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Introduction

This paper provides a review of the multinational corporations involvement in water. In addition to basic information about the distribution of their activities, it focuses on four specific issues which are currently important:

· Financial problems

· Concentration in the sector

· Service to the poor

· Corruption

1 Finances and strategies

1.1.1 Water multinationals: sales of groups and water divisions, 2001

	Parent company
	Sales (Euros m.)
	
	Water division
	Water Sales (Euros m.)
	Worldwide customers (millions) 

	Suez
	42359
	
	Ondeo
	10088
	115

	Vivendi Universal
	51125
	
	Vivendi Water
	13640
	110

	RWE
	52788
	
	Thames
	2746
	37

	Bouygues
	20473
	
	SAUR
	2494
	36

	AWG
	1813
	
	Anglian
	936
	5

	Nuon
	4530
	
	Cascal
	181
	6.7

	Bechtel
	13400
	
	IWL
	100
	10


Source: Company annual reports (except IWL: PSIRU estimates). Thames customers exclude customers on shared contracts i.e. Adelaide, Berlin, Budapest.

1.1.2 Suez

The crash in Argentina has had a huge effect on Suez’ water business, and the group has so far written off Euros 500 million. The results for the first half of 2002 state that the Argentina crisis alone turned a 5.8% growth in Suez’ international water business into a fall of 2.8%. – a loss of  8.6%, about €290m Euros from Suez worldwide public water business (including France) in a  6 month period.  
  Suez’ main subsidiary in the country, Aguas Argentinas, now has a D (for default) credit rating from Standard and Poors. 

In a note to the 2001 accounts, Suez spells out its belief that it will be able to claim compensation under contract clauses  “guaranteeing a fair remuneration on capital employed (U.S. Dollar equivalent) and entitling the concession holder, in the event of contact termination, to compensation calculated based on the net book value of assets, plus a premium in the event of fault by the concession grantor” and also a right to international arbitration. 
  See below for an account of the tactics being used by Suez to try and maintain the value of its investments. 
1.1.3 Vivendi

Vivendi’s water business is part of Vivendi Environnement (VE), a company listed on the stock exchange which is 40% owned by its ultimate parent, Vivendi-Universal (VU).  VE has been affected by the financial problems of  VU, where the chief executive was forced to resign after profitability fell and VU’s credit rating was reduced to ‘junk’ status.
   

Vivendi is also suffering problems with its water operations in Latin America. It was sacked from its contract in Argentina’s Tucuman province in the 1990s, and this year it lost its contract in Puerto Rico. It has run into a series of problems with  its large Brazilian water venture Sanepar, which serves 7 million people in the Brazilian state of Parana: the company has been prosecuted for supplying contaminated water,  for abstracting water without a license, its tariff increases have been suspended in some cases, and it is being  investigated over alleged financial irregularities.
  Since the privatisation, Sanepar’s credit rating has also been downgraded because of financial problems in Brazil, which affects the viability of a sewerage investment programme. 

1.1.4 SAUR

SAUR appears to be unclear about how and whether to continue in privatised water in developing countries. The company’s CEO expressed serious doubts about the viability of private provision of water for profit in developing countries (see section below on the poor)), and its recent experiences in Africa have led it to withdraw from a contract in Mozambique, insist on a major renegotiation of a contract in South Africa, and suspend a planned contract in Zimbabwe.

1.2 Risk avoidance

The multinationals are increasingly concerned to deal with the perceived risks of operating in developing countries.  The most important aspects of this include currency risk and political risk – both are being painfully illustrated in Argentina at present, and the problems of currency risk are also being experienced acutely in Manila, where the joint venture between Suez and local group Benpres is teetering on the edge of default as well. 
   Political risk also remains real, in the wake of the Cochabamba uprising and signs of continuing strong resistance to privatisation.
 

Two examples of attempts to reduce risk can be seen in Ecuador and Peru. In Guayaquil, Ecuador,  

The World Bank’s insurance division MIGA has given a $18m guarantee to IWL to cover its  Guayaquil water concession against political risks – expropriation, civil disturbance – and also "covers a performance bond … against the risk of wrongful call.".  In Peru, the Rio Chillon bulk water supply privatisation is avoiding currency risk by raising finance entirely within Peru; this is underpinned by government guarantees for the locally issued bonds, and also by a government guarantee to purchase water whether needed or not for the duration of the BOT contract – a water ‘take-or-pay’ contract.  The Inter-Americas Development bank (IADB) regards this as a ‘model’. 

1.3 Growth in private sector business; Suez merge water and waste

Both Suez and Vivendi are placing greater emphasis on increasing their business with the private sector.  Part of the reason for this is that many existing water concessions in France are coming to an end and being retendered; another is that business in developing countries is seen as more risky. One aspect of this is Suez’ decision to merge their  divisions dealing with water (Ondeo)  and waste (Sita) into a single Environment division. This will then be split into two divisions – one dealing with public water and waste, the other dealing with private sector water and waste. 

1.4 Growth in north, especially USA

Suez, Vivendi and RWE continue to see the USA as a target for growth in water business. All three have recently bought more water companies in the USA (see next section on concentration). Suez has also emphasized the importance of China as a market, by creating a special division to deal with all Chinese business, covering all the companies’ sectors of water, waste, and energy. 
  However, the private sector currently has only about 14% of the water business in the USA, with the rest run by municipalities, and  a recent expert report from the USA concludes that the private share is unlikely to grow beyond this historically stable level. 
 

By contrast the multinationals are avoiding any investment risk in Africa.  Nearly all new contracts are simple management contracts or leases, there appear to be no new concessions being signed. 

1.5 Eternal privatisation? OFWAT proposes no competition for at least 38 years in UK

The best risk protection in the world may be introduced in the UK. In a remarkable development the UK regulator OFWAT has just proposed amending the private companies’ licenses in a way which would guarantee them unchallenged enjoyment of their regional monopolies for at least 38 years.
 It would also make it extremely difficult or expensive for any future UK government to ever reconsider water privatisation. According to OFWAT, this proposal for ‘eternal privatisation’ already has the agreement of the UK government environment minister Michael Meacher.

The UK water companies were awarded their regional monopolies by the Thatcher government in 1989, with no competitive tender, for 25 years until 2014.  In 1991 this was further secured by OFWAT inserting into companies’ licenses a clause requiring 10 years notice of termination from the government – so the concessions will roll on in perpetuity unless such notice is given. So simply to allow the option of competitive tender or reviewing the system in 2014, the government would have to give notice in 2004. 

OFWAT now propose to take this even further, by extending the notice required to 25 years. OFWAT does not spell out that this means in effect that the companies are guaranteed their concessions – which have never been subject to competitive tender – until at least 25 years from now, i.e. 2027, 38 years after they  started.  And every year that goes by without notice being given, extends the guaranteed monopoly by another year.

This requirement for notice, over and above the length of the concession itself, is unusual.  In France and internationally the recent tendency has been to reduce the length of concessions. The Cour des Comptes report on water in France  in 1997 identified uncompetitive rolling forward of concessions as a major problem, as a result of which it has been prohibited. 

The proposal makes it much harder for elected bodies such as the UK parliament to change the structure of water in future. Any government which wanted to consider changing the system to one based on mutuals or municipal ownership, for example, would have to wait 25 years before being able to implement its plans – or pay compensation of lost profits for that length of time.  Even a decision to submit the current monopolies to tender for the first time ever would take 25 years to implement, in which time it could be reversed by any one of at least 5 different governments (the UK has a maximum 5-year electoral cycle). This proposal comes close to ensuring that water remains privatized in perpetuity, beyond the reach of democratic decisions. 
OFWAT has also minimized the opportunity for public and parliamentary debate by issuing the consultation paper at the end of July, just as parliament is suspended for the summer holidays, and requiring all comments by 24th September, before parliament reconvenes again. 

Although OFWAT’s primary statutory duty is to protect the interests of the consumer, the reason given in the proposal and the accompanying press release is that the companies and their backers are getting nervous because their monopolies might be subjected to competitive tender in 2014: “…this is creating increasing uncertainty. Ofwat believes that if no action is taken, this uncertainty is likely to affect the cost and availability of finance to companies, to the detriment of customers.”  The link with consumer interests seems tenuous. If this is sufficient grounds, then it will always be grounds for extending  concessions. 
2 Concentration

2.1 Dominated by two in France and worldwide

The water business is dominated by the two largest French multinationals, Suez and Vivendi, who between them hold about 70% of the international privatized water business. The figure below compares the 2001 sales of these two and the next largest companies.   There are one or two even smaller international operators, from Spain and Italy.

2.1.1.1 Figure: Global private water business compared
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2.1.2 Further concentration

The process of concentration continues, notably with a series of recent takeovers of US companies.  Suez bought US Water, which was owned by Bechtel and United Utilities 
 , and also a number of Azurix contracts in Mexico. RWE-Thames have bought private water operations in the USA from  Anglian Water. 
 A further consolidation is expected in Germany: Eon, an energy group which is even bigger than RWE, has just been allowed to buy Ruhrgas, and, to reward RWE for not objecting to this, is expected to sell Gelsenwasser, its private water company in Germany, to RWE-Thames. 

2.2 Collaboration between multinationals

2.2.1 Suez, Vivendi warned of anti-competitive behaviour in France

On 11th July 2002 the French competition council (“Conseil de la concurrence”) ruled that Suez (Lyonnaise des Eaux - SLDE) and Vivendi (Generale des Eaux - CGE)had been abusing their market dominance in France, where they control 85% of the private water.  The two companies have created joint subsidiaries in a number of towns and regions, so that they are sharing the profits of a water concession instead of competing against each other: 12 joint ventures in France were listed, including cities such as Marseilles and Lille – two involving SAUR as well. The council also said that since June 1997 more than 40 tenders had been made uncompetitive by the groups’ behaviour (“le Conseil a constaté à l'occasion de plusieurs appels d'offres publics que le jeu de la concurrence a été "faussé" dans plus de  quarante marchés à partir de juin 1997”). CGE failed to bid on 37 occasions, and SLDE on 33 occasions. 
  

2.2.2 Joint ventures internationally

This forming of joint ventures is not restricted to France. The diagram below shows a number of these joint ventures. It is striking that even the nearest competitors to Suez and Vivendi  - Thames, SAUR, and Anglian – have been forced to make partnerships with Suez and Vivendi to establish themselves in the market.  RWE/Thames for example are partners to Vivendi on three of their major water operations – Berliner Wasserbetribe, Budapest Sewearge (FCSM), and United Water in Adelaide, Australia, and its offshoots in New Zealand (Papakura) and Indonesia (Sidoarjo).  RWE is also a partner to Suez in Budapest Water. SAUR has partnerships with Vivendi in both the UK and the Czech republic.  Anglian is a partner of both Suez and Vivendi in Aguas Argentinas, and separately of Vivendi and Suez in the Czech republic.

The collaborations extend beyond water into other sectors. For example, Suez’ energy subsidiary Tractebel and RWE’s energy division formed a joint venture at the end of 2001 to provide electricity to a large factory in Antwerp, although the electricity market in EU countries is now supposed to be competitive.
 

This also highlights the fact that the same companies are also dominant in other public service sectors. Suez and Vivendi are also the world’s largest two waste management companies (outside the USA), for example, and RWE is the third largest waste management operator in Europe. Suez and RWE are two of the largest energy groups in Europe and the world;; and Vivendi is the world’s leading private operator of public transport systems.

2.2.2.1 Figure:  Joint ventures between leading water multinationals
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Source: PSIRU database, 2002. Generated by V.Popov using Social Network Analysis software.

3 Service to the poor

3.1 Private sector cannot deliver, says SAUR 

The question of supplying clean water to the poor in developing countries is a key issue on everyone’s agenda. The World Bank insists that it can be done, and that it must be done through private sector involvement . Suez, in particular, claim that the company can and has succeeded in extending water to the poor, notably in its concessions in Latin America.  World Bank and other reports have also argued that private water concessions can be made ‘pro-poor’.  But this optimism is not shared by all.

In January 2002 the World Bank water division was told that the private sector could not deliver for the poor. The speaker was J.F. Talbot, the chief executive of SAUR  International, the fourth largest water company in the world.  He referred to the huge scale of the needs, acknowledged that the extension of water supply was necessary for sustainable development, but openly asked “is it a good and attractive business?”.  He then rejected some common beliefs about the role of the private sector as an investor, about the compatibility between regulation and profitability, and the feasibility of cost recovery – and concluded by insisting that subsidies and soft loans are essential.

He rejected the assumption that privatisation would automatically tap into private funds: “An often premature or simply unrealistic emphasis on concession contracts and full divestiture…A belief that any business must be good business and that the private sector has unlimited funds” .  Moreover the private sector simply did not have the financial capacity: ”The scale of the need far out-reaches the financial and risk taking capacities of the private sector.”
He warned that tighter contracts and regulation make things worse from a business perspective:  the general increase in risk was made worse by: “Unreasonable contractual constraints ….Unreasonable Regulator power and involvement”.  And there was also “An emphasis on unrealistic service levels …Attempts to apply European standards in developing countries ….The demand for "connections for all" in developing countries”.    

Finally, he rejected the possibility of cost recovery from users:  “water pays for water is no longer realistic in developing countries: Even Europe and the US subsidise services….Service users can’t pay for the level of investments required, not for social projects…” 

The solutions to these problems, in his view, was for public sector subsidies, soft loans and guarantees: “substantial grants and soft loans are unavoidable to meet required investment levels… The considerable dependence of the growth of the water sector in the developing world on soft funding and subsidies” . The role of the World Bank is to coordinate the supply of these soft loans and subsidies, tell developing countries what to do, and act as a partner to private companies: “ a key role of the WBG as investment financier and co-ordinate ….. A political role with respect to the mobilization of international funding agencies … a definite role as policy advisor with respect to the water sector in developing and highly indebted countries….A partner, not a counterbalance to private sector interests.”

His final statement was that , without these subsidies and soft loans coordinated by the World Bank, the multinationals would pull out:  “If it does not happen the international water companies will end up being forced to stay at home”

3.2 Ringfencing profitable customers 

The SAUR presentation describes some of the problem faced by the private companies in trying to supply water to the poor. The fundamental issue is that the poor are not profitable, because they cannot afford to pay for the connection or to consume enough water to cover operating costs. For the private company, there will always be a point at which customers are not rich enough, or not consuming enough, to finance connection and operating costs.  And that point will be well short of the poor.  

This ringfencing of profitable customers was emphasized by Vivendi at a conference on water in Africa in 2001, in Kampala. The requirements of low risk and profitability limits investment to ‘big cities where the GDP/capita is not too low.’  The prospects of profit depends  either on ‘Sufficient and assured revenues from the users of the service’ – which excludes the poor - or on government guarantees of  payments for the service, in effect subsidies. 
  

The private companies’ attempts to address these issues fall into two categories:

One is to redefine the problem, either by changing who is classified as poor or by redefining the service provided. So in Cartagena, Colombia, for example the shanty town areas are treated as not covered by the contract because they are not in the city area. In La Paz, Bolivia, where the contract said unequivocally that 100%, including the major shanty town of El Alto had to be connected, the company (Suez) argues that ‘connection’ does not mean a piped connection but may just mean access to a standpipe or tanker.  

The other is to make more of the poor profitable – through the mechanisms of voluntary labour, collective provision of materials, and cross-subsidy from the richer to the poorer. It is worth noting that none of these are market mechanisms – Suez themselves refer to a non-monetary barter of free labour for water supply. It is also worth noting that they place none of the economic burden on the company – the community donate resources of labour, goods, or finance: the company responds by providing a water supply service, which is not provided if the community does not make the donation. 

These techniques were used in Buenos Aires, during the Aguas Argentinas concession, and water supply was extended to some of the poorest barrios. This is now being marketed by Suez as a demonstration of their ‘pro-poor’ approach, and the success of privatisation.  Independent reports on the Buenos Aires concession however paint a different picture – one of political initiatives which forced a private company to deliver a service despite the problem of its own profit-seeking approach. 

3.3 Buenos Aires – publicly financed extensions

3.3.1 Extensions not in contract: municipal initiatives were crucial

The extensions to the barrios were not part of the original contract with Aguas Argentinas, which did not oblige the company to supply any resident on land where tenure was not regularised, and also allowed the company to finance new connections by charging $600 to the user, which made connections unaffordable to the poor. 
  The company was also allowed to decide whether customers should be metered or not, and so they could and did provide meters which meant that the poor paid more rather than less. 
 Aguas Argentinas did not have any division or policy for providing extensions to the barrios for 4 years, indeed it was “attempting to re-orient staff, most of whom had previously worked for the public utility, towards profit-maximising goals and behaviours.” 

Political initiatives were crucial to the extensions. The company, according to a report from the NGO most closely involved “appeared to respond to pressure from the local government, and indirectly from IIED-AL and the community itself”, but this was strengthened by the company realisation that some positive extensions might be better business than risking widespread illegal connections. Municipalities were excluded from discussions of the original contract, but insisted on participating and reshaping the contract in the last set of renegotiations in 2001. The municipalities were also crucial to the extension of services to the barrios because their agreement removed from the company the risk associated with supplying illegal settlements, and in half the cases acted as crucial mediators between the communities and the company.

The solution was to renegotiate the contract completely, cut the connection charge to new users, and instead finance it through a solidarity tax on all consumers – the Universal Service and Environmental Improvement fee (SUMA).  This delivered most of the financing required for all the extensions, with little contribution from the company or external finance - the SU element of the SUMA (i.e., the universal coverage) plus another special charge for sanitation was projected to raise $340m. of a total investment programme of only $450m, leaving the company to find only $110m over 5 years – a level of investment that even its derided predecessor OSN could have provided. 

The economics of the extensions to the barrios were simple, as laid down by Aguas Argentinas at a meeting with community representatives: “Aguas Argentinas presented a budget for the construction of the networks in each settlement, divided into three items: technical assistance, building materials, and labour. The utility could take responsibility for the first item, including training for specialised labour, and proposed that the community provide the labour and look for ways to obtain the materials (e.g. from the local government).” 

The four barrios involved in the main experiments did get water supply, which was a dramatic improvement of living conditions – and no other barrios had been connected before. However this can now be seen in a context of political initiatives from municipalities, with a private company which did not adjust its profit-maximisation policies, mobilising resources of free community labour, municipal goods, and public cross-subsidy. This may appear to be a success despite, not because of, the involvement of the private sector. 

3.3.2 Under-achievement on extensions, over-achievement on profits

This interpretation appears to be supported by other data on extensions and profits. According to estimations by the Users’ Committee at ETOSS,
 the company only reached 63% of the population in the original bid (1,078,000 inhabitants) for the potable water service, and 88% for the sewerage service (812,000 inhabitants) during the first five years,
 only considering the investments made by the licensee.
Aguas Argentinas: extensions of service as % of targets (excluding regularisation of illegal users) 

during the first five-year period  

	
	Water
	Sewerage

	   With respect to the original bid
	53.7%
	43.2%

	   With respect to Resolution Etoss Nº 81/94
	52.0%
	43.1%

	   With respect to Decree Nº 1.167/97
	61.0%
	40.3%


Source: Economy and Technology Department, FLACSO-Argentina on the basis of the History and Balances of Aguas Argentinas S.A. and information from the Users’ Committee of ETOSSS.

The achievement on profits however was considerable, according to an analysis of the company’s reports between 1994 and 2000, when Aguas Argentinas S.A. recorded, on average, a 19% rate of return on net worth. This compared with an average rate of return of 4.5% over net worth of the two hundred biggest corporations in the argentine economy.

Profitability rates for Aguas Argentinas S.A. 1994-2000  

(post tax profits as  percentage of net worth)

	Years
	%

	1994
	20.0

	1995
	14.4

	1996
	25.4

	1997
	21.1

	1998
	12.5

	1999
	18.6

	2000
	21.4

	1994-2000
	19.1


Source: Economy and Technology Department, FLACSO-Argentina, on the basis of the History and Balances of Aguas Argentinas S.A. 

3.3.3 After the crisis: the multinational tears up its obligations

The water concessions were based on protecting the multinationals, so that prices were indexed to the US dollar. With the collapse of the Argentinian economy at the end of 2001, however, that indexation is no longer sustainable.  In 2002, following Argentina's default on the external debt, a new law on "Public Emergency and Reform of the Exchange Regime" (Law Nº 25,561) abolished the parity between the Argentine Peso and the US$ and aimed to revise the regulatory and contractual framework applying to the privatised utilities. It specifically abolished the "dollarisation" of prices and the periodic adjustment of tariffs to foreign inflation and currencies. The law also provided for the renegotiation of the contracts with the privatised companies operating the utilities according to a number of criteria, to take into account "the impact of prices on the competitiveness of the economy and the distribution of income; the quality of the services and the investing plans, when they were considered in the leasing contracts; the consumers’ interests and the accessibility to the system; the security of the systems; and the profits of the firms".

This has created a continuing conflict between the Argentinian consumers of water, and the multinationals like Suez and Aguas de Barcelona, represented by the French and Spanish governments.  Aguas Argentinas (led by Suez), the largest and most prominent of the privatised water companies in Argentina, started an intensive lobbying campaign aiming to protect its shareholders' interests. In February 2002, the management of Aguas Argentinas and the French ambassador in Argentina, Paul Dijou, had a private meeting with the vice Minister of Economy and a senior ministerial official. The management of Aguas Argentinas sent a note to the Sub-secretary of Hydric Resources, informing him of Suez’ unilateral suspension of a number of obligations of Aguas Argentinas, including the investment objectives in the contract renegotiated as recently as January 2001.
 

These unilaterally suspended obligations included the investment plans which the company had signed up to in 2001 with the regulator, and the regulator’s rulings that Suez had to repay customers whom they had overcharged. Suez also insisted that:  “... the Central Bank of the Argentine Republic will sell dollars to Aguas Argentinas S.A. at the parity one peso = one dollar to guarantee the payment in time of short and long term debt services that were taken with National and International Banks, as well as with Multilateral Organisms” Aguas Argentinas’ external debt was $672 million dollars at the last count, and the Peso had already fallen to 2 = 1 dollar by Easter 2002, so this demand was in effect that the Argentine government and people should shoulder half of Aguas Argentinas’ debt. 

According to a note in June 2002, 
Suez states that it will continue to pursue the Argentinians for money to pay the loans of Aguas Argentinas – it implies that some of these are guaranteed by Suez – and also that it may sue the government of Argentina because the contract had a clause “guaranteeing a fair remuneration on capital employed (U.S. Dollar equivalent)”. 
4 Corruption

4.1 Corruption and water contracts

There have been a number of convictions for bribery to obtain water contracts, involving executives of subsidiaries of both Suez (formerly Lyonnaise des Eaux) and Vivendi (formerly Generale des Eaux). These convictions have happened in developed countries.

	Date of conviction
	Country
	Location and company
	Parent 

	2001
	USA
	New Orleans (PSG)
	Vivendi 

	2001
	USA
	Bridgport (PSG)
	Vivendi

	2001
	Italy
	Milan
	Vivendi

	1996
	France
	Grenoble
	Suez

	1996
	France
	Angouleme
	Vivendi

	1996
	France
	Réunion
	Vivendi


Source: PSIRU database  

Allegations of  corruption have been made in many other cases of water privatisation (sometimes by unsuccessful bidders), but without criminal convictions, especially in many developing countries. This is consistent with research by a division of the World Bank itself, which “found that transnational firms are just as likely to pay administrative bribes and to try to capture the state as other firms, and that transnational firms headquartered abroad are more likely than other firms to pay public procurement kickbacks.”  

These cases include Aguas Argentinas, where a recent academic paper reported that: “Many of the people interviewed for this research suggested that attempts to buy the support of both the regulator and the government were not uncommon. The fact that the minister in charge of the 1997 tariff renegotiation, Maria Julia Alsogaray, has been tried for accepting multi-million dollar bribes in the privatization of the Buenos Aires port system only raises suspicions further. Several interviewees suggested that the cost of the 1997 renegotiation was in the multi-million dollar range. Others stated that the support of local councillors had been bought with free trips to World Cup football matches in France in 1998. Though no concrete evidence was provided to this effect, there would appear to be growing concern around the issue of corruption. And, as Alsogaray’s name becomes increasingly tarnished with other scandals, several interviewees stated that it is only a matter of time before the anti-corruption office links her to improper dealings with Aguas Argentinas.” 
. 

Other investigations and current prosecutions concern other subsidiaries of the same groups. In Lesotho, a major corruption trial concerning a water supply project involves prosecution of companies which were at the time subsidiaries of  Lyonnaise des Eaux (now Suez), RWE and Bouygues.  The energy subsidiary of Suez, Tractebel, is  under investigation for alleged bribery in connection with electricity privatisations in Kazakhstan and Peru.
 

4.2 Political economy of water corruption

4.2.1 Beyond criminality

The cases of proven criminal corruption and other investigations and allegations need to be understood as part of the political economy of the process.  Corruption is not simply a matter of corporate ethics, of correcting undesirable behaviour by the individual companies or executives concerned by the company itself imposing a code of practice, or internal procedures, to discourage and even penalise such behaviour. There are no cases of water companies bribing public authorities in the UK, for example, but this does not demonstrate superior corporate ethics. Rather, it reflects the fact that in the UK water companies have never had to seek contracts from a municipality or government – they were given 25 year monopoly concessions in 1989, without competition, as part of the creation of private water companies.
 

Discussion of corruption needs to extend beyond cases of judicially proven illegal bribery of public officials.  The illegality of a particular type of payment to a party or an official or an authority varies from country to country, and is partly a matter of chance.
  The judicial process itself may produce odd results: in both Lesotho and Pakistan individuals have been convicted of receiving bribes from companies, but the companies have not been convicted of paying those bribes.
 

The full range of such economic inducements, legal and illegal, need to be considered to understand the behaviour of companies and their executives.  The legality of any particular inducement, and the risk of being caught and/or convicted,  can then be seen as a factor which will be taken into account by executives in deciding whether to use a particular inducement or not. Criminal conviction then is a risk that can be assessed like any other – for example reputational risk, or the risk of provoking strike action by workers. The assessment in any particular case may be that the conviction risk is negligible, either because it is unlikely to happen or because if it does happen the consequences are not very serious.

4.2.2 Categories of legal and illegal inducements 

Based on empirical data, it is possible to offer a classification of these types of inducements. Some of them are unlawful under some regimes but not others – for example, the payment of ‘entry fees’ is now unlawful in France. 

	Type of inducement to obtain contract/benefit
	Recipient
	Examples 

	Political donation
	Single party
	Grenoble

	
	All parties
	Enron in USA

	Bribe
	Politician eg mayor
	Angouleme

	
	Public official
	Lesotho

	
	Agent
	

	In kind
	Political party
	

	
	Politicians
	Grenoble

	
	Officials
	(holidays)

	
	NGOs
	(contracts, grants)

	Donation
	Special charity
	

	
	Public authority
	Hungary, Czech, USA

	Entry fees 
	Public authority
	St Etienne (France) 

	
	Canon (annual royalty)
	Spain

	
	Non-competition fee
	

	Partnership
	JV with crony
	Indonesia, Philippines


4.2.3 The economic function of bribes in water concessions

The economic function of a bribe is to provide a financial inducement for an official/politician/public authority to act in the interests of the company rather than the public interest which he/she/it is supposed to represent.  Illegal payments are only one category of such inducements, (and illegal payments for which a company has been convicted are an even narrower sample). 

Companies will offer such inducements as often as there is the chance of gaining profitable business by doing so. Construction contracts, which are frequently contracted to private operators, and so there is commonly experience of inducements being offered (eg in UK, Germany, France
 ). If the public sector offers more business opportunities to the private sector, whether by selling assets, issuing concessions, or simple contracting-out, then the private sector will have more frequent reason for considering inducements.  A growth in water privatisation, both globally and nationally, increases the opportunities for inducements.

The value of the business to be won will influence the size of inducements that companies offer, and the risks that they are prepared to take. For a 30-year water concession worth $10m a year, companies will offer bigger, riskier payments than for a 2-year turnkey construction project worth $5m. The growth of long-term water concessions will therefore increase the potential gains. 

Inducements are offered at the points in the process where there is economic gain for the company in doing so. In private water business, the key point is the award of the contract or concession. This usually results in a monopoly for up to 30 years or longer, and so is both potentially extremely valuable and a unique opportunity to gain. The process leading up to awards thus represents the crucial opportunity for using inducements.

5 Conclusions

The multinational corporations’ interest in water and sanitation services is defined by their shareholders interest, their return on capital and the risks involved. With less than decade of experience with water privatisation in developing countries, it seems that the corporations are now experiencing financial problems which must lead them to question their financial interest in continuing – the statements of SAUR on the  general economics of water privatisation, and Suez’ costly experiences in Argentina, are clear warnings of the limits of this commercial interest.

Governments of developing countries, and donors, need to examine very carefully the true long-term costs of giving the corporations protection from currency risks, political risks and demand risks. There needs to be a public process of comparing any private proposals with public alternatives, as part of an open public debate. 

The private corporations’ rhetoric on serving the poor needs to be subjected to much greater critical discussion. Contributions of free labour, publicly provided materials, and solidarity cross-subsidies can support services to the poor without supporting multinational profits as well. 

There remains a constant danger that extending privatisation will extend the opportunities for corruption.
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