The La Paz-El Alto concession demonstrates that outputs, rather than inputs, should be 

mandated.  Requiring the utility to confirm to specified inputs, such as length of piping or 

materials used, hinders the private sector advantage and creates bureaucratic red tap.  Outputs 

may also need to be renegotiated. For example, the La Paz-El Alto contract specifies that 

connections must be in-house, which also limits the flexibility of service offerings.  Some poor 

communities were found to be more aptly served by communal standpipes as a more economical 

choice, and this specification was then revised. 

Tariff structure and connection fees 

 Lastly, the utility’s revenue is affected by tariff structures, the ability to disconnect users, 

and regulations for tariff and fee changes.  This will affect expansion decisions into poor areas.  

“Concessionaires will have an incentive to focus service expansion efforts on areas where capital 

expenditure costs are relatively low or quickly recoverable and where tariffs cover to exceed 

operating costs.”153 The utility must have the ability to recover a profit, while avoiding 

disincentives to serve poor areas.  The poor are best served by a menu of options, such as the 

sliding scale fees for connections illustrated in the Santiago case.   

 The La Paz-El Alto concession demonstrates that private sector participation can yield 

positive equity outcomes when concerns for service to the poor are the driving force behind the 
                                                 
153 Komives, Kristin and Brook Cohen, page 4. 
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initiative.  Lessons learned from failed concessions can be incorporated into future contracts.  

Unfortunately, it seems that a crisis is looming in El Alto, and has been growing since the 

Cochabamba riots.  There are growing complaints in El Alto over price increases, while Aguas 

del Ilimani reports profit losses.154  Migration to El Alto is increasing every day, and it is 

questionable whether the utility will keep pace with expansion.  It is uncertain how the La Paz-El 

Alto concession will be judged in the future.   

                                                 
154 Perez, Julian, “Conflict on the horizon: El Alto, Bolivia and Aguas del Illimani,” Public Citizen, 2/3/2004. 
http://www.citizen.org/cmep/Water/cmep_Water/reports/bolivia/articles.cfm?ID=10972 
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Chapter 7: Discussion and Conclusion 

Lack of adequate access to water is a defining characteristic of severe poverty and its 

most profound impact is on public health.  This research defined the characteristics of water and 

sanitation that make its provision unique in comparison to other service sectors.  Value-added 

components such as poverty, gender, education, environment, and human rights are also 

strengthened when water and sanitation is appropriately provided.   

The range of models currently utilized has not resolved constraints, which this research 

grouped into the categories of equity, regulation, political, investment, and service delivery.  This 

range of models spans a spectrum from top-down, federally-run systems, decentralized 

municipal systems, various methods of incorporating private sector participation, to full 

privatization.   The case studies in Latin America were then evaluated for health and equity 

outcomes, ability to overcome constraints imposed by the sector as well as the model used, and 

process, contract, and implementation.   

The original research question was:  Under what conditions of private sector participation 

can the management of water and sanitation systems lead to improvements in equity and health 

outcomes?  The hypothesis was that private sector participation can improve health and equity 

outcomes through the water and sanitation sector if: 

• The state, public sector, and civil society have the capacity to effectively and equitably 

plan, monitor, evaluate, and participate in the privatized model, 

• Without unnecessary external influence, 

• And when improving health and equity outcomes is the principle objective of the 

initiative rather than an opportunity for profit maximization. 



Amanda Rives Argeñal Private Sector Participation in Municipal Water Systems in Latin America  
 

85 of 106  Fall 2004 
 

• Assuming there is no national economic or natural crisis.  

 After exploring the constraints imposed on the public service model and private sector 

participation in terms of equity, regulation, political, investment, and service delivery issues, 

seven case studies were evaluated.  The case studies support the hypothesis.  Santiago, Chile was 

able to improve outcomes through service contracts. Only Santiago truly performed well on all 

indicators, but it was also the mildest form of private sector participation.   La Paz-El Alto and 

Buenos Aires were on their way to improving outcomes (the La Paz-El Alto case is still pending, 

and Buenos Aires was terminated after national economic collapse).  Mexico City as well may 

have improved, but was also derailed from national economic strife.   

 Cartegena and Bogotá, however, would lead to an alternate conclusion - that the public 

sector can indeed outperform the private sector when sufficient resources are devoted to 

improving the utility.  Bogotá nevertheless failed to overcome the principle constraint on the 

public sector, that being a lack of investment.  

 Before the final discussion, it would be useful to examine briefly two developed country 

examples.  Bullet point number of the hypothesis “without unnecessary external influence” also 

must be clarified; the “push” towards privatization rather than a “pull” must be taken into 

account before conclusions can be met.  

Developed Country Examples of Overcoming Constraints 

The US System 
 
 While this research focuses on water privatization in LDCs, it is useful to examine water 

privatization in more developed countries (MDCs).  In most MDCs, there is some privatization 

but it involves private involvement rather than complete transfer of assets and control.  It is also 

more common to see some sort of organization linked to the state, but with financial and 
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organizational independence rather than direct control.  No matter what the arrangement in 

OECD countries, it is always the government which maintains responsibility for setting and 

enforcing performance standards.  The OECD clarifies their position regarding water provision 

in OECD countries, 

Water services are widely considered a natural monopoly, so provision and maintenance requires 
close policy attention and high degree of regulation… Additionally, it is also widely accepted that 
the government should maintain control as a precaution to market breakdowns, price fluctuations, 
and corporate governance failures.155 

 
 In the US, water and sanitation systems were dominated by private companies from the 

18th to 19th centuries.  By the turn of the century, however, municipalities began to take over the 

systems because the private sector was unwilling to provide to poor and/or sparsely populated 

areas.156  The result was a rapid expansion to unserved and underserved areas, as well as 

improvements in sanitation services and quality of water.  There was a general understanding 

that such public services could not be left up to the market because of the externalities involved 

in water and sanitation,  

These expansions and improvements provided by government entities had a price: non-cost-
recovering tariffs.  However, unlike private companies, municipalities sought to internalize the 
positive externalities of improved water and wastewater services, for example, improved health 
and hygiene, and were able to subsidize water services from other municipal, state, and federal 
revenue sources.157 

  
 In the United States today, publicly owned services provide 85 percent of publicly 

supplied water and 95 percent of wastewater services.  Most are small, municipally-owned and 

                                                 
155 Borkey, Peter, “Water Partnerships: Striking a Balance,” Organization for Economic Cooperation and 
Development, The OECD Observer, March 2003, page 14. 
156 Mumssen, Yogita U., and Brian Williamson, “Comparative Analysis of Regulation: Water and Other Network 
Industries,” (eds) Paul Seidenstat, David Haarmeyer, and Simon Hakim, Reinventing Water and Wastewater 
Systems: Global Lessons for Improving Water Management, NY: John Wiley and Sons, Inc., 2002. 
157 Hyman et al, 1998 quoted in Mumssen, Yogita U., and Brian Williamson, “Comparative Analysis of Regulation: 
Water and Other Network Industries,” (eds) Paul Seidenstat, David Haarmeyer, and Simon Hakim, Reinventing 
Water and Wastewater Systems: Global Lessons for Improving Water Management, NY: John Wiley and Sons, Inc., 
2002. 
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operated. 158  The regulatory system varies by area, but state agencies usually regulate private 

systems and municipalities regulate government-owned systems.   

 While the US has a safe, public, and cheap water supply, infrastructure needs to be 

replaced - many urban areas have original pipes made out of lead or even tree trunks.159  The cost 

is estimated to be $150 billion to $1 trillion over next 3 decades.160  To date, large scale 

privatization has been concentrated in poorer countries where the World Bank has used its 

financial leverage to force governments to privatize their water utilities in exchange for loans,161 

but that is changing.  The MNCs are entering the US market through strategically under-bidding 

for contracts, and lobbying at the state and federal levels.   

Since 1996, when the Environmental Protection Agency first warned of a looming water 
infrastructure crisis, private water companies and their associations have ratcheted up spending 
in the political arena, allocating millions to influence and support lawmakers.162   

 
From 1996-2002, proponents of privatization outspent their opponents by 12 to 1 in donations, 

PACs, and lobbying efforts.  From 1995- 1998, the industry and their PACs spent less than 

$500,000.  From 1999-2002, that increased to roughly $1.5 million.163   

 With a Republican-led Congress, executive branch, and various federal committees, the 

anti-privatizers now seem outnumbered.  “Water privatization, which has gained momentum in 

the rest of the world over the last decade, is poised to become a strongly contested issue in the 

United States.”164  As the “last monopoly utility business,” promising steady long term cash 

flows, interest in the US system and other MDCs is predicted to grow. 165 

                                                 
158 Mumssen, 2002. 
159 The recent problems in Washington, DC regarding lead-contaminated water stems from such a system, and nicely 
illustrates the public health risks that underinvestment incurs.   
160 ICIJ, page 113 
161 ICIJ, page 3. 
162 ICIJ, page 114. 
163 ICIJ, page 115 
164 ICIJ, page 116. 
165 Haarmeyer, page 8. 
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The UK System 

 Britain was the first system to completely privatize their water utilities, but neither the 

process nor the outcomes have been completely positive.  Ownership and management is private, 

but a powerful independent economic regulator, OFWAT, has the final decision.  Even with a 

strong, capable state and active civil society behind the regulator, OFWAT has had its share of 

troubles regulating the multinationals.  For example, after continued breaches of contract, 

OFWAT ordered private water companies to spend more than 8 billion pounds to clean up the 

water they delivered in 2001.  An estimated 1/3rd of water in Britain is lost to leakage,166 which is 

high even by LDC standards.   

Growth in Private Sector Participation in the Water Sector 
 
 The private water industry is experiencing dramatic growth, even though just about 5 

percent of the world’s water is currently privately controlled.167  In 1990, there were only a 

handful of systems globally that were partially in private hands.  By 2001 there were over 200 

such systems worldwide.168  In 1990, 51 million people got their water from private companies; 

now up to 300 million do so.169  The World Bank estimates capital needs in the sector in LDCs to 

be nearly $60 billion over the next ten years.170 

 The industry is also highly concentrated.  Just a few multinational corporations (MNCs) 

are engaged in the business; the three largest, Suez (France), Vivendi (France) and British-based 

Thames Water, owned by Germany’s RWE AG, have expanded into every region of the world.  

                                                 
166 Johson, page 13. 
167 Public Citizen, “Water Privatization Backgrounder.” 
168 The World Bank Group, page 14 
169 International Consortium of Investigative Journalists (ICIJ), The Water Barons: How a Few Powerful Companies 
are Privatizing Your Water, a project of the Center for Public Integrity, DC: Public Integrity Books, 2003, page 2. 
170 Haarmeyer, 2002, page 8. 
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The European firms now operate in 56 countries and two territories (from just 12 in 1990).171  In 

fact, the five largest MNCs hold 50 percent of all private sector participation.172  United Utilities 

of England and Bechtel in the US are the other big players. 

 The industry predicts large profits for some time to come.  In 2001, the water services 

industry made close to a trillion dollars in profits – that is more than the global pharmaceutical 

industry and 40 percent of the oil industry.173  The three largest MNCs had revenues of $156.7 

billion and are growing at a rate of approximately 10 percent a year.  Vivendi employs 295,000 

people and Suez 173,000.174   

 As one official from the European Bank for Reconstruction and Development concisely 

put it, “Water is the last infrastructure frontier for private investors.”175  And these five MNCs 

are putting all their effort into reaching the gold first. 

External Actors 

 Privatization is increasingly the panacea to the problems of the public sector at the World 

Bank and other international financial institutions (IFIs).  The role of these lenders and donors 

should not be underestimated, especially in cash-strapped countries facing defaults on their 

loans.  The IFIs are able to pressure countries and municipalities to privatize their assets as well 

as assist the MNCs by decreasing their risk.  The IFIs have arguably done more to assist the 

MNCs than any other factor.  An investigation by the International Center for Investigative 

Journalism concludes, 

                                                 
171 Logan, Marty, “Finance: Corporations Said To Eye Water Privatization in US,” Global Information Network, 
NY, 2/4/03, page 1 
172 Kooy, Michelle, “Firms and Public Water: Realizing Social and Environmental Objectives,” Economic 
Geography, 79.4, October 2003, page 456. 
173 Public Citizen, “Water Privatization Backgrounder.”  
174 ICIJ, page 13 
175 Public Citizen, “Water Privatization Backgrounder.”  
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Worldwide, the ICIJ investigation showed that the enormous expansion of these companies could 
not have been possible without the World Bank and other international financial institutions, such 
as the International Monetary Fund, the Inter-American Development Bank, the Asian 
Development Bank and the European Bank for Reconstruction and Development.176 
 

 The IFIs may or may not have corporate interests in mind when they pressure countries to 

privatize, but the statistics speak volumes about their influence.  For example, from 1990 to 

2002, the World Bank loaned about $20 billion to water-supply projects.  The ICIJ investigation 

found that 1/3rd of those loans had outright privatization stipulations.177  Internal bank studies 

show that through the 1990s, the vast majority of its “adjustment loans” had privatization as at 

least one condition.  By 1999, 70 percent of adjustment loans had a private sector condition.178  

Incredibly, the investigation found that the World Bank also used its muscle to ensure that the 

major private MNCs previously mentioned, were granted the most lucrative contracts.  

 Aside from policy stances by lenders and donors, some pseudo-state organizations have 

also taken initiatives to support the MNCs’ participation.  The Development Bank of South 

Africa has developed a strategy to borrow $600 million on local and foreign markets in order to 

fund future private infrastructure projects.  The Emerging Africa Infrastructure Fund, set up in 

2002 by UK government’s Department for International Development and supported by 

Germany, the Netherlands, and South Africa, is a $305 million fund designed to provide low cost 

loans.  Britain’s Secretary of State for International Development, Clare Short, explains why 

such pseudo-state organizations are needed,  

The private sector frequently views investment in infrastructure in developing countries, 
particularly in Africa, as high risk.  EAIF is designed to help smooth those anxieties whilst still 
requiring private investors to share financial risks.”179 
 

                                                 
176 ICIJ, page 4 
177 Logan, 2/4/03. 
178 ICIJ, page 9 
179 Johson, page 39. 
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 The ICIJ investigation found that the water companies have joined forces not only with 

the World Bank, and other pseudo-state organizations, but also with the United Nations.  These 

alliances have created many international think tanks, advisory commissions, and forums that 

have dominated the water debate and established privatization as the solution to water issues 

worldwide.  The think tanks with official sounding names include: the World Water Council 

(WB & UN), and the World Commission on Water for the 21st Century, which holds conferences 

around the world.  Men with strong privatization backgrounds run the commissions; ties include 

shared membership on boards of various policy institutions and personal and business 

relationships.   

 This nexus of influence, according to critics of the industry, has reached to the World 

Trade Organization, through the International Organization for Standards (ISO).  In November 

2001, at the WTO meeting in Doha, Qatar, the trade commission of EU (French Minister) 

inserted a clause into the final text of a resolution calling for “the reduction, or, as appropriate, 

elimination of tariff and non-tariff barriers to environmental goods and services.”  This would 

include water services.180  By setting international standards for water utilities and private 

investment, this would develop rules of management, service, and delivery.  It is speculated that 

this is part of a strategy to force countries to open their public utilities to privatization.   

 

                                                 
180 ICIJ, page 34. 
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Summary 

 The provision of water and sanitation services has been clearly demonstrated to be one of 

the most important, pressing issues in urban growth in the Third World.  The research was 

framed in the context of how globalization affects people’s basic human needs.  Globalization 

encompasses the nexus of powerful multinational organizations, the paradigm shift towards 

neoliberalism, and the states’ embrace of that shift.  Basic human needs are the factors that make 

survival necessary, such as food, water, and shelter.   

 Neoliberal economic policy prescriptions drive privatization as the solution to many 

problems of the Third World, and as a panacea to water and sanitation issues.  The growing 

urgency in the water and sanitation sector and the enormous investment costs involved have led 

to a quick embrace of private sector participation as a development engine without sufficient 

evidence.  Yet, both the public service model and the private sector models face substantial 

constraints to service provision.  Arguably, investment constraints are the most problematic for 

the public sector.  Resolving equity issues may be the most problematic for the private sector.      

 Despite the rapid growth of the sector, the pressures from the international financial 

community and policy makers, and the willingness of many governments to embrace private 

sector participation, there is still little evidence to prove that privatization is the answer.  

According to the ICIJ study,  

There’s also evidence that if the World Bank applied the same energy and money to improving 
local utilities, while allowing them to maintain control of their water systems, the local utility 
would actually perform better than private companies.181 
 

 Indeed, the Bogotá and Cartegena case studies suggest that public systems may out-

perform private systems when ample resources and attention are dedicated to reform and 

                                                 
181 ICIJ, page 8. 
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improvement.  However, the most pressing constraint continues to be a lack of investment and 

without continual aid many municipal systems will fail in their attempts to keep up with urban 

migration.  Buenos Aires demonstrates how the private sector can be harnesses to clearly 

improve health and equity outcomes when investment is not available from the public sphere.  

Lastly, La Paz-El Alto offers hope that thoughtful, well-planned processes, contracts, and 

implementations can directly impact the poorest urban areas.   

 

 In light of these conclusions, we would offer the following policy prescriptions for 

municipalities in LDCs considering private sector participation:        

Policy Recommendations 

• Think You’re Ready to Privatize?  A joint policy brief from the Center for Global 

Development and the Inter-American Dialogue argues that, “The more careful and 

extensive the preparation devoted to the institutional underpinnings of privatization, the 

better the results, in both efficiency and equity.  Unfortunately, the countries that stand to 

benefit most from liberalizing reform and privatization are those with the weakest 

institutions and the most inefficient and corrupt public sectors.”182 

• Scope of Private Sector Participation 

Does the entire water system need to privatized?  Would limited participation or public-

private partnerships such as contracting out limited services, still obtain the same benefits 

of utilizing the private sector?  Often a full-scale privatization is undertaken when only 

part of a system needs reform.  An assessment of the sector overall should be undertaken 

                                                 
182 Nellis, page 6. 
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to determine where the problems are concentrated.  Service contracts and management 

contracts have been proven quite effective in the case studies.  

• Capacity of the State & Municipal Levels to Oversee Process 

Will the process and implementation be transparent enough?  Weak regulatory agencies 

were a cause of several failures in the case studies.  Does the proposed organization have 

enough resources and independence to make fair decisions, as well as enforce those 

decisions? Other technical issues should be addressed before the privatization process: 

property rights issues; contract enforcement and commercial dispute settlement 

procedures; functioning bankruptcy and insolvency procedures; and well-staffed and 

resourced agencies that can regulate and deliver timely reasonable decisions.183   

• Social Safeguards 

Consider that the American Public Health Association has agreed that privatized water 

systems and imposed user fees make water unaffordable to the poor and exacerbates 

inequality.184  Lack of access to safe water only adds to other health problems, such as 

HIV/AIDS.  How will the poor be protected and their water supply ensured?  Specific 

contractual obligations should be included and enforced.  Lessons from the La Paz-El 

Alto case are a good example.  Equitable distribution should be placed in the forefront. 

• Public Participation  

Has the public been effectively included in the process?  Are there strategies in place to 

deal with laid-off workers?  Will there be procedures for continued public involvement 

and recourse such as an ombudsman or independent panel? Privatization carries with it 

potentially high political costs and the opposition of the poor.  A lack of public support 
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continues to hinder many current privatization initiatives.  Ideally, private sector 

participation would be excluded as a political issue between parties, so that policies 

would not change with each new administration.   

• Application of a Human Rights Based Approach  

Water and health have been declared human rights.  The challenge is to now incorporate 

that into the development approach.  Citizens must claim and uphold their rights to water 

and health; and state and non-state actors must fulfill their duties to provide for these 

rights.  A rights based approach to water and sanitation services can help bridge the 

divide between MNCs, municipalities, and the communities in need.   
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Appendix A: The Right to Health 
 
 Along the spectrum of a RBA to development, health as a human right is increasingly 

accepted as part of contemporary international development theory and practice.   The human 

rights paradigm is founded on the conviction that every human being is a possessor of 

inalienable, indivisible rights by birth.  The legal foundations of these rights are based on 

international human rights treaties and other standards, as well as national constitutions and rule 

of law.  The fundamental principles of the rights-based approach include universality/non-

discrimination/equality; indivisibility/interdependence; accountability; participation; rule of law; 

and progressive realization.185   

 The following international treaties and standards are those most often cited in support of 

the right to health: 

• Article 25 of the Universal Declaration of Human Rights (1948) states, “Everyone has 

the right to a standard of living adequate for the health and well-being of himself and his 

family, including food, clothing, housing, medical care and necessary social services.” 

• International Covenant on Economic, Social and Cultural Rights (ICESCR) (1966).  

Article 12(a) of ICESCR states, “The States Parties to the present Covenant recognize the 

right of everyone to the enjoyment of the highest standard of physical and mental health.  

 Rwanda signed the ICESCR in 1976 

Article 12 also outlines some of the steps that states must take to ensure this right:  

a) The provision for the reduction of the stillbirth-rate and of infant mortality and for the healthy 

development of the child; 

                                                 
185 United Nations Development Program, “The Application of a Human Rights-based Approach to Development 
Programming: What is the Added Value?” www.undp.org/governance/docshurist/rightsapproach.doc 
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b) The improvement of all aspects of environmental and industrial hygiene; 

c) The prevention, treatment and control of epidemic, endemic, occupational and other diseases; 

d) The creation of conditions which would assure to all medical service and medical attention in 

the event of sickness.  

In August 2000 the United Nations Committee on Economic, Social and Cultural Rights 

again stressed what the Covenant requires of ratifying countries.  “Health facilities, goods and 

services must be accessible to all, especially the most vulnerable or marginalized sections of the 

population, in law and in fact, without discrimination.” 

• Convention on the Rights of the Child (CROC).  Article 24 stipulates that every child 

has the right to facilities for the treatment of illness and rehabilitation of health.  

 Rwanda ratified the CROC in 1990 

The CROC also stipulates that in order to ensure every child enjoys the highest attainable 

standard of health, states must take appropriate measures such as: 

a) To diminish infant and child mortality; 

b) To ensure the provision of necessary medical assistance and health care to all children with 

emphasis on the development of primary health care; 

c) To combat disease and malnutrition, including within the framework of primary health care, 

through inter alia, the application of readily available technology and through the provision of 

adequate nutritious foods and clean drinking-water, taking into consideration the dangers and 

risks of environmental pollution; 

d) To ensure appropriate pre-natal and post-natal health care for mothers; 

e) To ensure that all segments of society, in particular parents and children, are informed, have 

access to education and are supported in the use of basic knowledge of child health and nutrition, 
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the advantages of breast-feeding, hygiene and environmental sanitation and the prevention of 

accidents; 

f) To develop preventative health care, guidance for parents and family planning education and 

services.  

• The Convention on the Elimination of All Forms of Discrimination Against Women 

(CEDAW) outlines measures that ensure health services to women. Article 12 of 

CEDAW states: (1) States parties shall take all appropriate measures to eliminate 

discrimination against women in the field of health care in order to ensure, on a basis of 

equality of men and women, access to health care services, including those related to 

family planning.  (2) Notwithstanding the provisions of paragraph I of this article, States 

Parties shall ensure to women appropriate services in connection with pregnancy, 

confinement and the post-natal period, granting free services where necessary, as well as 

adequate nutrition during pregnancy and lactation.  
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Appendix B: Pre-Paid Water Meters 
 

The introduction of pre-paid water meters has been particularly problematic.  Water 

pumps have counters that deduct units from pre-paid cards, similar to a debit card.186  Supporters 

in the industry argue that it cuts costs which are passed onto the consumer by eliminating the 

issuance of bills and collection.  Ideally, the meters could facilitate a progressive tax system; by 

using water for luxury purposes, like water lawns or washing cars, the rich pay more into the 

system.  The revenue can be used to supply water for the poor: “The additional revenue needed 

for this is not very great, because the poorest 40 percent of households would normally account 

for only some 6-10 percent of water consumption in a city with a fully developed system in a 

developing country.”187 

In LDCs, however, the reality is much different.  There are complications from 

intermittent supply - users are often charged for air coming through the pumps; the cost of repair 

and replacement is actually quite high and is usually paid in foreign exchange cost; and lastly, 

“struggle plumbers” abound to sabotage the meters.  Detractors argue that it directly affects 

household health when families forgo water, perhaps choosing food instead. The cost of water 

may be taken from income reserved for medicine or school fees.  Insufficient water, as already 

outlined, facilitates the spread of disease.  They are not used in OECD countries; pre-paid cards 

have been outlawed in Britain since 1999 following public outcry.188  Generally in LDCs, it is 

understood that criteria based on plot size, house size or ratable value is a more equitable 

solution.   

 
                                                 
186 See photo in appendix for an illustration. 
187 Cairncross, 118. 
188 The Water Industry Act of 1999 outlawed the use of pre-payment meters as well as disconnections for non-
payment. 
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Photo from newsletter of Municipal Services Project, South Africa: 
http://www.citizen.org/cmep/Water/cmep_Water/reports/southafrica/articles.cfm?ID=10554 
 

 Public Citizen and Sweetwater Alliance (along with the Council of Canadians, Polaris 

Institute, Sierra Club, Anti-Privatization Forum, Integrated Social Development Center 

(ISODEC) in an effort to discourage use of the water, is campaigning against the producers.  

They argue that the World Bank cost recovery strategy has led governments as well as the 

private sector to promote the cards.189  They have sent letters to the South African company 

CONLOG, as well as to Meinecke (US) and Atlantic Meteres (UK).  The major companies have 

new contracts in Namibia, Tanzania, Nigeria, Brazil, Swaziland, and Curacao. 190   

 

                                                 
189 Mekay, page 2. 
190 Mekay, page 2. 


