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International financial institutions like the World Bank are promoting private sector participation in water supply and sanitation as the way forward.  
· 
· 
Multilateral agencies themselves seriously distort the choices available by their policies in providing financial support to water and wastewater projects. Distortions include:

· Imposing water privatization as a conditionality of loans
· Financing multinationals, even in preference to efficient public enterprises;

· Securing multinationals’ profits rather than operating performance or public accountability
· 

A. Multilateral finance and conditionality 


Conditionality in the provision of loans, or the granting of debt relief,  results in the effective imposition of water privatization. 
· Mozambique was forced to privatize its water services in 1999 as one of the conditions imposed by donors and funding agencies for the provision of $117 million to improve the services. This privatization was also one of the reasons for extending Mozambique’s debt relief .
 The agencies include the World Bank, the African Development Bank, the Dutch government and the European Union. Urban water and sanitation services for 2.5 million were privatized to a consortium led by SAUR, a subsidiary of Bouygues, which expects revenue of about $9m per year from these concessions. 
 
· Privatization seems to have become a more important objective than eliminating corruption. In Kenya, for example, the IMF and World Bank have been bitterly criticized for resuming aid after the privatization of Nairobi’s water, despite the fact that the government had made no progress in eliminating corruption, which was also supposed to be a condition of aid. 
 
B. Loans for the private sector only
The multilateral agencies often provide finance only through private companies now, however efficient the public sector alternative might be.

· The World Bank has insisted that the Bolivian government look to the private sector for investment in water supply and sewerage. As a consequence, in December 1997 the government refused to guarantee a $25m World Bank loan to finance the investment programme of the co-operative SAGUAPAC despite its “excellent track record in the use and repayment of past loans”. Now the World Bank is to provide technical assistance to privatize Bolivian water co-operatives including SAGUAPAC 
.

· The EIB (European Investment Bank) is one of the largest providers of finance for water projects, in all continents 
. However, it can only support investments outside Europe when the project involves European multinationals – and so requires privatisation.
· The EBRD’s  first ever loan for water and sanitation in eastern Europe was granted not to a government but to a multinational:  “a  $90m  equity and loan facility with Lyonnaise des Eaux to support the French utilities and communications group's planned $300m investment programme in the region.” 
. (Just one month earlier, Thierry Baudon had left his post as deputy vice president of the EBRD and joined Lyonnaise des Eaux as managing director, international project finance.)

 
· 
· 
A. 


C. Supporting profits, not performance
Multilateral agencies use their funding to encourage financial and political support for privatisation and the results of multinationals, rather than their operational performance.

· The key financing for the ‘flagship’ water privatization in Buenos Aires was supposed to have come form the multinationals, who promised $1 billion investment in the first year. But Suez-Lyonnaise only invested $30m of that money – the rest came from the IFC, a world bank agency (raised $115m. to $250m. dollars in loans, and put up $300m. itself), the IDB ($100m), and local Argentine banks. 
· The EBRD has given a ECU 22.7m loan to re-finance the 25% equity stake acquired by a Vivendi-led consortium in the privatized Budapest Municipal Sewerage Company (FCSM).  This is  designed to reduce the investment costs of the multinational and so to enhance the profits  of the consortium rather than the operational performance of FCSM 
. Another stated objective of the loan is to “ease political resistance to private sector involvement”
. Yet the concession contract lacks basic requirements of transparency: documents relating to the privatisation of FCMS are in fact kept secret, even from council officials, and Budapest City Council debates related issues only in closed sessions 
.
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O. Distortions of public finance

The preference for privatisation is also heavily affected by the fact that a public authority’s own budget may be considerably improved by the sale of a water company – regardless of the benefit or cost to the water and sanitation service. 
· The sale in 1999 of half of Berlin Wasserbetriebe, a municipal company which was both efficient and profitable – but Berlin city council needed the proceeds of the sale to reduce its debts.  
· The same was true of the Chilean water and sanitation privatisations – EMOS in Santiago was described even by the world bank as a highly efficient utility – yet was partly privatised last year for political and fiscal reasons.
· In 1997 the bid by Lyonnaise des Eaux and RWE for Budapest Water Works was successful, even though the prices it proposed were higher than rival bids – because Lyonnaise offered to pay an extra Forint 3 billion to the city council.
Conclusions

The lending policies of the multilateral agencies  force privatization to be adopted as an option, without any critical evaluation of alternatives.  The multinationals depend on this international public sector funding for a high proportion of their activities.
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