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| ntroduction:

The last few years have witnessed significant gitemby a number of
municipalities across the globe to reverse or raneprivate sector involvement in water
services delivery to citizens. In 2004, for examglee City of Hamilton in Ontario,
Canada, decided not to renew its contract with AcaeWater Services after 10 years of
“‘marriage” (Ohemeng and Grant 2008). In SeptemB@82the Mayor of Paris, France,
announced that in June 2009, the City’s water dgjivservices would be restored to
public ownership. In short, the contract that they ©f Paris has with Veolia and Suez,
two well-known transnational corporations in thetevadelivery business, will not be
renewed. This is after Grenoble, another city ian€e, had abrogated its contract with a
private sector corporation for the delivery of water (Avrillier 2005; Hall and Lobina
2001). There are similar experiences across theofeBurope and North America, as
well as in some developing countries (Braadbaadb2Candeias et al. 2008; Cohen and
Eimicke 2008; Hachfeld 2008; Kirkpatriek al. 2006; Lobina and Hall 2007; Mulreany
et al 2006).

What makes this re-municipalization of water segidelivery baffle many is
that, in the not too distance past, privatizatiompvate sector involvement in the water
business was touted as the best service deliveargrnofor cash-strapped municipalities.
Furthermore, the involvement of the private sest@s seen as the panacea for the
perceived inefficiency, ineffectiveness, and unactable nature of the public sector
(Araral 2008; Parker and Saal 2003; World Bank 1985 noted by Rodriguez (2004:1),
“in some instances, there has been a relentlegs i ‘privatization’, promised almost

as a panacea, with no regard to whether the wattorsor specific projects might appeal



to private investors, even under more auspiciomslition.” The idea culminated in what
scholars described as New Public Management (NBNgertaken by the new political
right, its key proponents being Margaret ThatcHegeat Britain and Ronald Reagan of
the U. S. (Hood 1992; Pollitt; Savoie).

Under this new philosophy, the assumption was thatperceived inefficiencies
and ineffectiveness in service delivery exhibitedtlire public sector could be overcome
in no time by the private sector, which had showsemendous leverage in service
provision. There was also the notion that bringimg private sector into service delivery
would dismantle the monopoly enjoyed by public aigations over such services. Thus,
it was projected that opening up service delivepace would create much-needed
competition. In such a competitive environmentuf&@ to find innovative ways to deliver
services would automatically lead to an organizésiodemise. In essence, such a
competitive environment was expected to promotedéa of the “survival of the fittest,”
which would inevitably ensure better service delyvat a lower cost to consumers, since
organizational survival would be paramount.

It is within this milieu that governments in devedal and developing countries
and at all levels of society, embarked upon theckefor alternative forms of delivery for
their public services. This resulted in the prization, or contracting-out, of a number of
such services (Megginson and Netter 2001). Inespitthis, and as already indicated,
many of the public services that were privatizezl laging returned to public delivery, not
only in developed countries but in developing oasswell. Notably, this return from
private to public hands is occurring more and morthe area of water and wastewater

delivery.



Why are municipalities de-privatizing their wateerdaces delivery? Did the
promises of privatization fail? We argue the prization of water services delivery was
based on the false premise that the market is mibicent, effective, and accountable
than the public sector, and that the private sdeited in no uncertain terms with respect
to its promises to deliver (Vinnarnd Hukka 2007). Furthermore, the idea of reduced
costs through private sector involvement in sendeévery, and the so-called savings
that the private sector promised, could not beilledf. This failure has led to what
Candeia%t al (2008) have described as the “crisis of privaimra” We will support this
argument using two cases drawn from Canada andJthied States: Hamilton and
Atlanta. These cases merit our attention in vievthefr nature and also for the fact that
they represent the largest water privatization slaal each of the two countries.
Moreover, they were supposed to be the models, hwbkher municipalities were
expected to emulate. In short, the two cases peoaidaluable lesson in the politics of
privatization to policy makers who may be conteriptafollowing this path in service
delivery.

The paper is divided into four parts: the first tpdiscusses the concept of
privatization and what it is intended to achievénisTis not an in-depth analysis as
privatization has been accorded a tremendous ammfuattention in the New Public
Management literature. In short, the discussiore hermore a summary of what has
already been put forward by scholars interestetthénsubject matter. What follows is a
brief history surrounding the two cases. The airtoiprovide a little background for the
reader. The third part looks at what has happeméle two cities after de-privatization,

while the final section provides some analysis emacluding thoughts.



What is meant by Privatization and De-privatization?

A significant amount of literature has been prodiloe the issue of privatization,
and yet, no consensus has emerged among scholdcs veisat the concept actually
means. This has created what may be described @efimtional quagmire, which
continues to bedevil scholars interested in thgestiblt is not our intention to weigh into
this definitional quandary; however, we find doécessary here to define the concept, so
that readers will understand what we mean. We viobonumber of scholars who have
defined the concept in broader, rather than namoweFms. In the latter sense, the
concept denotes the complete sale of a public aedelivery entity to a private sector
organization, as witnessed in many European anéloj@wg countries. In the former
sense, it means the opening up of the public sectora to private sector entry. In this
way, privatization refers to the “transfer of assatd/or service functions from public to
private hands. It includes, therefore, activitibattrange from selling State Owned
Enterprises to contracting out public services pitivate contractors” (Hodge 2000: 14).
To be more specific, we view the idea as a goventisi@attempt to use the private, and
other independent sectors (voluntary and non-gonemal organizations), to deliver
public services with the aim of improving the caorteand implementation of such
services or public programs (Henry 2001: 95).

De-privatization is the opposite of privatization @efined above. It simply refers
to the return of a privatized public service backiri-house delivery, or to the public
hand. Some scholars refer to this phenomenon ier atlays. Martin (1999) and Hefetz
and Warner (2004), for instance, see this processoatracting back-in. Martin (1999)

sees contracting back-in as competitive biddinggretocal employees contract to bring



the work back in-house. In short, it is an attetopise the market mechanism to reverse
privatization. We, however, completely disagreenvitis view. We believe that bringing
service delivery back in-house (to public deliveis/a consequence of public displeasure
surrounding private delivery of a service. We coneith Hefetz and Warner (2004) who
assert that contracting back-in, in all cases, lt@duom disappointment with service
quality, or difficulties with contract specificaticand monitoring. In a number of cases,
Hefetz and Warner (2004) also found that intermatess improvements through labour-
management cooperation were associated with thsided¢o bring service delivery back
in-house (173).

As already mentioned, the idea of privatization wasmised on four fundamental
grounds: efficiency, effectiveness, cost-savingg] aompetition,. In short, these four
words constituted the main menu on the privatizatable. They also served as grounds
for the privatization decisions in Atlanta and Hton and have received a good deal of
discussion in the literature on alternative serdebvery. In the next few pages, we will
discuss these four issues as they relate to goestshattempt to alter service delivery in
the public sector. In a nutshell, the question wiend to address here is why did
governments embrace privatization in the first ptac

The first important point, which seems to have ire significant discussion as
the reason behind governments’ privatization pnogradeals with efficiency (Araral
2008; Braadbaart 2002; 2005; Megginson and Nefi@B82Shirley 2000). The attention
accorded efficiency is as old as many of the debsiierounding the role of government
in economic development. Efficiency has thus combé understood more generally in

economic terms. In this sense, it refers to the afseesources in such a way so as to



maximize the production of goods and services (Barlly 1991). As noted by Sullivan
and Sheffrin (2003), a system can be called ecoculiyiefficient if (a) no one can be
made better off without making someone else worf§e(b) more output cannot be
obtained without increasing the amount of inputsd,ac) production proceeds at the
lowest possible per-unit cost (15). In a nutshat,economic system can be said to be
more efficient if it can provide more goods andvemss for society without using more
resources. Market economies are, therefore, géndieved to be more efficient than
other known alternatives since they tend to utifieeer resources in the provision of
goods (Hardiman & Mulreany 1991; Niskanen 1971li%an & Sheffrin 2003; Wolfe
1979).

According to Araral (2008: 1), the efficiency ideaggests that public service
delivery will improve under private ownership besauhe private sector is “obviously”
more efficient than the public sector. For Braadb@D02) also, the argument centers on
the notion that more private sector involvemenpimblic service delivery, especially in
utilities, will spur industry performance since vate utility management is inherently
more efficient than public management. In additjorvatization goes hand in hand with
efficiency-enhancing competition. Moreover, prization provides a catalyst for much-
needed institutional reform, which will then leaal the nurturing of a healthy arms’
length relationship between politics and business.

Writing on the need for privatization in the wasgrctor in developing countries,
Mary Shirley (2007) has noted that the rampant ficiehcies, waste, and
underinvestment common within such sectors hasrlest economists to conclude that

water utilities should be managed as enterpriséis wcentives to operate efficiently at



100% coverage of the population. According to ®lyirlmany economists believe that
regulated private operation or ownership couldease a utility’s incentives to demand a
return on assets, to expand coverage, and to epeffatiently. In many cases, therefore,
the official reason for engaging in privatizatiento relieve the state from the burdens of
inefficient state enterprises and to create revéoiuthe government.

A second factor, related to efficiency, is effeetiess. Effectiveness is much
more concerned about the timing of service deliveyt is linked to efficiency since
such timing may require either fewer or more resesir Effectiveness is one of the key
drivers of novel alternative arrangements for servdelivery; hence, demonstrating
effectiveness and reporting on it are key requirgseor delivery organizations.
Notwithstanding its perceived importance, effeatiess is an organizational dynamic that
haunts managers, since there is no consensusmmatdahe term actually means or how it
should be measured. Various explanatory models haen developed (Njoh 1994);
however, with respect to privatization, effectiveneseems to refer generally to how
organizations use resources to achieve their goalss, it could be said to relate to the
timely delivery of service to clients or citizens.

A third factor in the drive for privatization iselpotential savings that may accrue
to a government and which can be used to improgev@rnment’s financial position
(Bozeman 2007; Megginson and Netter 2003; Moore/1L98erris and Graddy (1986)
have identified three key reasons governments asecdming out in favour of the
decision to privatize services. These are costggvielated to “scale economies, sector
differences in labour practices, and competitioroagnsuppliers” (332). However, the

price of these cost-savings is a reduction in gavent’'s ability to manage the service



delivery process, the quality of the service, ahd tistributional objectives of the
service. Where service discontinuity is a problg¢omt production can provide cost-
savings while providing some protection againstviser disruption. Loss of quality
control can be minimized through contract spediitcaand performance monitoring, but
these options are affected by; (a) the tangiblerasservice outputs, and (b) the
complexity of the product. The ability to achievestdbutional goals €.g., targeting
benefits to specific social groups) is also dintied if a private firm produces the
service, as such firms are inclined to adminisendbits as cheaply as possible, “not in
any politically optimal way” (333).

Finally, the idea of creating competition, whichllwiltimately lead to achieving
the three objectives discussed above, has alsoumshas a rationale for privatization.
There is a voluminous amount of literature on th@act of competition (Hart 1983; Li
and Xu 2002; Sclar 2000; Vickers 1995; Vickers aiadrow 1988), and it is consistently
claimed that there is a direct correlation betwpawmatization and competition, in that
competition increases the gains from privatizateord vice versa (Li and Xu 2002;
Vickers and Yarrow 1988).) Hart (1983), for exammegues that competition reduces
the slack resulting from the conflict of intereststween owners and managers, when
owners are not able to monitor the managers’ astigvarzynski (2003) is of the view
that competition creates interdependence among fsathat firms in which agency costs
are high will be disciplined by firms run directlyy an owner, or where better cost-
monitoring exists. In Vickers’ (1995) opinion, coatpion improves incentives for
efficiency by allowing relative performance evaloat and enriches the information base

on which contracts may be written.



While many believe that the nature of the watetmedoes not lend itself to the
kind of competition envisaged under privatizatisome scholars think otherwise (Cowan
1997; Noll 2002). Cowan (1997) is of the view thampetition can be harnessed to bring
needed efficiency, effectiveness, and cost-savioghe sector. He has thus identified
five types of competition that can be applied te wmater industry. These are yardstick
competition, competition for the market, contragtinut of services, capital-market
competition, and product-market competition (85).

It is within the context of these four factors,i@kncy, effectiveness, cost-savings
and competition, that we intend to analyze on vtbak place in Atlanta and Hamilton
with respect to water and wastewater privatizatias,well as with the decisions and
processes associated with de-privatization. Whikdvis is a brief discussion on the

background and the privatization and de-privatraprocesses in the two cases.

Privatization and De-privatization in Atlanta: Background Analysis'

The privatization and de-privatization process @umding Atlanta’s water and
wastewater service delivery has been well docunderiteés, therefore, not our intention
to revisit or discuss the entire case. What wenthti® do is to provide a short summary
of the events that led to the privatization andsggjent de-privatization of services.

Atlanta is one of the many U.S. cities that hadbfms delivering water to its

citizens during the 1990s. This problem emanateomfrits dilapidated water

! This section draws significantly on a number of kgoparticularly, Steven Cohen and William Eimicke
(2008) The Responsible Contract Manager: Protecting theblRReulnterest in an Outsourced World
Washington, D.C; Georgetown University Press, atraffi, and Steven Labovitz (1999) Privatization of
the City of Atlanta’s Water System: A Cost Savimgiiative and a Plan for the Future, WRPMD 1999 —
Preparing for the 21st Century, Proceedings 8 28nual Water Resources Planning and Management
Conference



infrastructure, which, at the time, serviced mdrant 142, 000 customers with over 2,400
miles of pipe. Before privatization, the City ownadd operated two water treatment
plants, which had a combined capacity of 184.5iomllgallons per day. It also had a
joint ownership with Fulton County in another wategatment plant. These systems
were operated by the Atlanta Department of Watertae Department of Water Works,
under the auspices of the Division of Wastewatevi€es and Sewer Division (Labovitz
1999).

Due to enormous population growth and the lack edéded investment in the
water sector, the City began to experience difficul meeting its obligation as a water
and wastewater service provider, which, by 19970umted to about $50 million a year.
Furthermore, the City had difficulty complying witktringent state and federal
environmental standards and thus faced a numb&awsuits from the Environmental
Protection Agency (Labovitz 1999). As a result bistseemingly desperate situation,
Mayor Bill Campbell (who was initially against patization), decided to privatize the
entire water system and one of the wastewaterntez#t plants in December of 1997.
This was by way of contracting-out management oérafoons. The remaining two
wastewater facilities and the sewer system welteetee-engineered (Cohen and Eimicke
2008; Labovitz 1999; Ramage 1998; Segal 2003).

As explained by Cohen and Eimicke (2008: 187), 4Ath decided to privatize its
water services in an attempt to solve a fiscalrather than to deal with a water supply
or quality problem (although there was a potergraironmental crisis looming in the
background).” This decision was taken after a cttastihired by the City to assess the

water and wastewater operating systems had recodedea number of alternative
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mechanisms to meet the City’s need. According tboléz (1999: 1), “the consultant
team constructed eight alternatives for cost-savithgt involved a combination of re-
engineering and reorganization of existing systeand management, outsourcing of
certain non-core services, and system managemehtamiract operations by private
entities.”

The process of privatization involved the invitatiof a number of interested
companies to bid for the delivery of water servicBsis was after the City had issued a
combined Request for Qualifications (RFQ) and Retta Proposals (RFP) in March of
1998. A number of companies responded to this stgared submitted tenders for the
contract, which was eventually won by United Watesubsidiary of Suez International
(United Water Resources News 1998). United’s swcees attributed to its bid being the
lowest among the five competitors (Brooks 2003)e BR-year contract was worth $21.4
million per year, and promised the City an annaaiirsgs of nearly $20 million, as well
as an overhaul of its deteriorating water systemsll, the city was expected to save
more than $400 over the duration of the contraonf@any News 1998a; 1998b).

Under the contract, United Water was expected &yaip, manage, and maintain
the water supply system, while at the same timagoegsponsible for raw water supply,
treatment and distribution, billing, collection anther customer services. As well, the
company was to undertake certain capital repaid iamprovements (United Water
Resources News 1998). The City, on the other havals responsible for capital
improvement planning, rate setting, negotiating gmdviding legal support for all
intergovernmental and wholesale water agreemeeigloping and maintaining policy

guidance, and all other related governmental fonst{Labovitz 1999: 6).
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Many believe that the City’s plan to use a privatatractor to deal with its water
and wastewater problem was an ideal solution, gatvia City money and relieving it of
the onerous task of service provision, in ordefoimus on governance (Labovitz 1999;
Segal 2003). As noted by Labovitz, “Mayor Camplselplan for Atlanta’s water
wastewater and sewer systems made sense for thédciause it (a) enabled the City to
minimize potentially large future rate increasés, denerated immediate savings to help
fund a major bond issue, and (c) allowed Atlanttak® advantage of intense competition
for contracts to manage the water system” (1999W\8)ether this was true or not would
be evidenced by later events.

For four years, from 1999 to 2003, Atlanta’s wateas delivered by United.
During this period a number of problems surfacdte tost important of which
concerned the company’s overall poor performandl vaspect to service delivery, its
broken promises surrounding capital investmentd,itsnfailure to generate the promised
cost-savings for the City. A number of things thaére supposed to have been
undertaken by United were not completed. For examphder the contract, United was
expected to install new water meters for customBnsoughout the contract period, the
company was able to install only 750 per year, Whaccording to one official, the City
could do in a month. There were also numerousvisaiiér notices or alerts to consumers,
which made them feel that they were not gettingrtheoney’s worth for the services
they were paying for. United Water focused more developing a maintenance
management system, rather than on the needs ahcerst. As one official commented,

“there was little allegiance to customer serviclke Tustomer service was not robust just

-12 -



like the billing system? The official did, however, credit United for itsaintenance
management system, which made up for the shontfatlanagers, most of whom moved
away from Atlanta after United took over servicéwgy.

Although many of these problems were brought toattention of United Water
early on after Mayor Franklin assumed office, aadraich as United Water attempted to
improve upon its overall performance, the companly fll short in terms of its
contractual commitments. This was a huge disapp@nt for city authorities. As
summed up by Jehl (2003: Al14), “instead of pubhwisgs and private profit, a deal
reached in 1999 between Atlanta and United Wataislted in bitter disappointment for
all sides, not least of all consumers.” With thige City and United mutually decided to

end the partnership (City of Atlanta 2003; Jehl200nited Water 2003).

Privatization and De-Privatization in Hamilton®

In the early 1990s, as a result of fiscal restsadue to an economic downturn,
local politicians in Hamilton decided to considewvalving the private sector in the
delivery of municipal services. While politiciamgre pondering the issue, Philip Utility
Management Company (PUMC) and its parent Philipitenmental Inc. submitted an
unsolicited proposal to run the area’s water andteveater treatment plants, pumping
stations and reservoir, on a contract basis. Topgsal also included several guarantees
with respect to enhancing the region’s economicetiggment. These included, among

other things, an annual operating savings of $81l),the creation of 200 full-time jobs,

Z Interview with an official of Atlanta Water Deparent

% The majority of the information in this section sveaken from a previous article by the authorstledti
“When markets fail to deliver: An examination ofetlprivatization and de-privatization of water and
wastewater services delivery in Hamilton, Canadzénadian Public Administratiori2008) 51(3) 475-
499.
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and a minimum $15 million investment in the comntyCity of Hamilton 1994; Peters
1994).

At the time of the proposal, “Hamilton’s water awedstewater system was poorly
managed, over staffed, and persistently out of diamge with provincial regulations”
(Brubaker 2003: 3) and many, including the regiomson and management workers
who would be rehired by the private company, fe#ttit would be in the City’s best
interest to accept Philip’s offer. Thus, in sugpafrwhat was seen as a possible world
showcase for economic development, Philip was asdar@vithout tender) a ten-year,
$180-million contract to operate the region’s watgstems. Notably, this was in spite of
the fact that Philip “had absolutely no record afc@mplishment of running any
equivalent sized water facility” (Anderson 1999: 3)

Notwithstanding the enthusiasm and overwhelmingipal support for the Philip
deal, there were two parts of the contract thategeed a good deal of concern and
debate: Article 4.05, which capped the companyspoesibility for facility maintenance
at $10,000 per year; and, article 5.01, which sg¢tacformula for the sharing of any cost
cost-savings between the municipality and the camppander the formula, Philip would
receive sixty percent of any generated cost-sayihgsvever, if cost-savings reached
twenty percent of the annual budget, Philip’s shaould increase to eighty percent.
Many felt that Article 4.05 allowed Philip to delapaintenance work at water and
wastewater facilities until the costs exceeded $t6,000 limit. Article 5.01 was a
potential incentive for Philip to cut costs in aseaich as labour (Anderson 1999).

By 1995, Philip had only fulfilled one half of th@omises set out in the 1994

contract proposal. Of greater note, however, ésfétt that one year into the contract,
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many employees at the water and wastewater fasililegan to express concern over
poorly maintained equipment as well as deteriogatiralth and safety conditions. The
problems were exacerbated by the fact that a signif number of employees had
already been laid of by the company in order teesawney. Over the following years,
staff downsizing became such a major issue thd latarnational Union of Operating
Engineers went on strike in 1999, to protest furthgoffs.

In addition to the staffing issues outlined abavggumping system failure at the
main sewage treatment plant in 1996 flooded a nurnbé&iomes and businesses, and
dumped several million litres of raw sewage intontieon harbour and surrounding
wetlands. The sewage spill was claimed to be thestwever in Hamilton’s history
(McNeil 1996: Al), and, while Philip was later desinto be responsible, taxpayers
ended up shouldering the cost of the clean-up dsaséhe resulting liability claims for
damages (Peters 1996: B3).

Complicating these issues was the fact that, in91%hilip was acquired by
Azurix Corp., a subsidiary of Enron, without anybpa tendering process. Azurix agreed
to fulfil the original contract promises made byilph as well as to settle the outstanding
insurance claims with respect to the 1996 sewadke dprior to fulfilling its promises,
however, Azurix was sold to American Water Servi@@d/S) in 2001, and, although the
change in control of the water and wastewateriteslrequired approval by Hamilton’s
City Council, it was deemed in the City’s best e to approve the change as failure to
do so “would jeopardize financial benefits to théy cand invite a costly lawsuit”

(McGuiness 2001: A9). Controversy continued howewas, at the time Azurix was
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being taken over by AWS, that company was also liraeb in a takeover bid by a
German firm — RWE.

Prior to the renewal date of the ten-year contracR004, Hamilton’s public
works department began to look at new arrangemam®unding the operation of its
water and wastewater operations. Two approaches waposed: a contract model,
which would see service delivery provided (througltendering process) by private
operators; and, a municipal model, which would gpraperations back in-house. In spite
of the difficulties encountered under the Philimtact, as well as some serious political
opposition, city council voted in favour of maimaig the contract model. However, in
order not to repeat some of the mistakes made qusly, the city placed very stringent
requirements on its “request for proposals” setiou2004. Ironically, the competitive
procurement process was so rigorous that none eoffdbr final proponents, which
included AWS, managed to qualify. The AWS bid wasjdentally, more than double
that of the existing contract, and well above tliy’s anticipated budget (City of
Hamilton, Risk Management Services 2004).

Eventually, on advice of city staff and after aneatpted appeal and court
injunction by AWS, Hamilton council voted to retuta water and wastewater operations

to municipal control in September of 2004.

The Failure of Privatization: Comparing Atlanta and Hamilton:

We have discussed the reasons behind the adogtipnvatization as a policy
option by the municipal governments of Atlanta &faimilton. In this section, we look at

how the four factors — efficiency, effectivenessstesavings and competition — played
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out in our case studies. The aim is not to derggpaivatization as an alternative method
for the delivery of government services, but tosjiom the blanket application of such a
method toall areas of service delivery due to the perceiveesopty of the privatevs
public sector.

We have already explained that one of the key dsieé privatization relates to
the pursuit of efficiency, which we defined in eoamc terms whereby an entity is said
to be more efficient if it can provide more goods aervices for society without using
more resources. We must add that in such a scemegicexpect all parties to realize
significant savings based on how the service isveedd. How did this turn out during
the execution of the contracts in Atlanta and Heonf?

In Atlanta, efficiency became the rallying cry fproponents of privatization.
Commenting on the contact after it had been sigmed delivered, the ex-mayor of
Atlanta, Mayor Campbell noted, “although the pracéss concluded, this day really
marks the beginning of a partnership which willulesn tremendous savings that will
reduce the amount our water customers will haveaty in the future. Our citizens and
ratepayers will benefit by improved technology amre efficient and innovative
approaches to management. This contract will banawin situation for all involved”
(United Water 1999). Was this the case? The ansaerequivocally no.

As has been noted already, a review of the perfocenaf United showed that the
City saved about $10 million a year, which was dbwlf of what it was promised. This
saving did not come from improved performance boinfa policy of early retirement,
which significantly reduced the number of workdrattUnited inherited from the City.

For instance, at the time United Water assumedatiperof the water facilities, the City
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had about 750 employees. Almost one quarter ottbagployees were retired through an
early retirement policy initiated by the companyrtRer reductions in staff were
undertaken so that, by the time the contract wasitated, United only employed about
350 workers. All of this happened after United h@dmised not to lay off workers
(Gleicket al.2004).

Through this early retirement policy and regulaoliés, United Water was able to
realize some savings, which were passed on to itgel@wever, these so-called savings
were not achieved through the efficient deliverysefvices. While we must concede that
the ideal number of employees for the City was @esh350, it should be noted that the
reduction in staff did have a negative impact orvise delivery. For example, the
installation of new water meters for consumers @¢aully be undertaken by United at the
rate of 750 per year. The City of Atlanta currentigmpletes the same number of
installations in one month. This certainly was negentified as by United Water as a
potential issue during the contract negotiations.

A similar situation took place in Hamilton durintg contract with American
Water Services and its predecessor Philip Utilitandigement Company. In the first
place, Philip had no previous experience with resfgethe management and operation of
such a large water and wastewater delivery sysagich, while a lack of experience does
not necessarily translate into an inability to salefficiencies, it certainly makes it
challenging under the circumstances.

As with United Water in Atlanta, efficiency in theamilton case was equated
primarily with cost-savings through staff downsgiralthough, in taking over operation

of the City’s water and wastewater system, Philggenno mention of layoffs. In fact, the
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company promised to (a) guarantee employees thesept wages (and in some cases to
increase them), (b) create an employee profit-sbggoian, and (c) create over 150 new
jobs. Nevertheless, by 1997, about 50 jobs had leiemnated within the water and
wastewater delivery system, which resulted in d-sasings estimated to be in the area
of $700,000 (Hoath 2000). This, obviously, did ptdase the local employees’ union,
but, more significantly, it angered local politisewho were clearly embarrassed by the
fact that half of those staff cuts had been un#élertaat a publicly-owned treatment
facility without their knowledge (Arnold 1996: B2).

The question of efficiency was clouded further dstipulation in the original
contract that placed the City squarely on the hfuykany facility maintenance costs
exceeding $10,000 per year. This, many claimed,esasentially an enticement for Philip
to procrastinate with respect to addressing issnékcosts exceeded the stipulated limit
— efficient with respect to the company’s operatoogts, but hardly so for the City of
Hamilton. The downside of all the foregoing issumsrounding efficiency became
evident after only a few years when employees atratment plant became concerned
over health and safety issues related to detemgragilant conditions. The problems
culminated with the pumping system failure at thairmwastewater treatment plant,
which was attributed to a lack of qualified operatdlhe failure backed up Hamilton’s
sewers and left taxpayers on the hook for cleanagps, as well as those associated with
legal claims.

In terms of economic efficiencies then, the Hamiltase was a disaster. Instead
of generating savings, the private operator’'s gitaamreduce its own expenditures ended

up costing the City more money in terms of the tended consequences.
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Effectiveness has also been recognised as oneeofetisons for privatization.
Effectiveness is concerned about the timely dejivelr a service in such a way that
pleases consumers. Thus, effectiveness of a senagebe determined to a large degree
by the level of customer satisfaction surroundietveéry. We have already noted that in
Atlanta, United Water’s focus was more on mainteeamanagement; hence, there was a
neglect of customer needs. During the term of #reice delivery contract, for example,
customers complained bitterly about the qualitywafter they were receiving and the
number of boil water alerts shot up significanthg conceded by Chris New, the Deputy
Water Commissioner in Atlanta, “my biggest concesna lot of people have lost
confidence in the water itself. Over the past yeame've had so many boil water
advisories and discolored water around the sys{@ublic Citizen 2003: 3).

United Water had also promised that there wouldh®any increases in water
rates as these could be averted through cost-savifeg, after taking over operations,
this promise evaporated into thin air as sewerrhiks rose consistently each year that
United Water had the contract — on average, ab®4i annually (Public Citizen 2003).
These problems led many consumers to lose confd@nche water and wastewater
service delivery systems, which residents descrameghoor, unresponsive, and fraught
with breakdowns including an epidemic of water-maieaks (Jehl 2003).

The continuous erosion of public trust in the comp&ed the City to spend $1
million to hire inspectors to verify United Watersports. The inspectors produced such
a damning account of the company’s performanceithed City officials to conclude it

was time to end the relationship.
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The City of Hamilton had fewer problems than theéyQ@f Atlanta in terms of
issues surrounding water quality and excessivervesivery rate increases; however, a
number of problems did occur which were relatedh® management and operation of
the water and wastewater treatment system. Manyhe$e involved only minor
disruptions in service delivery and were attributedhe system’s ageing infrastructure.
Nevertheless, the major sewage spill alluded tbeeawhich was deemed to be Philip’s
fault, dealt a serious blow to citizens’ faith inet ability of the private company to
effectively deliver the area’s water and wastewa&vices.

Proponents of privatization believe that the poleyl lead to cost-savings for
private delivery entities, as well as for consumarshe privatized service. In short, the
idea is that the use of a private operator wiluleim a decrease of management costs due
to the significant transfer of technologie., automation, energy savings, etc., and
improvements in the organization of the service,ictvhwill occur with the
implementation of a project. The cost-reduction Wilis be passed on to consumers and
hence may reflect on what such consumers will lygngan service fees.

There is no evidence that such cost-savings toakepin Atlanta and Hamilton.
We have already noted the so-called savings prahbgehe private companies did not
lead to any appreciable savings for the citiesAtlanta, for example, United Water
promised a savings of about $21 million duringdheation of the contract. However, the
City realised only $10 million. This savings, onaishsay, did not emanate from the
introduction of new technologies, but through tlaglyeretirement policy and a general
reduction in labour, as well as from slashing thmoant of training provided to

remaining employees. According to one official,sthevel was far below the training
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requirements called for in the contract. Furtheemtine savings were never passed on to
consumers as United Water began to bill the City donumber of capital works it
claimed to have completed. At one point, it triedadd $80 million to the contract to
recoup some its supposed expenditures. This, the r€iused. Notwithstanding this,
United Water again decided to charge $80 millionddditional expenditures on capital
works, which was again refused by the City's W&emmissioner.

In addition to these payment requests, United Waitkrd the city $37.6 million
for additional service authorizations and capiggair and maintenance costs. The city
paid about $16 million of those costs and withiigdgment for the rest — $21.7 million.
The city argued that the works for which United ¥favas charging had either not been
completed or possibly not even started at the tmeequest was made (Segal 2003).

The City’s investigation into these payment regsie@seivealed other instances of
improper billing. For instance, routine maintenaneas billed to the city as “capital
repairs” (Public Citizen 2003). It was discoveredlier that United Water personnel, on
Atlanta’s payroll, were also working on United Wapeojects outside of Atlanta. Public
Citizen (2003) sums up the failure of privatizatiom full its promise of savings to
Atlanta:

Even after slashing the workforce to dangerouslw Ievels, failing to fulfill
maintenance and repair duties called for in theérashand successfully billing the city
for millions more than the annual contract fee, thech-vaunted savings from
privatization didn’t materialize, and the promideatt a rate hike could be averted
through savings turned out to be empty.

In view of the neglect and the lack of savings frtmited Water, the City is now
spending millions to upgrade its systems — somgthirat United Water should have
undertaken. Atlanta has been put in a situatiohdalls for an increase in water rates to

cover its costs.
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In Hamilton, cost-savings associated with privatenagement and operation of
the City’'s water and wastewater services did notenmalize either. Aside from the
unanticipated taxpayer burden resulting from theawlup costs and legal claims
associated with the major sewage spill (about $Rilon), it is difficult to see how
Philip actually saved regional taxpayers $500,00@nnual operating savings promised
under the contract.

As noted previously, under Article 5.01, the comparas to share cost-savings
with the city based on a sixty/forty-percent formulf cost-savings reached twenty
percent of the annual budget, Philip’s share waulktease to eighty percent. The
problem was that cost-savings were achieved by dtafnsizing (which has been cited
as a cause for the sewage spill), as well as bsedsing repairs and maintenance at the
treatment facilities by a factor of twenty-five pent (which caused unsafe conditions).
Some savings were made by way of clogimgregion’s sludge incinerat@s it required
$10 million in repairs. Philip then began truckitige sludge to a landfill site, which
saved about $60 per ton on a production of aboQittdls per day. Although lauded as a
financial gain for taxpayers under the operatingeament, Philip itself still received
sixty percent of the savings (Poling 1996, B2). dldy, however, the decision to close
the incinerator did not come from Hamilton’s coundut was made by Philip and
regional bureaucrats (McNeil 1996, C2Moreover, during the same period,
transportation and disposal costs for the solickevgenerated by the treatment plants had
increased by 500% - a clear benefit to Philip, Wwheapplied the transportation by way of
a sister company (Hoath 2000). Thus, as like thiy ©f Atlanta, the taxpayers in

Hamilton were not able to capitalize on the promhisest-savings associated with private
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service delivery. In fact, it would appear that thany methods employed by the Philip
to circumvent or exploit the terms of the contrasulted in a net loss to the City itself.

The final benefit that privatization promises isatthwhich is related to
competition. Competition, as already discussedintended to act as an incentive —
ensuring that public companies remain innovativeorder to consistently meet the
expectations of public officials and consumers tigio more effective and efficient
service delivery. Competition is, therefore, expdcto lead to price reductions for
consumers (Noll 2002). Notwithstanding the advaesagf competition, however, some
scholars believe that the nature of the good todbbvered can actually thwart
competition (Ohemeng and Grant 2008). Considdhiag)water and wastewater service
delivery essentially constitutes a natural monopilis evident that competition may be
absolutely impossible (Lobina and Hall 2008).

Scholars who assert that there can be competitidhe delivery of water look at
cities where water vendors co-exist with piped watestems. It must be noted, however,
that water vendors usually operate only in neighbods without access to piped water,
rather than in direct competition with the delivesystem itself. Noll (2002) points out
that water systems with multiple reservoirs couddnbade competitive by treating each
reservoir akin to an electricity generator. A deécaized competitive wholesale water
market could then direct water to the delivery raetwof pipes, the equivalent of a
centralized grid (46-47).

In both Atlanta and Hamilton, the kind of situatitihvat calls for the co-existence
of water vendors and city suppliers was non-exist&he cities enjoyed a complete

monopoly over delivery of the service. This mongpwehs passed on to the private sector
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once the respective contracts were signed. In ess@nwas simply a movement from
public to private monopoly; however, such a moverntexs much broader implications
for public policy, citizens participation, and léckemocracy (Ohemeng and Grant 2008;

Page and Bakker 2005).

Conclusion:

In the 1980s and 1990s, privatization became aroiitapt public policy option
for governments. The adoption and implementatiothefpolicy led to the divestiture of
state enterprises as well the opening of hithddsed public service arenas to allow the
penetration of private enterprise. The privatizatiprocess affected a number of
government services/industries including airpogscurity services, electricity, water,
highways, and a host of others (Boardman, Lauri®/iging 2003; Conteh & Ohemeng
2009; Megginson 2001; Megginson & Netter 2003).

As already noted, privatization was premised onftimelamental philosophy that
the private sector had shown tremendous leveragemvice delivery compared to the
public sector. Recently, however, the value of gization in meeting the needs of the
public sector has come under considerable attaclshort, questions are being asked
about the essence of the policy, as it continuexiibit some weaknesses in terms of the
areas where it had ostensibly promised to be smuptrithe public sector: These areas,
which we examined in the paper, include efficiereffectiveness, and cost-savings.

Such questions have led to the reversal of theyal a number of areas in both
developed and developing countries and at all $ewélgovernment (Hefetz & Warner

2004; Warner 2008). In a nutshell, one could arthe privatization has failed to
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accomplish what its proponents claimed it would Bo.confirm or reject this argument,
we set out to examine the privatization of wated aastewater services delivery in the
cities of Atlanta and Hamilton, in the United Statnd Canada respectively. The cases,
as explained, were selected on the basis that iyenesented the largest water and
wastewater privatization deals in both countriesth® same time, they were to serve as
models that other cities were expected to emuldte.two privatization deals, however,
ended in fiasco for a number of reasons, which werttned and discussed throughout
the paper. Essentially, the deals failed sincestirealled benefits that policy proponents
advocated could not be realized.

The old adage that “not all that glitters is gotdigs true. Privatization promised
to deliver the public sector from its perceived Ales’ heel of shortcomings related to
efficiency, effectiveness, and cost-savings; howewvehat happened in Atlanta and
Hamilton was an expensive lesson concerning sedatieery — learned the hard way. It
is also a lesson that other cities contemplatingapeation of certain services should
consider.

What has been the performance of the two citieh watspect to water and
wastewater service delivery since they took badkely from the private sector? What
public sector models have they developed, or ag tlontemplating to develop, in order
to achieve greater efficiency, effectiveness, anst-savings in service delivery? These

are questions that we intend to explore in therétu
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