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ABSTRACT

Evidence regarding the drivers and the effects of remunicipalization remains in short supply.
In this paper we exploit existing analyses of earlier historical phases of the remunicipalization
of water delivery services to disentangle the role played by a range of different factors — most
notably overpricing and corruption under private ownership — in the decision to
remunicipalize these services. Additionally, we discuss what the effects of remunicipalization
might be in the light of the, as yet, somewhat sketchy evidence. In the specific case of water
tariffs, our analysis casts some doubt on whether the initial price reductions introduced
following remunicipalization are sustainable over time.
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1.- Introduction

While privatization of local public services, including that of water distribution, was a
prevalent policy in the last decades of the past century and the beginning of the current one,
in recent years remunicipalization has become a controversial policy issue.
Remunicipalization has affected a wide array of services and countries, particularly -but not
only- in the European Union. Its relevance has led some scholars to suggest that such process
is a rebalancing in the roles of the private and the public sectors in the delivery of public
services (Bonker, Libbe and Wollmann, 2016; Wollmann, 2016, 2018), while other scholars
argue that remunicipalization is a complete reversal of the privatization trend prevalent in
the past decades (McDonald, 2018).

Together with energy, local water services have probably been the field in which
remunicipalization has given rise to most debate and most policy action (Hall, Lobina and
Terhorst, 2013). After preliminary cases of water remunicipalizaton (i.e. Tucuman,
Argentina) at the end of the past century, several instances of remunicipalization were
initiated at the beginning of the current century, above all in Latin America. In 2000, for
example, the service was remunicipalized in the Bolivian city of Cochabamba (Nickson and
Vargas, 2002; Slattery 2003) and, in 2005, in the Bolivian city of El Alto-La Paz. In both
cases, the service had been privatized a few years earlier. In 2005, also, the water service in
the main cities of the Argentine province of Santa Fe was re-nationalized, and shortly
afterwards the same occurred in Buenos Aires and Cérdoba (Manzetti, 2016). Since then,
during the last ten years, dozens of cities have remunicipalized their water services. Among
the factors most consistently raised to justify the remunicipalization of water services are
disappointment with the results of privatization, the prices charges for the service under
private delivery, and claims of corruption and political favoritism.

In this paper, we seek to disentangle the extent to which each of these factors has triggered
the debate and steps towards remunicipalization. To do so, we deem it essential first to review
the public vs. private delivery debate, and more particularly what we already know about
prior remunicipalization processes in history. To this end, we discuss how alternative
theoretical approaches explain the municipalization of local public services back in the so-
called Progressive Era in the US, and in the same historical period in Europe. Because we
focus on local government services delivery, which is a downstream focus, we do not analyze
the upstream segment of each service, as this analysis is beyond our main objective.

Next, we briefly present and discuss existing evidence regarding the results of privatization,
specifically in the domain of water services. The empirical strategy we follow to this purpose
does not involve a full review of the existing evidence, but to focus on the already available
literary and statistical meta-analysis already available in the literature (Bel and Fageda 2007,
2009, 2017; Bel, Fageda and Warner, 2010; Bel and Warner 2008), as well as more recent
studies that provide additional insights.

If disappointment with the outcomes of privatization is a driver of remunicipalization, it is
of interest to analyze the empirical evidence, however scarce, on the drivers and effects of
this process. To this purpose, we briefly review and discuss all the all the multivariate
empirical works on drivers and effects of remunicipalization that we have been able to find
in the literature, or available elsewhere. This discussion serves as the backdrop against which
we discuss future prospects for remunicipalization and, more specifically, what the likely
effects on water tariffs will be in the short run as well as over a longer time horizon.



2.- Municipalization in retrospect
Municipalization of public utilities

In one of the most exhaustive analyses of the municipalization of public services, Gémez-
Ibaniez (2003) studied the history of the municipalization of public services in the United
States during the Progressive Era (Lough, 2016). His analysis found that during the initial
phase - towards the end of the 18th century and the beginning of the 19th century - the
private sector led the way in the construction of water, gas and, later, electricity networks.
However, the second phase - initiated in the middle of the 19th century - was characterized
by a progressive increase in the participation of local governments in the delivery of these
services.

This increase in public sector participation did not follow a univocal trend. In already well-
established sectors, characterized by substantive physical supply networks, such as water,
governments municipalized private companies that were already providing the service. At
the beginning of the 20th century, the expansion of public delivery had become a common
feature in all local services in the United States, but the role of government delivery diverged
according to the type of service.

The tendency to increase public ownership of energy supply was quite remarkable at the end
of the 19th century and the beginning of the 20th century (Werner, 1997). However, public
ownership never reached a hegemonic position: in 1920 it did not exceed 30% in the
electricity sector; in the gas sector, the share of public ownership, which before 1890 was less
than 1%, reached a maximum of 9.5% in 1910 (Troesken and Geddes, 2003: 376), and in the
following decade it fell to 4.5%.

Data provided by Melosi (1981) for solid waste collection show that, in 1880, just before the
municipalization process intensified, a third of the cities operated a public service. However,
by the end of the first quarter of the 20th century, two thirds of cities had public production,
while the participation of private firms fell correlatively. More interesting to note is that
municipalization was more intense in those cities in which the service had been subject to
both private provision and production. However, in the case of cities in which the provision
was public (municipal) and production was assigned to external companies (usually private),
the practice of municipalization was less intense.

Municipalization of water services in the US

Historical information about the water supply service is especially rich, as can be seen in
Gomez-Ibafiez (2003) and Melosi (2012). Table 1 shows the changes that occurred in the
United States in the period from the beginning of the 19th century to the first fifteen years
of the 20th century. At the end of the 18th century and during the first quarter of the 19th
century, the hegemony of private enterprise was indisputable: only one of the seventeen
existing networks was publicly owned. Yet, as the middle of the 19th century approached,
the intervention of the public sector in the construction of new networks increased and it
became hegemonic before 1875, to the detriment of the private sector.



Table 1 Ownership of water networks in the United States (1880-1915)

Year  Water networks Privately owned Share (%) of Publicly owned Share (%) of

(total) networks private firms networks public firms
1800 16 15 93.75 1 6.25
1825 32 27 84.4 5 15.6
1850 83 50 60.2 33 39.8
1875 422 195 46.2 227 53.8
1890 1,878 1,072 57.1 806 429
1896 3,179 1,489 46.8 1,690 53.2
1915 4,440 1,395 31.4 3,045 68.8

Source: Based on Gémez-lbanez (2003: 160)

Between the years 1875 and 1890 there was a new boom in the private sector, but this was
only a transitory phenomenon. Jacobson and Tarr (1995) attribute it to the temporary effect
of the major financial restrictions imposed on the municipalities by the federal governments
following the panic triggered by a succession of bankruptcies of municipal debt bonds in
1873 (Cutler and Miller, 2005). With the lifting of these restrictions, at the end of the 19th
century, the tendency for public ownership to increase reemerged, and in the second decade
of the 20th century, almost 70% of the water supply networks were publicly owned. By the
mid-20th century, the boom in public ownership was such that the new distribution networks
were publicly owned from the outset.

The municipalization of private companies already operating in this sector was key for the
public sector to achieve hegemony in the last decade of the 19th century. According to
Gomez Ibafiez (2003: 384), in 1897, only nine of the 40 largest cities in the United States
maintained private ownership in the water supply system, while in 19 of them ownership had
been transferred to the public sector, and in a further 12 it was the public sector that had
originally created the companies. If we focus solely on the largest cities, the services of 10 of
the 11 with a population of more than 300,000 inhabitants in 1900 were in the hands of the
public sector, with just one city continuing to deliver the service privately (Jacobson and Tarr,

1995).
Municipalization of water services in Europe

In Europe, during the 19th century, the intervention of private companies in the
management of local public services, especially in those of water supply, was not as great as
in the United States. Certainly, in many countries private companies had been created to
initiate the production of the service. Tynan (2001) reports on the participation of private
companies in the supply of water in London in the 19th century. At the end of the 18th
century, around 1782, a private company obtained the service concession in Paris.

More generally, the creation of water networks in Europe was first initiated in England during
the late 18th century. Expansion of waterworks in the first quarter of the 19th century was
characterized by the important role played by private firms, although public management
was also increasing (Millward, 2007). After the passing of the Public Health Law, in 1848,
public ownership quickly expanded and gained hegemony, making municipalization in
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England something of a precursory policy. The expansion of water networks was promoted
in Germany by English engineers from the second quarter of the 19th century, but in this
case the public sector had absolute hegemony in ownership and management of networks
(Barraqué and Kraemer, 2014), with some exceptions, most notably Berlin, where a private
concession was awarded in 1856 (Roth, 1987).

In France, private companies played a highly relevant role from the early stages of the
development of waterworks, and, as in other countries, the concession model generated
much criticism and acrimony from the middle of the 19th century. However,
municipalization was not the most frequent response. Christelle Pezon (1999, 2010, 2012)
shows that the concession model was replaced with lease and management contracts, in
which large investments were made by the public sector, while private firms provided minor
investments and took responsibility for system operation and maintenance. By the end of
the 19th century, however, many new water systems in France had been created by local
governments and were managed in-house (Pezon, 2012: 57).

In Belgium, the initial investment in the supply network was made around 1850 and
originated from private companies (Aubin, 2003). In Spain there exist relevant experience of
private participation in the management of their water supply services, but municipalization
was less intense than in other European countries and did not begin until well into the 20th
century (Nufiez Romero-Balmas, 1996). However, in most European countries, the public
sector imposed itself more quickly, and private enterprise was relegated to a position of
secondary importance. Millward (2007: 119) provides data on the municipal share of
ownership in water networks in the main European countries at the beginning of the 20th
century. This information shows that in Denmark and Sweden all waterworks were publicly
owned, followed by Italy (90%) and the United Kingdom (80%). At the other end of the
ownership spectrum, in Spain only 5% of waterworks were publicly owned, making it the
only country in which private ownership was hegemonic.

3.- Theoretical approaches and explanations of municipalization of local public
services

The public interest approach: market failures

Public interest theory accounts for the rise of municipalization in terms of the need to
safeguard public interest against the possibility of market failures. The monopolistic nature
of services such as water supply, sanitation or the energy sector has been used to justify
public ownership. Generally, the public interest approach emphasizes the difficulties of
extending services throughout the city, especially to its least populated areas and, given that
private companies find it unprofitable to extend a service beyond a certain point, there is
typically under-provision.

Jacobson (2000) conducted a study of the historical evolution of water service provision in
Boston, San Francisco and Seattle, and found that it was precisely private companies that
initially launched this service in each city. However, at the end of the 19th century, the public
sector took over service delivery. What is more interesting, however, is that in each case, as
the author points out, an identical event occurred: following public intervention there was a
significant increase in investment. Other cities such as New York, Baltimore, Houston and
Los Angeles also recorded an increase in investment following public intervention and the
municipalization of the service. For Jacobson, these experiences serve as a model for



understanding the expansive attitude of the local public sector. In their efforts to persuade
private companies to provide adequate services and to make the investments that urban
growth required, municipal governments faced many problems in relation to the prevailing
financial and contractual conditions. For this reason, many cities chose to municipalize the
service.

It was in the big cities that the demand for services increased first and, therefore, where
investments for the expansion and/or construction of the supply network were made. The
fact that it was precisely in the big cities that municipalization received its first boost can be
attributed to the fact that deficient investment on the part of the private sector failed to
satisfy demand, a fundamental motive for opting for public delivery (Cutler and Miller, 2005).
Against this backdrop, the significant growth in public finances at the end of the 19th century
and the circulation of public bonds help explain the subsequent progress enjoyed by
municipalization.

Yet, there are other reasons that help explain the municipalization process: including, the
existence of notable external effects (or externalities) associated with such services as water
and sanitation, or street cleaning and waste collection. These positive external effects impact
society’s health and environmental pollution. Yet, private companies do not have the
mechanisms to benefit from these external effects, which is why they had little incentive to
extend their services. The combination of these factors, together with the existence of
economies of scale and economies of density in the production of services, generated a
sizable space for the public sector to intervene.

It should, however, be borne in mind that the existence of reasons justifying public
intervention does not necessarily mean that these services have to be produced by local
government. If the aim is to comply with the objectives set, it is possible to adopt alternative
systems such as regulation. Yet, a possible explanation for favoring public ownership as an
instrument for the control of local services — as opposed to regulation — would seem to lie
in the European tradition for public intervention, which typically favors public companies
and the direct production of services. Hence, there is a tendency to promote municipal
ownership rather than other interventions, such as the allocation of public subsidies to
private companies not subject to public control. In the United States, however, the extension
of the public production of local services is not easily explained by recourse to a national
tradition of intervention, since the US has traditionally been inclined to regulate private
monopolies and implement antitrust policies. This raises the question as to why the
municipalization of companies increased to such a degree, when regulation was an equally
viable option.

The private interest approach: government failures

Those scholars that adhere to the theory of public intervention based on private interests
[building on insights from the seminal studies by Stigler (1971), Posner (1974, 1975) and
Peltzman (1976)] do not share the idea that politicians act in order to favor public interest or
improve social welfare. On the contrary, they prefer to address this question from the
perspective that, via their actions, politicians are self-seeking and strive, moreover, to win
political support. In this framework, a number of recent studies have sought to demonstrate
that municipalization is rarely the result of the existence of market failures.



Troesken (1997) and Troesken and Geddes (2003) claim that the frequency of public
ownership in the energy sector (electricity and gas) has been much lower than that in water
supply. This has come about despite the fact that in both sectors the cost characteristics of
the natural monopoly are basically the same. According to these authors, if both sectors are
characterized by natural monopolies, it makes little sense to forward reasons of market failure
when trying to explain municipalization. Troesken and Geddes (2003) take the disparities in
public ownership between the energy sector and water as a reason for invalidating the
arguments based on market failure, and Cutler and Miller (2005) subscribe to this same point
of view.

However, the conclusion reached by these authors is not necessarily correct. It might be that
the difference between the shares of publicly owned companies — water, on the one hand,
and gas and electricity, on the other — is compatible with the natural monopoly conditions
of each sector. Certainly, in both sectors there are networks that make duplicity inefficient.
Yet, it is also true that the energy sector has business segments, such as generation and
commercialization, in which competition is possible, something that does not occur in the
case of water. Thus, the difference in public intervention quotas between one sector and the
other may well reflect the greater shortage of competition in the water sector, which is
consistent with a greater share of public intervention in water, in line with the interpretation
based on public interest theory.

In rejecting arguments of health-related externalities, Troesken (1999) alludes to the fact that
investment in filters to prevent typhus and other diseases derived from water pollution was
the same or even greater in the case of private companies than in that of public firms.
Troesken and Geddes (2003) consider these data as proof of the lack of capacity of the
externalities argument to explain municipalization.

Interestingly, evidence offered by the author himself (Troesken, 1999, 2001) provides
support for the externalities argument. Based on the fact that public ownership does not
mean a greater investment in filters, Troesken (2001) concludes that the main reason
explaining why water companies were under public ownership was the transfer of income
from taxpayers to users, since water prices were, on average, 24% lower in public companies
than in private companies. Yet, the reduction in the price of water can be interpreted as a
positive investment in the health field, favoring the consumption of those urban population
groups with lower purchasing power and, as such, promoting an improvement in hygiene.
The lower prices charged by public companies might well reflect the objective of providing
access to the water network and making consumption available to the most impoverished
sectors of the population.

Additionally, the evidence provided by Troesken (2002) also points to the fact that the
improvement in service conditions for black communities was much greater in the case of
public companies. The author argues that the quality gap between black and white
communities narrowed much more rapidly in the case of public water companies. Likewise,
the decrease in typhoid diseases in black communities was much more marked in the case of
public delivery. In contrast, in the case of services with weaker links to health externalities —
such as energy and gas — there were no such differences between public and private
companies in terms of quality of services provided to black communities.

Finally, Troesken and Geddes (2003) add that the public ownership of gas companies was
more frequent in medium or small cities (Troesken, 1997), which is inconsistent with the
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argument of imperfections in the capital market (Troesken and Geddes, 2003). Were it to
have been true, and given the difficulties private companies faced to obtain greater resources
to carry out their heavy investments (while local governments enjoyed better facilities to
obtain financing), it would have been logical for the public sector to have developed more
in big cities, where municipal financing capacity and the need for investment have
traditionally been greater. Therefore, the more frequent participation of the public sector in
medium or small cities would be inconsistent with the argument of the financial restrictions
on the private sector as a justification for municipalization.

However, Troesken and Geddes (2003) fail to take into account that a fairly plausible
explanation for the fact that public sector energy companies have a greater presence in small
or medium-sized cities is that the potential for competition between gas and electricity
(partial substitutes) is much greater in big cities, and smaller in the rest. Therefore, market
failure would increase in intensity as the size of the city decreases, while the reduced presence
of public companies in large cities is consistent with the public interest explanation.
Moreover, the historical evidence discussed above in relation to water service delivery — in
which there is no room for competition — shows that public ownership, in this case, was
more frequent in large cities.

The analyses that aim to refute the theories of public interest, although based on suggestive
arguments and applications, are not entirely convincing. However, they do make it clear that
a focus on public interest alone does not explain, once and for all, the preference for public
property or its hegemony. To obtain a more complete and satisfactory explanation of the
municipalization process, an additional perspective needs to be added: namely, that related
to the problems derived from incomplete contracts and transaction costs.

Incomplete contracts and transaction costs: useful complements for the public interest approach

According to Gémez-lbafiez (2003: 157-158), in the first phase of the implementation of
these services, then controlled by private companies, local governments were unaware of the
limits that competition would have on them, and so they entered into long-term contracts
with very ambiguous rules — when, in fact, these existed — dictating the obligations of private
companies in relation to the quantity and quality of the services provided and their price.
After these initial experiences, contracting agreements became more detailed and included
more specifics; however, they quickly became obsolete because of rapid technical progress
and intense urban growth.

In the second phase of the expansion of these services, the supra-municipal organizations —
L.e. the provinces or states — became directly responsible for the regulation and supervision
of services related to the energy sector (Gémez-Ibanez, 2003), while the municipalities
continued to play a more important role with respect to the supply of water and sanitation,
and the collection of solid waste. This particular trend developed at the end of the 19th
century, and for this reason, regulated services at the supra-municipal level, such as energy,
experienced lower levels of public ownership; in contrast, this type of ownership became
much more important in services subject to direct municipal control, such as water and the
collection of solid waste.

Municipalization was not the result solely of factors related to cost structures and
technological change. Additionally, according to Jacobson (2000), the reluctance and lack of
capacity of municipal governments to regulate and impose restrictions on private producers



and consumers were also factors that affected municipalization. On the one hand, the
regulation of private operators must have been a highly complex task during the 19th century.
Troesken and Geddes (2003) report that the frequency of judicial suits was three times
greater in the case of private companies that were later municipalized than for those that
were not. Any interpretation of this situation is, of course, ambivalent. Indeed, Troesken and
Geddes suggest that these lawsuits could also form part of municipal strategies to instigate
expropriations. In short, we must choose between one of two interpretations regarding the
frequency of lawsuits: 1) they reflect objective problems of interaction within a framework
of incomplete contracts; or 2) we are witnessing attempts by local politicians to initiate
expropriations. In the absence of any further empirical evidence, any opinion depends on
the researcher’s particular views regarding the motivations and incentives of politicians.
Whatever the case, and whatever the real cause, it should be borne in mind that frequent
litigation represents a significant added cost to the general cost of the production of services.

Moreover, the exploitation of these services by private companies was often associated with
episodes of the corruption of municipal officials by private operators (Melosi, 1981). The
analysis undertaken by Adler (1999) indicates that the street cleaning services in the city of
New York in the 19th century were in the hands of private companies in the period 1823-
1826, produced publicly between 1826 and 1840, returned to the private sector from 1840
to 1881, before becoming public again after 1881. The main factors leading to these changes
were their excessive costs under public production and dissatisfaction with the results
provided by the private companies, and especially the impossibility of sanctioning effectively
the episodes of corruption that arose from the contracting process and the application of
contracts. For these reasons, the municipalization of services was seen as the best way to
avoid corruption in local politics.

In summary, the explanation of municipalization from the perspective of public interest
reflects the network characteristics of many local services, the problems encountered in
relation to investments derived from their natural monopoly status, the failures of the capital
market and the existence of major externalities. Public intervention was much greater in
services such as water, in which problems of competition were especially acute. Public
ownership and municipalization were adopted more frequently in those services in which
market failures were greatest, transaction costs were highest, contracts were most incomplete,
and the responsibility for public intervention had been vested in local governments (more so
than in the supra-municipal authority).

All in all, it is conceivable that with regards to public ownership (compared to private
enterprise) it was easier to make services mandatory — the cases of drinking water and waste
collection — and to allocate subsidies from the public budget for their financing (Gémez-
Ibafiez, 2003: 79). In the case of electricity and gas, there was greater room for competition
and for substitution (for example in public lighting), externalities were relatively insignificant,
and responsibility for the service was assumed by supra-municipal governments. All these
factors help explain why public ownership was lower in the production of energy services,
and public intervention made much greater use of regulation.

4.- Privatization: Drivers and effects

Seen over a longer time horizon, the prominence that the privatization of public services
enjoyed in the last quarter of the 20th century and the beginning of the current one could
have been a reversal of the progressive movement unleashed roughly one century earlier.
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Increasing criticism of the consensus around public interest theory as a driver of public
intervention, together with increasingly disturbing evidence regarding the results of
government intervention [recall once again contributions by Stigler (1971), Posner (1974,
1975) and Peltzman (1976)], paved the way for a cyclical reversal in the balance between
public and private solutions to the pseudo-market of public service provision.

The privatization of public services has been a controversial issue that has triggered a
substantial number of analyses seeking empirical evidence on its drivers and effects. In what
follows, we first discuss briefly the available evidence on factors explaining privatization,
before turning to focus on what is known about its effects.

Drivers

Economic-related factors are the main drivers of the privatization of public services, in
particular, the pressure from fiscal restrictions and the search for efficiency improvements.
Fiscal constraints appear as influential factors in most early studies conducted for US
municipalities and for multi services (Bel and Fageda, 2007), but they are not so clear in one-
service studies. Further research (see Bel and Fageda, 2017) expanded this evidence for
Europe — using different indicators of fiscal constraints and more robust techniques — and a
positive influence of financial and budgetary constraints on privatization is a common
outcome, regardless of the region or the set of services (single versus multi) for which the
study was undertaken.

In the case of efficiency (related that is to the objective of making cost savings), two issues
are of particular importance. One of them is the scale of operations at which the specific
service was operated. In order to exploit scale economies, small municipalities benefited
more from privatization, and eatly studies, particularly for the solid waste sector, tended to
find a negative relationship between privatization and population (Bel and Fageda, 2007).
However, more recent studies have tended to find a positive relationship, a change explained
by Bel and Fageda (2017) in relation to the fact that transaction costs for small municipalities
implementing privatizations might be relatively higher. Indeed, the empirical evidence
generally confirms the negative relationship between transaction costs and privatization.
Moreover, larger municipalities typically have better managerial capabilities to handle this
type of reform process, while small municipalities have increasingly come to adopt alternative
mechanisms (to privatization) to exploit scale economies, such as inter-municipal
cooperation (Bel and Warner, 2016), with positive results (Bel and Warner, 2015, Bel and
Sebo, forthcoming). In the more recent literature, the search for economic efficiency has also
been tested by considering the level of market competition that would make efficiency
improvements and costs savings more likely (i.e. Hefetz, Warner and Vigoda-Gadot, 2012;
Hefetz and Warner, 2012).

As well as questions concerning fiscal constraints and economic efficiency, factors related to
politics have also been studied in the literature. In this regard, since the meta-analyses
conducted in Bel and Fageda (2007, literary; 2009, meta-regression), it is customary to
distinguish between political interests and ideological decisions. The former refers to the
partisan objectives of seeking support to stay in office, by promoting, for instance, the
preferences of the closest interest groups. Frequent findings in this regard are that political
interests are particularly significant in small municipalities as well as in the wealthiest
municipalities. As for the influence of trade unions, although most studies analyzing this
question have issues of endogeneity, Bhatti et al. (2009) find evidence of a negative
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relationship between public employees and privatization, after addressing, that is, the
endogeneity of the former.

In the case of ideological attitudes, the ideology of local government had no apparent
influence on the privatization decision in most studies (Bel and Fageda, 2007). This has also
been the general trend reported in most recent studies analyzing the role of ideology.
However, a non-trivial number of studies have recently challenged that finding (Bel and
Fageda, 2017). Particularly interesting in this regard is the division drawn in studies for
Scandinavian countries (i.e. Petersen, Houlberg and Christensen, 2015) between technical
services — such as roads and refuse collection — and social services — such as primary schools
and care for the elderly. Within this context, the privatization of technical services seems to
be little influenced by ideology, while the privatization of social services appears to be
ideologically driven (i.e., Elinder and Jordahl, 2013; Petersen, Houlberg and Christensen,
2015; Guo and Willner, 2017).

Effects (with special reference to water privatization)

The effects of the privatization of public services has been a much contested and widely
studied question. While early studies tended to report cost savings with privatization,
particularly in the delivery of such technical services as solid waste management and bus
transport, the overall evidence does not indicate systematic cost savings with private
production, as shown in the meta-analyses conducted by Bel and Warner (2008) and by Bel,
Fageda and Warner (2010). Petersen, Hjelmar and Vrangbak (2018) report more recent
evidence, and their analyses suggest that cost savings were more frequent in older studies
than in newer ones — as noted in Bel, Fageda and Warner (2010). Furthermore, they find that
cost savings were more likely to appear for technical than for social services.

Beyond these general results, here, we are particularly interested in evidence related to water
services. In this regard, there is mounting evidence for different aspects of the service,
including efficiency, prices, accessibility and quality, as shown by the literature reviewed in
Bel and Warner (2008) and Bel, Fageda and Warner (2010) — focused particularly on private
management and efficiency — and the more recent and broader reviews undertaken by
Gonzalez-Gomez and Garcia-Rubio, (2018), Porcher and Saussier (2018), and Silvestre,
Marques and Gomes (2018), which address other dimensions of the service.

The actual costs of water services are extremely difficult to identify, as private companies are
reluctant to supply this information (production costs), and more often than not users pay
direct to the water company, which means data on total payments to the producer (service
costs) are not usually available. For this reason, efficiency has been the main proxy for
analyzing potential cost differences between public and private water delivery. And in that
regard, it is a well-established outcome in the literature that efficiency does not differ
significantly between private and public management. A non-trivial fraction of studies
actually reports greater efficiency with public management. Indeed, the lack of superiority
demonstrated by private management has been quite evident since the very first empirical
studies analyzing the productivity of water by management type, as reported and discussed
in Bel and Warner (2008) and statistically analyzed in Bel, Fageda and Warner (2010). Note,
however, that the performance of public management in developing countries appears to be
slightly worse than in developed countries, compared to private management (Carvalho,
Pedro and Marques, 2015; Cetrulo, Marques and Malheiros, 2019).
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Perhaps because available evidence on public-private ownership and costs/efficiency is so
consistent, greater emphasis has been placed in recent studies on the relationship between
the production form and user prices. Here, outcomes are more varied, although most
analyses find that private management is associated with higher prices than those charged by
public firms. Most studies conducted have been done so in Spain and France, which is
consistent with the fact that these are the two European countries with publicly owned water
networks in which private delivery also enjoys a high rate of participation. In both countries,
private companies tend to charge higher prices than those charged by public production (for
France, see Carpentier et al., 2006; Chong et al., 2006; for Spain, see Martinez-Espifieira,
Garcia-Valinas and Gonzalez-Gomez, 2009).

However, in the case of France, several studies suggest that this price differential is only
relevant in the case of small municipalities, and not in that of their larger counterparts
(Chong, Saussier and Silverman, 2015; Porcher and Saussier, 2018). Furthermore, in an
interesting study by Valero (2015), the relationship between prices and the form of
production (public vs. private) is controlled precisely for the endogeneity of the choice of
this production, the author finding that the higher prices charged under private management
are a consequence of idiosyncratic factors related to costs (private management being chosen
for more complex service conditions), rather than of the form of production itself.

Outside France and Spain, private management is associated with higher prices in countries
such as England and Wales (Saal and Parker, 2001; recall that network ownership there is
private as well), Germany (Ruester and Zschille, 2010), Portugal (Silvestre and Gomes, 2017),
and several countries in Latin America (Andrés et al., 2008). Note as well that a few studies,
specifically for North Carolina and for Italy, did not find any differences in price (Gonzalez-
Gomez and Garcia-Rubio, 2018). It is interesting to note that in the case of Italy, Romano,
Masserini and Guerrini (2015) control for choice of production form in the same way as
Valero (2015) did for France.

Effects on quality and accessibility

Research on the consequences of the privatization of water services has paid increasing
attention to their impact on accessibility and affordability. Evidence here remains scarce and
mixed, and heavily focused on Latin American countries, above all, Bolivia and Argentina,
where privatization was later followed by renationalization. McKenzie and Mookherjee
(2002), Galiani et al. (2005) and De Oliveira (2008) find increasing coverage with private
management in, respectively, Bolivia, Argentina and Brazil, while Clarke, Kosec and Wallsten
(2009) find no significant impact of private management in these three countries. Outside
Latin America, Lee (2011) reports the negative impact of private management on access and
affordability in Malaysia.

Finally, there is some evidence regarding the relationship between private management and
quality. Porcher and Saussier (2018) report a set of econometric studies conducted for France
and the US. While the studies for France point to an improvement in water quality, the results
for the US are contradictory and do not allow any clear conclusions to be drawn.

5.- Drivers of remunicipalization of water services

Evidence regarding the drivers of the remunicipalization of public services has been provided
mainly by case studies, such as those conducted for water services in the Bolivian cities of
Cochabamba and El Alto-La Paz (Nickson and Vargas, 2002; Slattery 2003) and in the
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Argentinian cities in the province of San Rafael, Buenos Aires and Cérdoba (Baer and
Montes-Rojas, 2008; Manzeti, 2016). In these cases, specific issues related to contract failures
and price increases triggered remunicipalization. For Europe, Hall, Lobina and Terhorst
(2013: 199-200) have studied the remunicipalization of water services in Paris and Grenoble,
identifying as drivers issues such as the mistrust of private firms due to overpricing and
corruption, as well as political pressure from ‘green’ politicians and activists.

Beyond these case studies and anecdotal evidence, analyses based on large samples and
employing multivariate statistical techniques remain scarce. Several multi-service studies have
been conducted for the US (Warner and Hebdon, 2001; Hefetz and Warner, 2004, 2007,
2012; and Warner and Aldag, forthcoming), tending to conclude that reverse privatization is
a pragmatic decision rather than a political or ideological one. For the Netherlands, Gradus
and Budding (forthcoming) study the remunicipalization of solid waste collection and report
the slight influence of ideological factors.

In the specific instance of the remunicipalization of water, two studies are available in the
literature. Campos-Alba et al. (2017) conduct a separate analysis of several local services in
Spain, among them water, and find that water — in common with other technical services —
is less frequently remunicipalized than personal services (contradicting data reported by
Albalate and Bel, forthcoming), and that remunicipalization decisions are pragmatic rather
than ideological. The most complete study on water to date is Chong, Saussier and Silverman
(2015), who analyze water prices under private and public management and the drivers of
remunicipalization. They find that prices tend to be higher under private management,
especially in municipalities below 10,000 inhabitants. Furthermore, they find that smaller
municipalities with private management and an overpriced service tend to switch private
providers, whereas larger municipalities with an overpriced service tend to remunicipalize.
However, ideology does not appear to be a relevant factor.

6.- Effects of remunicipalization. What to expect?

No robust evidence is yet available on the effects of the remunicipalization on different
dimensions of water services, and the debate on this question has been largely dominated to
date by anecdotal evidence and politically grounded assessments. However, by taking into
account what the effects of water privatization were in the past, we can derive certain
indications as to what the effects might be of water remunicipalization.

First, recall that neither service quality nor accessibility and affordability were negatively
correlated with private management; therefore, we should not expect relevant changes in
these dimensions of the service following remunicipalization. Likewise, no relevant
systematic effects on efficiency should be expected, as efficiency under private management
did not appear to be systematically different from efficiency under public management.
Transparency and corruption, however, should be a different story, given that they have been
strong drivers of remunicipalization in such cases as that of Grenoble. As Hart, Shleifer and
Vishny (1997) point out, rent-seeking politicians tend to engage in patronage and
overemployment with public production, and to use private production to obtain material
rents. Therefore, remunicipalization should reduce concerns about corruption, but care
should be taken not to increase political patronage following remunicipalization.

The effects of remunicipalization on water prices are more complex to estimate, given that
higher prices under private management have been an influential driver of
remunicipalization. On the one hand, municipalities such as Paris lowered their water prices
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immediately after remunicipalization (Le Strat, 2010). Yet, other assessments suggest that
investment after remunicipalization is significantly lower than it was under private operation
(Schiffler, 2015). A recent study by Chabrost, Porcher and Saussier (2017) conducted with
hundreds of French cities should shed some light in this regard. Indeed, the authors find that
the price of water distribution is significantly higher under private management, but that
water leaks are significantly higher under public management, which would suggest
underinvestment with public delivery.'! Hence, if cutting investment is indeed the
consequence of reducing prices after remunicipalization, lower prices may not be sustainable
over time.

It is well known that in sectors subject to regulation and in which competition is weak, prices
do not necessarily reflect costs. In fact, prices may differ substantially from costs. Water
distribution is one such sector. This means that the differences in prices between private and
public management may well simply be hiding different policies with regard to cost recovery
via revenues. Porcher (2017) studies prices in the water sector in France and finds — as usual
— that prices are higher under private management, but that this difference disappears when
accounting for what Porcher calls the ‘hidden costs’ of water: that is, “the price taking into
consideration debt refunding of the public service which could increase the price in the
following years” (Porcher, 2017: 166). His empirical analysis shows that under private
delivery tariffs are higher, but debt level is lower; thus, price follows the full-cost recovery
criterion more closely under private management, whereas under public management prices
are lower but debt is higher.

While Porcher’s (2017) is the only study of the ‘hidden costs’ of the water service of which
we are aware, it is worth noting that his results are consistent with those found by Bel and
Miralles (2010) for solid waste collection in Catalonia (Spain). These authors compare
revenues from fees for solid waste collection and the costs incurred for the service under
public and private management and find that municipalities with private management charge
higher rates for the service, but have a lower service-related deficit. That is, budget subsidies
to the service are significantly higher under public management. Based on their results, Bel
and Miralles suggest that privatization may have been used as a tool to reduce public deficit
by means of increasing cost recovery through higher user payments.

7.- Final remarks

Remunicipalization has become something of a controversial issue in recent years, although
its practice has not increased as much as was expected following the well-known cases of
water remunicipalization in Paris and Berlin. The analysis of municipalization in historical
perspective offers us some insights that are useful for understanding the drivers of water
municipalization in recent decades. Concerns with overpricing and corruption under private
management emerge as the most influential factors behind remunicipalization, while
ideological pressures seem to play a much less relevant role. In this regard, the public interest

! Political dynamics at play can also be interpreted here: municipalities needing important investments
tend to involve the private sector, to let it make investments and increase water prices
correspondingly. In that way, customers will put the blame of price increases on the private sector.

2 In this regard, it is interesting to note that in Italy in 2008 the Galli reform was introduced with the
objective of promoting the private management of water delivery, including the criteria of full cost
recovery and consolidation of services at the provincial level. The associated suppression of subsidies
would have caused a sharp increase in user prices, which led to social discontent and the rejection of
the Galli reform in a later referendum. I owe this suggestion to a referee. See Massarutto (2012) for
an analysis of the water sector reform in Italy.
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approach seems to be more useful than that of the private interest for explaining
privatization. Systematic evidence on the economic effects of remunicipalization is extremely
scarce. Note, however, that investment seems to fall after remunicipalization, contrary to
what occurred in the Progressive Era in the US.

A study of contractual and transaction costs also sheds some light on the drivers of
remunicipalization. Public concerns with regard to relatively high prices under private
delivery can be addressed by means of higher budget subsidies to the service, but this is more
politically viable under public than under private management. As such, this could trigger
remunicipalization.

Existing evidence on ‘hidden costs’ (be it based on lowering investments or increasing debt)
and budget subsidies to cover the operational costs of the service, although still scarce, cast
reasonable doubt on whether immediate price reductions after the remunicipalization of
water services are sustainable over time. Clearly, this is one of the most controversial issues
regarding the effects of water municipalization and tariffs and more research will
undoubtedly be devoted to clarifying matters.
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