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Abstract

Private sector participation in water sech@s raisedsignificant interest in the academia,
engendering aaumerousliterature on one of theillars of the Washington Consensu&
particular attention has been given to tlagship concession of Buenos Aires, aralntless

articles were published on the controversies associated with this contract and its contentious
terminatbn. Yet, scant literature has been dedicated to the aftermath o& qurdcess with

the renationalisation of several water utilitiesArgentina

Based on the two case studies of Buenos Aires and the province of Sartes Fegrks
pursues a threefolobjective.

Firstly, it tries to analyse theew management in term obntinuities between the private
sector era and the current public model. Thisofe$ the hypothesis of a managerial turn
operated by the private sector and never questioned ever sirmber words, it is @ued
that the renationalised water compariese retainedand integratedgeveral aspects of the
management installed during the private interlude.

Secondly, it analyses the performance of the new public companies, in the lighir afaim

for a paradigm shift towards the human right for water. An undeniable push has occurred in
terms of expansion of the network, with the construction of massive infrastrugtare.than

a million of new consumersave thereby been integratedtive legal networkHowever, the
maintenance and renovation suffer from significant deficiencies, which are threatesing
economic and technical sustainability of such a model.

Finally, it critically explores the achievement of ajaaive policy towards the poor. Public
participation and alternative construction systems are analysed in details through the example
of the programmeéi\gua Mas TrabajoThis programme offers an intsting alternative to
eventually reach the long promised universal coverage of water and sanitation services.

Key words: publiowvatermanagemerit Argentinai Buenos Aired province of Santa Fé
Agua Mas Trabajo
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Chapter 1

Is there a new paradigm after the end of
the WashingtorConsensus?




AT O300CAOU xEOET OO AT AAOOEAOGEAOG

In 1990, the Argentinian president Carlos Menem described his programme of massive
privatisatonof t he public sector as hmoschrR@eR3Y. wi t ho
Private sector participatiof®SP)in the water sector was one of the emblems of this new era,
supported by international institutions such as the World Bank dntemational Monetray

Fund (MF) in an ideological plan which was coinems the Washington consensus
(Williamson, 1990). This consensusan be described as a neoliberal prognamromoting
budgetary austerity, international direct investments thrquiglatisationand liberalisation of

the national marketSuch a plan was theoretically supposed to bring what the former public
company had not provided before: an effextand efficient service withiniversal coverage

at an affordable pricetheoreticallymaking water a merit goddSchouten and Schwartz,
2006) Twenty years later, the legacy is fairly mixed; the promised transplant did not adjust
itself adequatelyBotton et al.,2011). The universal supply of water and sanitation services
had notyet beenachieved, and the private experience with multinational water companies
had ended in a highly contentious way, afié years in Buenos Aires aritd yearsin the

province of Santa Fe.

The implication of the private sector has raisedjreat deal ofnterest from academics,
journalists and politicians. Consequently, numerous articles have been written on private

sector participation in the water sector in Argentina (Fournier, 2003; Sciviatkemes, 2003

! The term was coined by Williamsd®990). It designates the programme of liberalisation and deregulation of
economies in Latin America to address the debt crisis, which was organised by international institutions based in
Washington.

2 According to the classical definition, a merit goi@ physically accessible for everyone and pricewise
affordable and should not be excludable (Kessides, 2003)

% Some national privatgroupsare still operating such as in Cordoba, but the multinatioretewcompanies
involved in Argentina- Suez (in Buenos Aires, Santa Fe and Cordoba), Veolia and Thames Weates
withdrawn from Argentina over the last five years.




and 201Q de Gouvello, 2001) and its flagship corsiea of Buenos Aires (Botton, 2005;
Azpiazu, 20@a 20@b, 2003, 2010Azpiazu and Forcinito, 2004&Kocca, 201)) or even on

the controversies raised by the case of Santa Fe (Pesce, POBANork does not intend to

add a new contribution to this extensive existing literature on the analysis of failures and
merits of the private sectdnstead, the termination of the contract will be taken as atfact

see what has beeut into placen the aftermath, focusing on the barely analysed new public

model that followed the end of the contracts.

Therefore, the time of privatisation will only be documeniedhe twofold light of the
transformation ithad brought when it started arthe manneiit has evolved ever since. In
other words,unlike a large part of the literatureje are not trying to justify or condemn
privatisation but to contextualise it, and to analyse the reasdnsit failed to succeed in the
Argentinian contextOur main poim scrutinises the ability of the new public companies to
overcome the pending challenges that were not resolved by the private sector, mainly
regarding the universatition of serviceand consequently water supply to the poor. As Henri
Coing recently exglined (2010), @ntract termination is not only the failure of one specific
actor, in this case the multinational water company, but rather the failure of a system, of a
good functioning between all the actors of the concesslhimately, those who mighsuffer

from the termination are those who are still not connected or getting poor service from the
network utility. This work tries to analyse to what extent the system replacing the scheme
inherited from the Washington Consensus managed to resolve tleartoand almost
aporetic challenge faced by all public utilities. This dilemma tries to combine both service
efficiency’ in other wordsgeconomic performancandfinancialaspects and the social and
territorial equity of the service provisipmwhich isthe cornerstone of a fairly equilibrated

social contract (Jaglin and Zérah, 2010).




B/ Hypothesis: continuities with the PSP experience

The hypothesighat will be tested is wheth#ére return to a public management is not a simple
reappearancef the fairly contested management preceding the opening to the private sector.
This is rather a combination of mixed legacies and a new model. In other wasds,gued

that, unlike the claim of a full break from the private experience, there are fonostmuity
between the current management and what happened during the time of the comgdssion
the private sector. This approach is inspired by the theoretical framevwaducedby Karen
Bakker (2004; 2007 and 2010). She develops a set of indicadogo beyond a binary

division between public and private sector (see table 1).

State Market Community
Resource management  Primary goals Guardian of public Mazximization of profit Serve community interest
institutions interest
Conformity with Efficient performance  Effective performance
legislation/policy
Regulatory framework  Command and control  Market mechanisms Community-defined goals (not necessarily consensus based)
Property rights Public (state) or private Private property Public (commons) or private property
property
Resource management  Primary Administrators, Individual households, Leaders and members of community organizations
organizations decision-makers experts, public experts, companies
officials
Organizational structure  Municipal department, Private company, Cooperative, association/network
civil service corporation
Business models Municipally owned Private corporate Community cooperative
utility utility
Resource governance Accountability Hierarchy Contract Community norms
mechanism
Key incentives Voter/ratepayer Price signals (share Community opinion
opinion movements or bond
ratings), customer
opinion
Key sanctions Political process via Financial loss, Livelihood needs, social pressure, litigation (in some cases)
elections, litigation takeover, litigation
Consumer role User and citizen User and customer User and community member
Participation of Collective, top-down  Individualistic Collective, bottom-up
consumers

Table 1:The three water supply models according to Karen Bakker
Source: Bakker, 2007

Although her strict trpartition between public, private and commusbgsed modelwill not
be followed as thiscould lead to the same objections as a binary divisien statement on
possibleoverlapswill be kept she only describes models that one needs to adapt to various

contexts(Bakker, 2007.)




The official discourse ofop managers within theenationalisedvater companies in Buenos
Aires and Santa Fe insidtsey are experiencing a paradigm shdtmpared to the era of PSP.
They now promote water as a human right to grdua policy aimed at bringingniversal
coverage, as opmsed to the practice of the private sector. On the dthed many of the
practices brought by Lyonnaise des Eaux or Suez may havedgensedand internalised.

An insightinto such a combination of approaches in the {padilicPrivate Partnership ar
could helpto give a fairly nuanced vision of the evolution of the water management in the
area, beyondhe debates on the solssue of ownership. In a way, the private sector
experience may have transformed the priorities in the current managemewl{GdLentini

and SchneieMadaneés, 2010)

Mainstream critics on thexperience with private multinationals have pointedour main

criticisms:

- alack of investment in terms ofetwork expansion(Muioz, 2003; Azpiazu, 2003;
Castro, 2005)particularly in the least profitable areas, hindering the achievement of a
universal coverage and leading to the accusatioantseeking;

- anill-adapted system of financing, imposed by international institutions like the World
Bank such as fullcost ecovery,which has never been used in Europe to get a
universal access to watéBarraqué, 1995; Schtan and Schwartz, 2006; Botton et
al., 2011)

- alack of public participation and insufficient inclusion of stakeholdAimansi et al,

2010)




- an insufficent ordeficient supply of water and sanitation to the urban gabnansi

et al., 2010; Botton, 2004)

Therefore the new model of water management in Buenos Aires and Samd be
analysedn the light of these four challenges, @eaminehow they wereaddressed, if at all.

This work is consequently driven by three groups of question

- What are the forms of continuity and the important transformations operated by the
new public operatorsThe extentto which and whether there has beemparadigm
shift in terms of managememian be questionedne of the central elements is to
determine ifa new culture of watenasemerged(Arojo, 2006) unifying the ideaof
water as human right and the provision of an efficient serviceshetherthe new
framework is only a pale veil hiding a fundamental continuity witraptices from the
private sector.

- Does ownership really matterAs Budds and McGranaha (2003 stated it
pr ov o c aateiwe reof missing fhe podiby focussingsolelyon public or private?

The key @terminant is bw the new operators performing and addressing the
criticismsraised against the private operatdiis should allowthe criticism ofthe
ideal of universal coverage as fairly unreachg@btaurnier and Gouéset, 2004)

- What are therelevantcriteria to analyse the performance afcompany: how to
balance social efficiency aretonomic efficiencySpronk, 20109 Shall one favour
social sustainability and affordability @amsure some form gdrofitability for a good
that is vitaP This forces us to consider technical, economic and also social
performances of the new company. Behind this issue comes the question about access
to basic services and its relation to a material citizenship: citizenshipsheweonly
understood in terms opolitical representation, but also of service provision

(Chatterjee, 2004; Castro, 2005; Jaglin and Zérah, 2010). This problem is central in a




country where more than 20% of the population is living under the poverty line

(Castro, 2008), often innofficial settlements.

In the following, after a brief description of the methodolo@gghapter 2) this work is
positioned in the academic landscap@mvate and public water management to show how to
go beyond tls debate (chapter)3This leads us to an analy of the possible continuities
between the private experience and the current public management (ehapiee social,
technical and economic performances of the twoattonalised companies are then assessed
(chapters), and original forms of publiparticipation are scrutinised through a comprehensive
survey of the programme Agua Mas Bago (Work and Water) (chapte}.&he last chapter
draws the lessons from the two different experiences dfRI®B water companies (chapter

7).




Chapter 2

Methodology




A/ Justification of the sites

This work analyses in depth two cases, the alreadysuiglied former concession of Aguas
Argentinas in Buenos Airéswhich was emblematic of the private sector participation in
1993, and the less known casetlme province of Santa E¢seemaps 1 to B Both cases
shared the same operator, Lyonnaise des Eaux and then Suebpthnithe contract

terminated in a contentious manner.

The i dea we are seeking i s to a.wtory(htertiewe Hop't
with Jorge Rozé, 2007), which almost monopolised the attention of academics and
concentrates a largemountof political tensions, so as to have another perspective on the
postWas hi ngt on Consensuso6 model snosAifes endepwerd vi nc e
a similar transformation in a fairly comparable timefrathes itwould be fruitful to examine

how they may differ in the aftermath of tblesure of therivate sectochapter

* This concession covers not only the Capital City, but also 17 cities &f @e n u r, Which apesponds to a

large part of the Metropolitan Area.

® In the province of Santa Fe, the concession was designed to supply the 15 main cities of the province, which
represent more than 90% of the whole population
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Map 1: Argentind Situation of Buenos Aires and theoRince of Santa Fe
Source: dmaps.com
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Map 2: The 15 cities supplied by Aguas Santafesinas
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B/ Methodology and obstacles

The surveyused in this studyas based on three different sources: a critical analysis of the
literature on private sector participatidghe collection of performancekata of the new public
water companies and a set of 29 sefmictured interviewswith various stakeholders of the

process of water supply.

Due to the extreme difficultyn gatheringcoherent, consistent and reliable data, as this
remains strategic and politically sensitive informatievater companies are reluctant to
provide it. Thus tlere is a needo constantly crossources to get some consistency.
Consequentlywe have largely privileged the qualitative part tbé fieldwork, based on
interviews with key actorgn both cases. The panel of interviewees encompasses managers
and employes from various sections of the water company, representatives of the regulatory
bodies, members of ministries of water affairs at provincial and local levels, former
employees of the private water company or the regul&GOs, academics and consumer

as®ciations.

Due to the sensitive nature of the information providedtHgyinterlocutors, most of the

extractsusedhere have been anonymised.

® On average, interviews lasted Wween an hour and ninety minutés,accordance with the ethical forms of the
Oxford University(CUREQ




Chapter 3

Argentinaandthe debate

on private or public water management




Buenos Aires has often been presented as the flagship concession of Lyonnaise des Eaux and
then Suez. The multinational water company was endowed with the largest water concession
in the world when it won the PPP concession contract in 1993 on the prahaiaeiversal

supply of wateand sewerage networks (Botton ef 2011). Thirteen years later, the contract

was brutally terminated and the government decided to create a new public company, AySA,
following the return of other major important contract#\rgentinato the public sectorsuch

as in the province of Santa Fe in 20@Pesce, 2007). The contentious termination of the
contract translatednto judicial proceedings at the International Centre for Settlement of
Investment Disputes (ICSIDjnitiatedby Suez against the Argentinian State. Regardless of
the decision made by the dispute settlement Hoslych a development illustrates how the
Argentinian case not only reflects but also fuels a debate on private or public ownership in

water sector tht occurred at a larger scale.

The concession contracts faater services in Buenos Aires and Santa Fe did not happen
randomly and in isolation. They were embedded in a larger context, including both national
and regional politicaeconomic evolution, asell asbeingenshrined in international debates.

This chapter will consequently position the Argentinian case within the literature on
privatisationand ts contestation. The concession contratBuenos Aires and Santa Fe will

be approached in the ligbf a critical analysis of the academic literature on the participation

of the private sector in water and sanitation networks and its capacity to supply the poor so as

to reach a universal supply.

’ Started in 1995.

8 The decision rejected the claim that the government operated an expropriation of investments and did not
provide full protection andecurity for the investments, but recognised that the Argentinian government denied
the company a fair and equitable treatment in the aftermath of the immense crisis that occurred in 2001.

( )
L 19 )



A/ Water supply in Latin America: a political question and a
OAT I POAEAT OEOA O1 AEAI EOOOAOG

Drinking water management in Argentina, and to a larger extent in Latin America, can be
envi saged as a Acomprehensive socialp4. ssue?o,

Their argumentation encompasses a fddréhallenge:

- an environmental one, related to the preservation of the resource;

- anissue of political economy, linked to the processesivhtisation

- aproblem of urban planning, associateth the extension of networks;

- and a social concern, as La#merica is highly pervaded by deep social inequalities

(Fournier, 2001; Lee, 2000; Castro, 2005).

These challenges revele comprehensive nature of water management, and the necessity to
avoid confining it to a simply technical approach (Dorégpril and Jaglin, 2002; Mansfield,
2008; Bakker, 2010). As Karen Bakk@003)expressed it, supplying water is then more than

a simple material act: this is also a social and political matter, implying power relations and

distribution issues, aimed at unifyisiyil society and political socielyChatterjee, 2004).

Though a part of the acadpmilctliici sea@ddumwatteen

(Briscoe, 1998; Rouse, 2009), the nature of water management is ultimately political or

o Chatterjee (2004details the problems statesn the Souttunable to extend public services (such as water) to

the entire population for both fiscal and managerial reasons. Access to goods and services is often incomplete

and thus often a locus of political strugdte the achievement of a material citizensHipthe tradition of the

subaltern studies, heonsequentyd e f ends a constructi vi st approach of
societyo, which is often confined to a selected eli
population) which is composed by fAonly tenuousl-beatingt hen or
c i t i Zhe supply®f all basic services would allow transforming the political society into a fully civil society.

( )
{ 20 )



cultural, tangledd p i n a countryodés political redd¥ m and

(Brown, 2002; Schouten and Schwartz, 2006; Suez, 2008).

This has even been formulated in an ornai@y by a classical reference on public
management : Aany sanaggneest tan berraditallyadépolipcisdd lisieither m

a misunderstanding or flies in the face of e
major public infrastructure projects are all inherently political decisions, however many
ministers may protesth at t hese are technical or profess

2000, cited in Schouten and Schwartz, 2GD&4

These political and cultural dimensions of the concession have been partly underestimated by
Suez, which accounts for a large paftthe conflicts that occurred during the time of the
concession. As one of t he managwaterswasoahd Ag u a
remains an eminently political issue, which needs to be managed. It was noteworthy that the
World Bank left its modeof a fully depoliticised management as they presented dat bed 0
(interview with a manager of Suez Environment, June 2011, confirming Mollinga, 2008). In

other words, the enthusiasm for the Washington Consensus led place to scepticism even from

the partof the multinationals.

10 According to Brown (2002), even if policprmulation, service provision and regulation were allocated to
separate agencies, politicians would still be held accountable by the general public with regard to the actual
services provided.




B/ Argentina and the Washington Consensus

1/ The threefold context that led to private sector participation

A threefold crisis

An understanding of such a process leading to the Washington Consensus requires a threefold
historical contextualisation, to get a senséheflarge crisis at the supragional, national and
corporate scales. Thus, a critical approach of the privaterienpe does not foreclose the
necessity to simultaneously criticise past and present public water sector failures (Castro,

2005).

At a subcontinental level, the 1980s were marked by two joint phenomena: an immense debt

and a growing cycle of hyperinflatn (Velut, 2002). Such a phase resulted amongst others in

the ATequila Crisiso with t themadoecormmicelfécison of
in the whole SouttrnCone, principally the development of a massive urban poverty affecting

one fifth toone third of the population in Latin America (Musset, 1996; Lee, 2000).

At a national level, a similar economic cycle was affecting the Argentinian ecoh@wgis
of inflation wereclose to 1,000% a year, putting the State in the situation of baakrupty

with a tremendous indebtedness and a slow if not negative growth (Velut, 2002).

At the scale of the water utility, the situation of the national company Obras Sanitarias de la
Nacion (OSN) in Buenos Aires was characterised by Spronk (2&t8)e At hr ee | ows
rates of recovery, low productivity, low service quality and coverage. This process is not an

exceptionto the Argentinian case, but reveals the historical limits of the municipal hydraulic




paradigm (Coutard, 1999; Bakker, 2010; All&®03) The ideatraditionally defended by
hygieniststhat water supplywas the material expression of political inclusibad been
concretely neglected. As a consequence, a significant number of water utilities were
experiencinghevicious cycle othethree lows, Imiting further investment (Savetf, 1999).

For instance,n 1994, the World Bank estimated that only 30% of costs were recovered on
average in urban water supply systems (World Bank4)198ffordability remained the

primary goal, but this weamanagedn a largely ineffective and inefficient manner.

OnOAT +EOAET AO x1 O(manageAcdAySAHIDieQlOE OAAL
In Buenos Aires as well as in Santa Fe, regiamalnational governments were also directly
using the utility as a cash cow tmance the Public Treasurynterviews with manager of
AySA and a director of ENRESS). As no significant investmentstdeen realised in the
capital cityds water networks, the service

with regular interuptions and problems of water quality and low pressure (Cirelli, 2008).

Though the Argentinian State has traditionally been a key actor of the national economy,
providing almost all public utilities, its position has been converted and diverted as a
macioeconomic instrument. This translatedo political pressure to overemploy labour,
corruptionand theuse of public services to borrow more than needed on international snarket
(Baer and Montefojas, 2008). Unable to manage directly and adequately e targber of
public utilities, the Stat@rivatised them from 1989 onwards, created regulatory bodies and
gave up its attributions in terms of planning of public investments, construction, direct
management of investments on infrastructures and exterraicfitg (SchneieMadanes,

2001).




This brief presentation of the macroeconomic context at the turn of the 1990s reveals that the
privatisationwave was not purely ideological but also tried to address the failure of poor
performing companies (Bakker, 201@nd was sometimes considered by stakeholders
themselves as the way forward. As one of the current managers of AySA explained it

synthetically:

flone needs to look back to what the public services were in Argentina in the 1980s. In
all the sectors, they werabout to collapsel'he country almost went bankrufgthat is

the context in which an immense wav@mfatisationoccurred. But at that time, there
were no other possibilities. The water utility was not working, as the government was
taking the benefits directly to finance tReiblic Treasuy. All this happened in a
context of crazy hyperinflation, which reached @dible levels of 1,000% per year. In

this time, even Kirchnéfwoul d have privatised if he was

2/ The push by the international institutions

This economic context was accompanied by a large push made by the international
institutions and lends, mainly the World Bank and tH®F, which were the pillars of the
Washington Consensus. They both promoted programmes of liberalisation of public services,

may they be in the electitg (Politt, 2008), telecommunication or water sector.

A ANew MitniA@mprioach t o Private Sector Dev e

(Altenburg and Drachenfels, 2006), grounded on the assumption that, with the exception of

1 Nestor Kirchner is the president who supported the reraigots that led to the termination of the major
contracts with multinational water companies




very few purely public goods, services should be provided on commercial terms. In a way,
such a programme of neoliberalism can be characterised as a new mode of social and

ecological regulation, politically constructed as well as hegemonic (Peck and Tickell, 1992;

Prudham, 2004). This was often cri eyrenetsed ac
al.,2007) , or fimarket environmentalismo (Bakke
vanguard.

Following the conclusions of the Buky report in 1992, the World Bank changed its lending
strategy The report underlined failures in four main objectives of taek3 namely institution
building, financial viability, provision of a minimum supply to the poor and sustainability of
the projects awarded with loans. Concurrently with the Dublin Conference in 1992, the Bank
underwenta paradigm shift in 1993, opting falecentralisation angrivatisationas new
flagships and fulkcost recovery as a motto. The priority consequently ménoed accessnd

equity toward economic efficiency and commercialisati(Bakker, 2010). In other words,

the figure of the user/citizeémas been progressively replaced by the one of customer (Pflieger,
2002), in a new ethic of water use where economic equity prevails over social equity (Lacey,

2004).

Yet, however important these changes in the water industry were, one has to note that wate
was actually not a priority in low income countries for decades. Schouten and Schwartz
(2006) described the financial efforts of the World Bank for water issues as minimalist
compared tahe sumsof moneyspenton electricity and telecommunications, thgh costly

big works are required for water. According to Gray (2001), $36 billi@s invested
worldwide by the Bankin the water sector between 1990 and 2000, but $197 billion in
electricity and $292 billion in telecommunications, and not even to thhbseneeded it the

most.




However, this international push paved the way to the opening of the Argentinian water sector
to multinational companies (Castro, 2005), in a hybrid system combining the French model of
concession and the English model of an external regulatory body (de=i&o 2001; Botton

et al., 2011%. The contract was designed on the basis ofifodlarizatiord of the economy

with the indexation of the Argentinian peso to the American dollar, following the law of
convertibility voted in 1991. This monetary comproenisxploded with the crisis of 2001

2002 and the devaluation of the peso definitely damaged the economic equilibrium of the

contracts signed by Suez in Buenos Aires and Santa Fe.

3/ The crisis of 2001 and the end of the Consensus

The economic crisis of 24 is the culminating point of a foyear long depression,
accompanied by the perception of a large political corruption and incompetence (North and
Huber, 2004). The backlash engendered massive social effects, as 52% of the population lived
in poverty in2002 and up to 22% were reported as living in severe poverty (North and Huber,
2004; Akhmouch, 2009)In 2006, 19.2% of households were still living below the poverty
line, and 30% of the Metropolitan Area of Buenos AifBsgConurbang is only made upfo
informal settlements, creating a situation of poverty hardly compatible with the development

of a commercial service as it was design&binansiet al, 2010).

According to the contracts awarded to Aguas Argentinas in Buenos Aires and Aguas
Provincialesde Santa Fe in Santa Fe, only tariffs should cover operative costs (OPEX),

taxation, part of the investments (CAPEX) and capital earnings, with a system etqpice

121t is noteworthy to remember that there is no authority of regulation in Frémeceontract bieg balanced
between a company facing directly a municipal auth@nd consumers (Petitet, 2010).

( )
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(Del Castillo Laborde, 2005). With thlollarizatiord of the economy, the water companies
contracted debts in dollars and recovered bills in delprivalents. This could not be
maintained after the devaluation of 2002, and put Aguas Provinciales de Santa Fe in a state of
patrimonial insolvency (interview with manager from ENRESS8ne 2011 and severely
damaged the financial capacities of Aguas Argentinas. With such a tariff structure and
economic equilibrium, it became quite impossible to finance the network extension only with
the rates charged after 2001 (Del Castillo Laborde, 2005)Agnds Argentinas refused to

becane simply operator of the network.

“At-the-end-of-the-contract, - the- government- proposed-
to- change- the- modus- operandi,- making- us- only-
operator-of-the-concession, -while- the-State-would-take-
care- of-the-expansion-work.- We-refused, -as-we-would-
have- lost-the- freedom- in- the- investment- management, -
and- the- choice- of- the- areas- to- invest- in.- The-
government- required- trusteeship- for-evervthing, -which-
we-refused. ”-(former-director-of-Aguas-Argentinas)f

In 2003, he government launched a large campaign of renegotiations of more than 60
contracts invarious sectors, piloted by aad hocinstitution, UNIREN. This resulted in

political tensims and eventually the termination of the contract with Aguas Provinciales de
Santa Fe in 2005 and with Aguas Argentinas in 2006, replaced respectively by Aguas

Santafesinas and AySA.

Both of the new companies developed a new approach to water managailgert] with the

conception of water as a fundamental right or a human'fight d based on t he

13 See Darrow(2005 for an analysison the interest of a humaights based approach of development, or
reversely Bluemel (2004) for a sharp criticism of such a paradigm in the water sector
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para todos o ( wantrastthis few modea &f managemeht éoywhat they depict
from the PSP experience as making water a pure commeéfiityever,opposing water as a
commodity and war as human right is misleadings it compares a property rights regime

and a legal category applicabto individuals (Bakker, 2010). Bahis new approaclalso

reveals a political desire to turn the pagetttg multinational era and of the Washington
Consensus. Some analysts interpreted this failure of the Washington Consensus not as a
simple rejection of markstbut as a problem of undemocratic decision making, marked by a
lack of citizen participation anduspicions of corruption (Cast 2008; Guasch, 2004;
Guasch andstraub, 2008). Though corruption was certainly not invented by multinational
water companies, this was a common practice to win tmded contracts (Budds and

McGranaha, 2003).

As a forme employee of Aguas Provinciales de Santa Fe and currently employee of Aguas
Sant af es i n awith theagyndiaategas it often, happens in this kind of cases, we
bought their approval in a way. When we started to make surveys and were aboutthe sign
contract,representative®f Lyonnaise had taken contacts and we paid what was required to

win the bid. This is a common practice. (é) A
there was some corruption, but less than during the time of DfP@sd at least we could

work correctly 0

Beyond the allegations of insufficient public participation or corruption, the Washington
Consensus also failed to succeed in Argentfoa the vision it defended was based on

contestable and highly contested premsptions.

4 Name of the provinciatompany operating between 1980 4895 in Santa Fe, after OSN haelen divided in
regional antennas.




C/ A vision based on contestable preconceptions

The experience of the private sector participation in the water utilities relied ddeie
supported by international institutignsf a state and a governance failure (Bakker, 2010).
Over time, it faced its own contradictions, as the consensus that constituted its basis was

pervaded by three main preconceptions contested by the reality.

One of the cornerstones of the policy ageadsocated by the World Bank consisted in a
twofold price measure: applying the true price and the principles e€dsatl pricing, which
means passg all the costs of maintenance and expansion of the nettwotie final user

Yet, drinking water is often considered an uncooperative commodity (Bakker, 2003;
Swyngedouw, 2009): bulky, nesubstitutable, heavy, socially and economically contesgted

defies easy commercialisation and its treatment as a pure commodity (Bakkgr, 201

Though it contradicts what was a common practicdeveloped=zuropean countries up to the

late 1970s (Pezon, 2002), this strategy promoted a full depoliticisation of operational
management, cancellation of general subsidies, replacement mpdgtillecovery policies,
comparative competition, transparent procurement of goods and services and independent
regulation (Rouse, 2009). In this view, the transfer to the private sector would supposedly
imply that the political aspects woul leftto the reguhtor Ayuera 1998. But experience

has proven that a significant level of politicisation has remained ever since: the rules of
market have not erased the determinants of the political and social realms (Schouten and

Schwartz, 2006).




As noted by Barraqué€l995, this type of policy is then unlikely to install the necessary
conditions to achieve a universal supply of water inSbeth as an important part of the
users cannot affortb pay the connexion fees due to financial reasons: in1994, connexion fees
to the water network cost US$ 450, and US$ 670 for the connexion to the sewerage system,

which is far more than thaiddlesalary in Argentina at that time (Azpiazu, 2002 and 2010).

The argument is often made that poor pedm@quentlypay high pricesdr water and would
be willing to pay to get access to a safer and more regular connexion. However, Budds and

McGranaha (2003) have demonstrated that such reasoning is partly flawed for three reasons:

- these high prices are either for small quantities, torlgrinking or for shorperiods,
in cases of huge scarcity

- many informal vendors provide fairly efficient and reliable service in difficult
circumstances

- highwater payments can put pressure on alreadylearyncomes.

This confirms, in a way, the ¢& of potential of adaptatiofor a full-cost pricing policy in a

country affected bguchsignificant social disparities.

This inadequate paradigm was even sharply criticised by the managers of Suez themselves in
the comprehensive analysis they led alitbetfailure of the contract (Suez, 2008; Botton et

al ., Qri@idally)the sy$tem planed was to charge the new client for his connexion. This
wasa unique country in the world with such a type of functioning, whereas elsewhere, a new
connexion is finaced eithetby tax for all or by additional charges for thmistomersalready
connected. That is the reasay we changed the form of financitd the new connexions

after a few years, with the SU and MA chafgeThe paradigm of fultost recovery literally

15 Both were charges to all users to cover tomnexion fees of new users (SU: universal supply; MA:
environment)




exploded at the contact with reality: we could not ask to the poor to pay for their corexion

(social engineer, Suez, June 2011)

In reality, the contracts designed by the Argentinian State and the World Baelbased on

the implicit assumption that all areas were homogenous in population density or socio
economic profiles, which ignored the intensity of poverty issues. There was actually no goal
to extend it to lowincome areas, which were excludedm the @ncession area. Clearly, no
obligation was specified to extend services to residents in settlements without clear land
tenure, though they represented 20% of the Metropolitan Area of Buenos Aires and a large
percentage in the outskirts of the main citieghie province of Santa Fe (Almansi et al., 2010;
Botton, 2004; Botton et al., 2011). This even hampers easy renegotiations in the case of
opportunistic bidding as it occurred in both Buenos Aires and SahtanFether words, the
full-cost pricing was imdequate and lacked adaptation to the Argentinian context. This
confirms a form of Ainstituti onaiApprdleander mi ni
Jaglin, 2002), trying to impose a scheme regardless of some key social and political

determinants, engendieg a deficient appropriation of the model by the local societies

The progressive retreat from lower income consumers and regions operated by multinational
water companies reinstall the idea that PSP models as designed by the World Bank were
unsuitable fo achieving universal provision in developing countries (Bakker, 200@} is

due tolarge numbers of unconnected househdlaging alow ability to pay (Mehrotra and
Delamonica, 2005). For Budds and McGramali2003), given the limited scale and the
elusive benefits to loweincome groups, there is no justification for the continued promotion

of PSP as a means of achieving the international water sanitation targets.

16 Opportunistic bidding, or divingidding are characterised by an ungeiced proposed tariff aimed at winning
a contract that will be renegotiated soon after the end of the bidding process.
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None of tke developed countries achieveaiiversal coverage without important public
subsdies (Castro, 2005; Bakker, 2010), and Argentina was no exception to that rule.

However, this model of financing had important effects on the investment strategies.

2/ Debates on the investments achieved by the private sector and the
regulator capture

A deficient provision of fresh capital

Promoterf private sector participation advocate a higher capacity to invest from the private
sector. Yet, this assumption has been largely contradicted by facts: some experts ofrthe wate
and sanitation sector depé largely insufficient investments from the private water
companies, mainly in the sector of sanitation services (Maceira, 2007, Cirelli, 2008). The
World Bank recognised in 2003 that private sector finance had provided only 10% of

necessary capital, evexperiencing a declining trend (Winpenny, 2003).

The economic decotrsiction of the PPP model b&zpiazu andPesceproved that fresh
private resources were in fact negligible in the contracts of our two cases. In Buenos Aires,
fresh capital accounted only for 2.6% of total funding between 1993 and 2001. This was the
direct consequence of the paradigm of strict¢oit recovery with all costs passedmthe

users, opposed to the practice of large investments with fresh capital carried out before setting
tariffs to cover the expensestrospectivelyand ensure a decent rate of return (Grae

2001; Budds and McGraha, 2003; Azpiazu and Schor004 and2006; Pesce, 2007,

Castro, 2008)




The accusation of rent -seeking

Theconstrained investment policy paved the way to the accusation efeeking against the
multinational water companies, facilitated by the institutional capture of the regulator
(Azpiazu, 2003; Baer and Mont&jas, 2008). Concessionaires were thusaadtbto apply

tariff indexation though it was breaching the law on convertibility. Subsequently, the
consumer surplus was often undermined by multiple tariff adjusthiBaer and Montes
Rojas, 2008). At a larger scale, this has been ceticisternallyby the World BankPrivate
water supply contracts generate gains in labour productivity by hésimgr employes per
connexion, yet this is not accompanied by lower prices or highestiment (Gassnet al.,
2009). This results in the absence of prédit the consumers, compared to the potential

margins generated by the water companies.

A whole debate was raised on the profitability of the concessions, with contradictory results
and controversies between the microeconomic analysis carried out by WAZ@A; 2003;

2010) and the comparative statistical survey achieved by Sirtaine et al. (2005) at the Latin
American level. Whereas AzpiaZ2010) demonstrated that tariff increase were of 88.2%
between 1993 and 2002, though price index was only increbgiig2%, with a yearly 20%

rate of return, Sirtaine et d2005)came to an opposite conclusion, insisting on the low level

of profitability of water companies in Latin America, lower than European or Northern
American standards. This reflects both tlaetfthat statistics are a social and political
construction and the intensity of controversies on the assessment of the performances of these

emblematic water companies.




3/ The alleged superior efficiency of the private sector over the public
one

The thrd pillar of the Washington Consensus was formulated in terms of an alleged superior

efficiency of the private sector, making it desirable.

The lack of empirical evidence of such a controversial assumption has been long debated by
academics and politicianFhough the IMF has recently acknowledged one should not take
for granted the superior efficiency of a PPP over public investment (Bakker, 2010), claimants

of one side or the other still try to prove the superiority of the former or the latter.

Accordingto Comander and Killick (1988), economic theory fails to provide any conclusive
reason for favouring the private sector over a public enterprise, which enrsmseral case
studies. Feigenbaum and Teeplg4984) establishedthat parameters were idgcal for
government and private operatidfox and Hofler(1986) came to the conclusion thttere
wasno statistical difference in efficiency for public and private firms. As Estache and Rossi
conclude (2002Y, there is no convincing evidence of a systemsujeeriority of one form of

ownership over another.

This largely reveals the lack of robustness of the concegffiofency, confirming the work
made by Léber and Vietorisz (2007) and @ndek (2004) They deconstructed efficiency
calculations to demonstie that these operations were based upon assumptions of what

constitutemfigood societyo and were, by so doing,

7 Their survey was estimating stochastic cost frontier using data from a sample of 50 waterieninpag
countries, and testing the following criteridata on operational costs, annual salary, number of clients, daily
production, number of connections, population density in the area served, percentage of water from surface
sources, number of houo$ water availability per day, percentage of metered connections
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D/ Are we not Onissing the point &?

1/ A highly polarised and purely ideological debate

These controversies on efficienithustrate a major trenth the literature on drinking water
supply and management: its irreducible polarisation into two seemingly impenetrable

strongholds.

As a reaction to the ideas advocated by the actors of the Washington consensus, an important
partof the literature has adopted a line defending the public sector gherosé cumulating

case studies of examples of good water management by public utilities (Hall, 2001; Hall and
Lobina, 2004 and 2006). As Swyngedouw (2009) points it out, this ceald to some
contradictions between the advocacy of principles relating to the public sector and the
promotion of examples of highly corporatized water companies, following the same principles

as the private companies that were criticised (Baietti etG06§)2

On the other side of the panorama, some authors defend a vision embedded in purely
economic perspectives, focused mainly on the nature of water as a commodity and on the
value of water (Briscoe, 1998). The attention is then placed on sdikenusecosts, which
combinehistorical fixed csts to build the infrastructureeplacementosts to develop the
maintenanceand marginal cost aimed at demonstrating the necessity of transforming water

as a pure commodity (Braadbaart et al.,7489hittington, 2003; Schwartz, 2008).

This conflict can be illustrated by an exampleen by Bond (2004). He opposespalitical

line embodied byrhe Economisexplaining in 2003 that water is tremendously urgléred,




and on the other sideSouthAfrican President Mbekft al ki ng about a fglob

water due to its lack of affordability for the poorest.

But this debate about public or private ownership, because of its extreme polarisation, seems

to be vain in many aspects. As Swyngedouw (2@0®)erlines it, the issue of water as a
commodity is not completely relevant. Water is a commodity, or at least has got an economic
value,though not exclusively economic (Bakker, 2003): delivering the right volume of water

of the right quality to the righplace requires major investments of capital and labour. The
accurate question rather concerns the institution or person who will pay for that part of what

he call s-sbhealihgdroul ati on processo (Swynge
that is dten not askeds also whether the effects of new values such as efficiencyhand
customer have transformed if not damaged the traditional values of the public sehiote,

arecontinuity, equity and probity (Kernaghan, 2000; Politt and Bouckaert,)2004

2/ Problems of biased data to assess PPP

The model of PPP offered a solution, but surveys to assess their performance have been
characterised by their partial nature and thwaifair bias affected by a lack of homogenous

data (Jaglin and Zérah, 2Q1Bakker, 2010). So far, no empirical study hasven the
capacity of the private sector to achieve a threefold essential challenge: inviegimying

the water management and extending the network to the most precarious districts at the same

time (Praad, 2006; Trémolet, 2006).

To date, the only consistent study on PPP in major water contracts worldwide has been

carried out by Marin (2009). He reviewed 65 contracts, using four indicators: extension,

18 at the Johannesburg World Summit in 2002




service quality, operational efficiency and tariff evolution. Only a very limited number of
utilities were actually obtaining two posit]
refuse thesimple explanation of governance failure. Fam, defauls of the public service

concessions in the North areoale all amplified in the South. This encompasses:

insufficient contractual distribution of risks

- asymmetry of information, focusy only on economic regulation and not on
consumers6 defence

- weak eonomic equilibriumwith tariff increass politically indefensible

- and weaknesseas supplyng the poorest categories

Il n other wor ds, h e (R0AG) argumedtaagcbrding toawhidh thea r a h ¢
explanatiorof failure only by governance or institutional deficit, and lack of coordination are

trying to depoliticise a topic that is fundamentally political and politicised. Such a polarisation

on governance failure would result in a too binary interpretation between the e&to/ing

out the institutional transformations and those who contest these transformations. (Coing,

2010)

As Budds and McGranahg2003) provocatively ask it: is this debate on private or public
management nalimissing the poif? As they express ithe debate on public vs. private
diverts the attention from the important roles played by civil society organisations in the
sanitation process, gmiblic utilities, may they be operated by public or private companies,
aresupposed to pay attention to exdebeyond efficiency and effectivenesisey also have

social objectives (Hodge, 2000; Lane, 1994)

Water and sanitation networks are not purely public goods, but they can provide important

public benefits, including health. One of the problems is thalipuienefits of water
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provision only really become significant where the private benefits are insufficient to finance

adequaterovision (Budds and McGranah&003).

Thus therelevant question concerribe difficulty for contractors and managers to find
sustainableand acceptable solutions to getiversal coverage. In other words, what is the
ability of the actors to build some public interest and therefore to get universal coverage at an
affordable price, making water a merit good? Jaglin and Z¢2&1i0) have already
emphasised the current vacancy of the fdashington consensus. The temptation of
designing modaslstill exists, however, with the ideal of municipalisation of water networks.
Yet, such a model could face tremendous problems of finanothgjaestions the continuity

with norms set by the private sector.

The following chapters wild.l therefore expl
interl udeo ( d2010dchapted],|ab pstitwgidnal enbnges do not determine
automatially mutations of social practiceMglé, 2002) and the first fruits of a new model of

public water management [chap&r




Chapterd

A contrasted legacy of the private sector




Unlike a large part of the official discourse asserting that the mavic water company
represents a complete break with the former private manag€nteetforms of continuity
that occurred between these two phasgght to be stressedust as Aguas Argentinas and
Aguas Provinciales de Santa Fe capitalised in sometaspethe former experience of OSN
and DIPOS, similarly AySA and Aguas Santafesinas did not start from scrateteamalso

influenced by the private sector experience.

A/ Atechnological leap

One of the major contributions by the private sector relaiethe technological leap it
represented. In Santa Fe as well as in Buenos Aires, the opening to PSP corresponded to a
major modernisation.

This concerned three aspects that were improved conjointly: water quality, the development

of a strong commerciakstor and the installation of a new working discipline.

1/ Water quality

Amongst others, the legacy of Lyonnaise des Eaux was the laboratory they built in the
Metropolitan Area of Buenos Aires to control the quality of water. This was the biggest and
tedhnologically most advanced laboratory of South America at that time (interview with

ERAS July 201). Such a transformation was accompanied by significant changes in

19 One of the promotional handbook distributsdAySA only dedicates five lines to the private sector era out of
fifty pages, without even mentiorg the name of Aguas Argentinas.

( )
L 40 )



procedures, with the development of autooratin the water treatment plaimt Rosarig as

well as in the San Martin treatment plant in Buenos Afres

Photo 1: San Martin water treatment plant
Upper part: 1993, a tree in the middle of the decantation basin. Lower part: in 2003
Source: Aguas Argentinas

ADuring the time of OSN, they did not have good computers, and the technological
leap was incredible with the capacity of Suez. The problem is: how much this
technological leap cost ug¥interview with ERAS July 201}
The tremendous shift was also related toaatualisation of thdand registerand to the
digitalisation of the network, allowingreventive leakage management, which was actually

almost inexistent beforehand.

2 One could even see a trg®wingin the middle of one of the basins of the San Margatment plant in the
early 1990s, illustrating a lack of maintenance (interview with former@IE® of Aguas Argentinas)




“Till- 1996, - our- task-was- to- adjust- the- masterplan. - One- of-the-key-
problems-of-the-concession-was-indeed-the-lack-of-information-on-the-
state- of- the- network- at-the- start- of- the-contract. - But-this-was- quite-
understandable, -given-the-state-of-the-technolo gyv-at-the-time-of-OSN. -
We- only- had- 2- PCs- for- 40- engineers:- of- course- there- was- no-
information, -no - measurement-from-the-field; -what-we-did-with- OSN-
was-only-technical-and-theoretical-work.- We-learned-evervthing with-
Safege,- with- models,- such- as- Picolo.- We- discovered- a- lot- of
instruments-and-tools, -to-be-able-to -digitalise-the-network. - We-could-
have- a- rationalised- approach- of- the- network, - whereas- water- was-
going-out-all-over-the-place-with- OSN, -without-us-even-knowing-it. -
(former-manager-of*Aguas-Argentinas-and-AySA)Y

This transition was operated with an empowerment of the employees that remains today:

water quality standards are fully respected, often beyond WHO recommendations.

2/ Development of a strong commercial sector

Such an operative modernisation was accompa
service.
Automated systems to deal witbrmplaintsstarted to be implemented. A vast section of both
Aguas Provinciales de Santa Fe and Aguas Argentinas was organised around commercial
perspectives that still prevail in the current management.
A Wi t h, th&ifeed us up in a new division. Ourajoto go even higher, and never
to | evel down. Currently, we have very g
service: you only have to wait 15s on average to get someone if you have a complaint.

These are results similar tOFWAT Interventions are opated within 24 hours,




which did not exist at the time of OSN, because the specification of services did not
e X i @nterviéw with a director of AySAJuly 201}
This correlates the idea that one of the transformation by the PSP was a fairly celnsseaher

approach (Schneidadanes, 2003), which was never completely questioned afterwards.

3/ A new working discipline

In order to achieve these objectives, private water companies put into place drastic conditions
to impose working discipline. This was ded out through a large programme of voluntary
retirement and new staff controls. The company started with 7,000 employees and only half of

them remained after the implementation of the retirement scheme,

fibut they were authentically futime. Under OSN, it was quite common to have two
jobs: I had two for instance. As we did not have a budget, it was like a game to design
projects, to say we were doing something, but we were rarely working more than 14
17 hous a week. One cannot work correctly under these circumstances. The last year
of OSN, we did natvenhave heating system in the offices and they stoppedimean

the offices and the common padt§former manager ohguas Argentinas)

This new discipline waalso part of a programme of empowerment, with a new philosophy of

management, which apparently found a positive echo amongst the employees:

fil felt happy because | had the impression | was part of the change, part of the move.
A simple illustration of tht is that | did not even know my boss at the DIPOS, whereas
I met my boss at APSF every week. They developed our agility, to gain the maximum

of operability. We were also motivated to work thanks to bonuses wheonwpied




with the objectives. Another partant advantage was the perspective to get a career
and an evolution within the group, which | used a lot. | was actually thefifsgtad
from Argentina in the whole group LyonnaiSaea (former manager of Aguas

Provinciales de Santa Fe)

Given the hgh stability of the workforce after the return to the public seetogbove 85% of
the current employees were also workinghe privatiseccompany and due to empowerment
processes, these standards have been largely maintained, even if this wasesoonigitmed

by some of the interviewees.

B/ Continuities and legacy from the private sector management

1/ Routinisation of processes

The continuities between the private interlude and the current public management can be seen
as a form of inertia within the company (interview with economists from ERAS). Processes
implemented during the time of Aguas Argentinas have never been rejgetesiree, and

are clearly integrated in the current management.

The annual reports are very strict and controlled, and offer an extensive description of the
work achieved by the company. With almost 4,000 pages in each and every yearly report, the
level of detail is almost overemphasised. For some representatives of the regulatory body, the
communication is considered even easier between technicians from the regulation and the

water company




“With-the-private-sector, -there-was-a-confrontational-and-tense-situation-
which-now-does-not-exist-anymore.-The-technicians-of-Aguas-Argentinas-
often-did not-want-to-deliver-the-data-when-it-was-bad, -because-they-were-
afraid-of-being-sacked-if-the-data-was-divulged. -Now, from-technicians-to-
technicians, - the- relationship- is- better- between- the- regulator- and- the-
company,- though- we- have- less- power- to- orientate- the- company’s-
evolution.-Now, -the-situation-is-appeased.”-(economists, ERAS)Y

In other words, theoutinisationof processes resulted in anstructive though not entirely

easy relationship between the regulator and the regulated company. Two processes were
theoretically to be achieved during the time of concessiegulatory accounts, to get a
harmonised tool, which malye usel at the natioal andpossibly international scales, and
benchmarking. Though the former has been developed in depth, benchmarking is still a
pending issue. However limited it may be, suffering from an understaffed section amongst the
regulator and from a traditional lowillingness from companies to divulgate strategic data,

one can see some of the effects of benchmarking within companies management. It translates
therefore, ina push to stay in the average and not to level down (directors of Aguas
Santafesinas). Nonetless, such a benchmarking has been often criticised for the lack of clear

objectives, and remains to be further developed to be effective.

2/ The emergence of the figure of the consumer

Amongst management issues that have beetnisedsince the privee interlude beyond the
technological contributions, is the emergence of the figure of the consumaef the main

legacies of this erdalhis follows a threefold scheme.




Firstly, Suez did install a commercial service that is still in place, with catrezmo deal
with complaints or places dedicated to external marketing like the Casa del Agua (House of
Water) in Rosario. These elements contribute to consolidate a coAsaseer approach of

the service that is still topical now.

Similarly, the privateexperience contributed to a massive cultural change, installing a new
culture of payment. The level of bill collection incredisemendously during the time of the

PSP, as this was balanced by the threat of a disconnection in the case of a defauleof.paym
This threat effectively changed behaviour and, even after the crisis, concerned 1,000 cases a

month only in the city of Rosario in 2003.

In the province of Santa Fet @he time of DIPOS, the level of bill collection was
approximately50%. It increasd up to 80% with APSF and is now around7&. This

varies a lot in the province. In Reconquista, the levels are about 92%; in Rosario, the levels of
bill collection approximates 723%, but itreacheonly 50% in Villa Gobernador Galvez, in

an area muchoorer and socially much more difficuBimilar figures can be found in Buenos

Aires, thoughwith ahigher level of bill collection

Although the policy of disconnection has been abandoned in the new public model, as it is
seen as a violation of the humeght to watey the companies are claiming to defend, the

culture of payment has been integrated and levels of bill collection remain fairfy. high

2L AWe wee afraid to face a come back to the time of DIPOS and its problems, but this is not the case. Besides,
people sometimes come and pay, telling us they are paying before the water is cut, though we do not operate any
disconnection anymore. It really demomsgés how it has been integrated in the behaviour ( c o mmer ci al
manager, Aguas Santafesinas)




Thirdly, the integration of the figure of the consumer was also accompanied by the new
practices of satisiction enquiries. Though the results were not publicly available in Buenos
Aires, surveyaundertakerby external companies were provided in the province of Santa Fe
(seetables 2 and 3 and grapl). Four indicators are tested: odour, savour, limpidity and
pressure of water. The resufisovide some difficulties related to water pressure isdhet

will be discussed in chapter, but a rather high general level of satisfaction. Commercial
satisfaction enquiries, which were abandoned before the end ofthesston in 2004, are

also starting again this year, provitigatthe consumer became the cornerstone of the water
management. Similar studies carried out by the ENRESS, the regulator, demonstrated that
service appreciation was ranked higher than for p@esrpanies, but below gas companies,
which are traditionally skyrocketing results of satisfaction due to the impossibility to have

illegal connections (interview with director of ENRESS)

Year Satisfaction index

June 2006 8,2
February 2007 8,3
July 2007 8,3
February 2008 7,9
July 2008 8,5
February 2009 7,7
March 2010 7,9

Table 2: Satisfaction IndicésAguas Santafesinas
Source: AguaSantafesinas
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Graph 1: Four indicators of satisfaction by consumers in the Province of Santa Fe
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These various continuities with the experience of the private sector are consistent with the
conclusions of de Gouvello et al. (2010), according to whom this transition through the
private company somewhat allowed to change the focus on the essential afsuater

service. In other words, PSP has engendered a managerial turn that has atieesaver

since.
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However, these continuities should not hide some of the failures and inefficiencies of the
private concessions, which are mainly related to @ thiit occurredbefore the 2001 crisis,

namely the shift from Lyonnaise des Eaux to Suez after 1997.

C/ From Lyonnaise to Suez: installation of rent -seeking processes and

problems of contractual compliance

Apart from a fascinating mogoaph by Lorrain (207), very little attention has been paid to
this fundamental change. This transformation was however perceived, and unanimously quite
negatively considered by all the actors th@derwent the transitionThis phase can be
characterised as the transitimom the logic of engineering and a tradition of public service to
a corporate rationality almost only based on pure economic criteria.
Suez is originally a group of financiers, owning shares in Belgian gas and power companies.
Water is then compared wittlectricity and gas, where rates of return are much higher. In
2000, 10 invested in the energy sector gene.l
water sector. Due to the profiaking orientation of Suez, this accounts for a large wdve
disinvestment (Lorrain, 2007
At the scale of the company, in Aguas Santafesinas, such a trartsformias deplored, as it
resultedn short term visions and a lack of flexibility to achieve ldgagn investments.
fiBefore, we had free hands to buy the toold araterial we needed, and investments
were considered something normal with Lyonnaise. Everything became more difficult
with Suez, who refused to invest, and was making any decision bureaucratic and

difficulto .




ALyonnai se was a ¢ o nvpcatioryof pulflic servicg.iTheg weres wi i

not moved only by money. Suez was really different, they were much more pragmatic.

They were only focused on the economic balance, and decided to close everything that

t

wasnot profitable. That accounts for the withdaw of t he whol e contii

Numerous similartsries can be giverdue tothe resentment felt by the employees towards
this evolution. Hydraulic engineers were put aside to inBtalhcial or marketing managers
(interviews with formeemployees of uasProvinciales de Santa Féune 201)L

At the scale of the concession, credits for material to do preventive leakage management such
as leak noise correlagrwhichwere stopped and considered as useless expenses. The whole
strategy of expansion of the company wassequenthaffectedby such an approachs no
expansionoccurred after 1999 Any further investmentwas considered ashaving an
insufficient rate of retrn for a too high riskThis tremendous transformation accounts partly

for the insufficient compliance with the contractual objectives of the concession, which
started before the 2001 crisis and was only amplified by it (Pesce, 2007, Mufioz, 2004). At a
larger scale, this strategesulted in the withdrawal after 2003 of all the projects that were
considered unsuitablaccording totheir economic grid and the termination of contracts in

Atlanta, Manille, Puert®ico, La Paz, H6 Chi MinRity andPhnomPenh(Lorrain, 2007.

Such a profibased orientation was even contradictory with social and environmental
considerations, and demonstrates the limits of an approach purely relying on criteria of
economic efficiency. An illustration of this was reported byth# employees of Aguas
Provinciales de Santa Fe, epitomising this logic with a programme of implementation of
individual meters.

Contractually, Aguas Provincialésd toreach100% metered connexions within 15 years. In

19971998, the grouplaunched a pdt of a large programe o f met er slOltwasnst al




planned to install 25,000 meters in Rosario, starting with a first pilot of 8,500 meters. After
two months,the water utilityfaced enormoussocial issuesin many households, abe
inhabitantsdid not realise how much they were consuming, the bill suddenly often tripled.

This was socially difficult to accept for many of the consumers.

Though thiswas not theoretically legalthe companydecided to come back to the former
tariff systemfor two months to giveuserstime to take care of their connexions, as most of
the consumption came from a lack of maintenance of the house connexidheagidre
domestic leakageConsequentlytime was givento allow consurars to adapt to the new

regime.

Before this experimentpeople werelearly neglecting their connexions, atide tripling of
the bill clearly triggered a fairly accurate awareness of their importadfete four months
later, whenAguas Provincialegame back to the nmred tariff, consumptionsad dropped
severely, angubsequentlyhe level of billing and profitas well As a consequencAguas
Provincialesstopped the programme of installation of meters, because it was vieweti as no

profitable enough.

This paved the way to criticism pointing the rentseeking attitude of the group, in both
Buenos Aires and the province of Santa Fe. Profitability was emphasised as a central priority,
if not the only one. Against such reasoning, a new model emerged after the termination of the
contracs, fiercely claiming its nofor-profit nature, which needs to be critically assessed

(chapters and §.




Chapter 5

An iIncomplete tapestry

the new public management




In 2005 and 2007 respectively, the province of Santa Fe and the national government decided
to re-provincialiee and renationali€ of the water utilities. Even if official documents promote

the continuity with the time of OSN in Buenos Aires (AySA 2009), this new scheme did not
correspond, in both cases, to a simple reactivation of the fornidic ppanagement and
consequently requires some attention. Though these two models of public management offer

numerous similarities, we will analyse them separately, for the sake of clarity.

A/ The Aguas Santafesinas story: the province strikes back

1/ Institutional and normative changes: the end of the British model
of regulation and the temptation of municipalisation

The transition that occurred in the province of Santa Fe was clearly chaotic, and water
management has only come back to some stalilithe pasttwo years. The end of the
concession was marked by a highly muddled situation: the directors left the headquarters, and
the company remained without any CHE® months. Another source of instability came in
2007, after the Socialist Party wohet provincial elections against the Peronist Party,
followed by another six months vacancy at the head of the company. Within the company,
this led to conflicts with the union, and many employees took advantage of it to settle scores
and obtain the dismiakof some colleagues, creating a fairly deleterious working atmosphere
(interviews with managers and construction managers). Similarly, the regulator suffered from
a lack of leadership during more than two years, creating conditions for the deteriofation
capacity of control. A new director has been nominated about two sgarsvho was the

|l eader of a consumer sd assocrSadzcampaigti. hat was




Although the legal framework regulating the private company is still in flacee can

observe signs of the elimination of the British model of regulation. This model usually
consists in an independent agency controlling the compliance of the regulated company with
the contractual objectives and sanctioning deficiencies througystans of fines. In the
current system, the ENRESS is stildl direct|
nominations approved by the legislative power, but the company is now also under the
authority of the provincial government. Therefore, tégulator cannot fine the company, as

this would mean fining the province, i. e. its own supervision authority.

The practice of regulation, though it seems quite effective in terms of water quality controls
with an independent laboratory owned by the HSIS, is significantly loose in other aspects.
This is mainly due to three reasons:

- The regulator is highly understaffed. With 80 employees to regulate the 15 cities of the
concession area and the 347 cooperatives and municipal services in the regnas, this
decreased compared to the p&ak001, where 103 employees were regulating the
then 15 cities and 220 other local water utilities of the province.

- The regulator also suffers from a lack of public visibility and was even described by
someofitsmanager s as fAa wonder ful | i bBuahr y of
a lack of marketing can be partly explained by the low gwélmodernisation of
some practices, as the digitalisation of tasks is reduced to a minimum, if at all existent:
most ofthe tasks are still dealt with paper and not computing tools. This deficient
modernisation is deplored by the employees, but also reflects the problematic system
of financing, relying only on a fixed percentage of the bill, whereas most of the

experts cosidered the tariff as being fairly behind.
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- ENRESS is often skipped by the province. This is highly true regarding the vast
programme of aqueducts; as it is operated by the province and not directly by the
water utilities. Consequently, the regulator has detailed information and

possibilities of control ofhis infrastructure

To act the end of the British model of regulation, a new regulatory framework is in
preparation, promoting three ideas:
- the notion of water as fundamental right through the tramsftbon of the company as
a nonprofit organisationwith the legal status o$ociedad del Estad@¢Provincial
Society)
- municipalisatiorof services, following the model of Porto Alegre (Mehta et al., 2004)
- and the internalisation of the regulator.
Themunicipalisation igriticised internally within the company, for this would lead to the end
of the territorial solidaritythrough crossubsidiesthat prevailedto get the same price
regardless of the location. Thaeuld enhance water prices in the Idasbured cities such as
Villa Gobernador Galvez. Amongst the regulatory body, this project is also perceived
negatively, as it would attack its relative autonomy, making it directly depemaetite

executive power.

2/ A fragmented approach and a lack of comprehensive planning

This institutional instability had consequences in terms of water management, as it has
damaged thereationof a master plan on a losigrm perspective (interviews with employees

of Aguas Santafesinas and ENRES&nhe 2011




Thoudh water mains in Rosario and Santa Fe are respectively 120 and 80 years old on
average, no clear renovation mamve been designed, nor a global strategy of expansion.
The development policy has been modelled on the political rhythm, with oglad
fragmented plans. This will endanger the sustainability of the company, though the political

continuity in the last eleins in July 2011 opens room focantinuationof projects.

3/ Deficient maintenance and renovation, problems of financial
sustainability

The dependeneon the political rhythm also affects the maintenance of the whole network.
As the director of AguaSantafesinas states,is partly due to a huge problem of financial
sustainability. Such a situation paved the i@yaccusatioa of overstaffing, aghe payroll
remains the first budgetary expense; though the workfmasslightly increased since thee

of PSP, the enhancement remains really limited and with no comparison with the levels
reached at the time of DIP®S Yet, in spite of an official willigness to cover all the
operationcosts with an adequate tariff, the company reaches only 70% of cost recovery
without investing in any further expansion. This critical financial equation is aggravated by
the fact that budget proposed by the company to the provincial autisooiten reluced by

40%.

Unlike what happened in Buenos Aires, tariff increases did occur, but the increase of fixed
costs cumulated with a skyrocketing inflation of 20% per year created an unsustainable
situation where the cost of production (1.20 pesos/m3) issup&rior to the selling price for

consumers (0.86 pesos/m3).

% The DIPOS employed 2,000 people, APSF reduced it to less than a 1,000, and now 1,050 employees are
working for Aguas Santafesinas.




This hinders any financial sustainability, and consequently lowers the possible maintenance of
the systemA concrete consequencetbfsis the extremely high level of leakage and the very

low concern about leakage management, as there is no plan to reduce los$es/ghat
amounted to 53% in Rosario (including commercial and physical, the latter being beyond
33% of water production). Consequently, problems of water pressure at the ends of the
network, and even in some part of the centres of Rosario or Santa Fe, have sensibly
augmented (interview with managers of Aguas Santafesinas and personal observations).

Such a financial design makes the company highly dependent on subsidies provided by the
province, where water issues are apparently not the first political priority on the agenda. Yet,
one should also emphasise the absence of any financial help from the national government,
mainly due to political issues, as the Provincial government is motngofrom the same

party as the Presidenthis hageactivate a situation that occurred formerly between Rosario

and the provincial authorities (Almansi, 2010).

4/ A more participative and socially equitable tariff approach

However, some improvemendase noticeable in terms of social participation. To enhance the
level of transparency of tariff increasend make it socially more acceptable, a new
institutional framework has been designed, and every tariff increase has to be discussed in
public hearing (audiencia publiy, where all stakeholdersome togetheto defend their

positions. The first one occurred in March 2010.

For the consumersdé associations, this has r e
it has forced the company to publigs figures and to explain why tarsfineeded to be

increased. This resulted subsequently in the implementation of rising block faritfp to




80% for the biggest consumers, abandoning the socially inequitable system designed for the
privatised concessn only affecting a tariff according to the size of the apartment regardless
of the district. However, a tariff increase by 70 to 90% is still required to only cover the

operatonalcosts.

This demonstrates thamproving governance through involving congrs in decision
making can improve transparency and accountability, but can rarely deal with issues of
financing, access and operational management (Garande and Dagg, 2005; Wolff and

Hallstein 2005). The latter has been actually partly captured by thenge.

5/ The support of the province: a gigantic plan of extension

The main transformation operated in the new model corresponds to a vast programme of
network extension through a series of twelve aqueducts (see map), carried out by the
provincial autlority and costing US$ 1,500 milliéh The provincial governments, regardless

of the political party, have t hinfsastriceuleen t he

orientedo than the former privatised group.

% This will be financed by a fixed percentage of the provinse budge't (2. 4%) , and pos:
sources like the Fondo E<jm de Saneamiento and the FOSEM. Projects have also been presented to the World
Bank.




Map 4: Santa Fehe web of aqueducts
Source: province of Santa Fe

Though the design of these aqueducts has raised some political controversies,

finow, with the plan of aqueducts, we have a plan to solve supply issues at the scale of
the whole province. This will be achieved within 20 years, though this means a long
time for the political timescale, which means that this could change. This project of
agueducts is however not new, and it existed 30 years ago, as my father told me about
it at that time. The difference is that works have really started with the Peronist and

then the Socialist governments about tHie& years ago. So now, one of the
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aqueduts has been achieved, and there is a rather clear perspective for thethers

(commercial manager, Aguas Santafesinas)

The huge commitment of the provint@ achievethese works contrasts with the deficient
direct investment within the company. In otlesrds, the trend is to favour water production

rather than maintenance, which can be questionable in terms of sustainability.

6/ Social and environmental efficiency: the metering issue

However, such a trend must be balanced by the initiative of someemmhmanagers in the
South of the province regarding preservation of the resource and implementation of meters.
The benchmark was Capitan Bermudez, a city supplied at the time of DIPOS with incredible
performance figures: 92% of bill collections, few quaints and all metered connexions with
fairly lower consumption levels. This has triggered a large programme of installation of
meters to both improve the quality of service and preserve the regtabiee4) Though that
should result in aeduction inprofits in the longrun, some committed commercial managers
have defended the social and environmesitatainabilityof the project, which started last
year. Within two years, universal coverage by meters will be reached in the South of the

province, whegas the average level of metered connexion barely reaches 20%.

Distrito Current metered connexions | Meters to be installed till 2012
CRPITAN BERMUDEZ 7818 (100%)
GRANADERC BAIGORRIA 1232 1944
FUNES 1351 1920
SEN LORENEO 5504 1080
VILLAR GDOR GRLVEZ 741 4556

Table 4: Installation of meters in the Gran Rosario
Source: Aguas Santafesinas
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This illustrates perfectly social and environmental efficiency rather than economic
profitability (Spronk, 201Q) and shows the difficulties to unite the three pillars of the
sustainable development. This also reflects the fragmentation of the management and the lack

of overall planning, isolating too much sensible initiatives that would need to be scaled up.

B/ Th e AySA story: a revivified state -based approach of water
management

1/ The temptation of public corporatized company and the tariff issue

AySA experiences similar issues as Aguas Santafesinas in terms of tariff and low cost
recovery graph 3, astariffs have been frozen since 200this issue should be addressed by
the progressive transformation of the utility in a corporatized company in some aspects. In
this respectthe company has proposed-géar adjustment plan, which would allow covering

the opemtional costs, and will correspond to an almost 300% tariff increase in total (an

averagsslightly than 30% per year).

cost-recovery of operative costs
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Graph 2: Cost recovery of operative costs
Source: Molinari, 2009




In August 2011, a tariff increase by 300% has already eplemented but is still covered
entirely by public subsidies, on behalf of the humghts approach. However, the
government has already announced the progressductionof the subsidies in all sectors

(La Nacioén 13/08/2011), though it is too eatty know how and when.

2/ The transformation of regulation: a disempowered regulator

Regulatory issues are fairly similar ttosein Santa Fe. The British model has been
considered too much associated with the era of privatisation, and there is Galpwiiti to
change, if not to remove it. Consequently, the regulator cannot fine the company, and is
confined to a role of informationollection One of the few means it has to influence the
company is therefore to publish data and to stress potenfi@tigrcies in articles.

However, a twofold change occurred. First, one should note a tremendous décrease
complaints by consumers against the utility. This is both due to the low level of tariff and to
the end of the policy of disconnection like in Safe. Yet, this also reflects a fundamental
and historical attachmenas well asa cultural one according to many of the stakeholders
interviewed, to the public management of key services such as water, as no clear performance
enhancement has been cared.

The other change relates tgueeaterinclusion ofmunicipiosin the expansion projects. They
aredirectly includedin the board of the planning agerayd workin close collaboration with
AySA. Under tle system designed by the World Bank and the Argentinian government for
privatisation excluded the I#unicipiosoutside of Capital City, which was deplored by many
representatives of Aguas dentinas. This reflects a faimprovementof participative

managment and an inclusion of all stakeholders.




Capture of regulator and low level of inclusion of the stakeholders
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3/ The major role of government: a tremendous investment in
infrastructures

The former regulator ETOSSas actually been split into two entities, ERAS, the
disempowered institution in charge of consumers, and the APLA (Planning Agency), which is
an hapax legomenon in the Argentinian institutional landscape, and is in charge of the
implementation of the mastptan of the company designed in 2007 up to 2022. Unlike Santa

Fe, a clear and well defined planning infrastructure is in place.

Similarly with theexperiences in developed countries, the investments to expand the network
and to carry out the constructiom grominent infrastructures are processed directly by the
State. Enormous investments have been made to enhance the levels of water production and
the connexion to sewerage netwoiggaph 3, though some of the financing sometimes

experiences some delagplfle 3.

Year 2008 2009 2010 2008 - 2010
Detail Planned |Executed| Planned| Executed | Planned | Executed | Planned| Executed
WATER 309 290 935 639 1 839 1 016 3083 1 945
SEWERAGE 312 128 651 394 1 866 463 2929 886
TOTAL 621 419 | 1586 | 1033 | 3805 | 1479 [ e012 | 2931

Amounts are in K$ (pesos) without VAT and in nominal value
Summary of Investments - Plan of Expansion and Improvements

Table 5: Investments Plan of Expansion and Improvements
Source:data from APLA
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A new water treatment plant will be inaugurated in a few months in Parana de las Palmas and
the treatment plant General Belgrano will double its capeSityilarly, wastewater treatment

plants are being built in Berazategui and in the socially least femwatershed of the
RiachueleMatanza(mapsb5 to 8), emphasizing a prpoor policy targeting universal coverage

for health and social reasons.

Though some criticism sometimes points out a political logic in this expansion, if not
clientelisic, one has to admit that water and sanitation are provided to an immense number of
traditionally non-connected usergherebyimproving health and general living conditions.
This alsomakes the AySA modaeidriginal, mixing both logic of corporatisation andssions

of social or public interest to reach the universal coverage of water and sewerage networks.




A‘

Digue Lujan

Subsecsetieia de Recursos Hidrizor

Map 5: Area supplied with official network in 2006
Source: AySA
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Map 6: Major InfrastructureandPlan of ExpansioAySA 2020
Source: AySA




Map 7: Sewerage Networks. Areas supplied in 2006
Source: AySA

Map 8 Extension of sewerage networks. Plan Expansion 2020
Source: AySA










































































































