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Context: EU s Concession Directive

" The EU’s Concession Directive

* |n 2011 ECargues for the introduction of concessions across avariety of
Infrastructure sectors as they would lead to efficiency gains of 10to 30%
(based on one sole and dated reference (Lundsgaard 2002))

* Mobilisation against it, including European citizens'initiative
,Right2Water*, results intemporary exception for water services

= This studysheds adifferent light on the efficiency argument
* Theoretically: Serious question marks on the “presumed efficiency of
this [PPP] mode of organization” (Ménard und Peeroo 2011: 322).
- Higher cost of private debt vs. public debt
- Importance of transaction costs

* Empirically: Indicator-based comparison of national system and
literaturereview for seven countries (AT, DE, FR, ENG, WAL, HU, PT)

- Modest performance of PPPs in FR, PT, HU (Re-regulation, re-
municipalization, price caps, phasing- out of PPP contracts)

- Public systems (e.g. DE, AT), provide excellent quality at affordable prices
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Water:Acontestedterrain within public services

European Union

Provision of subsistence for the common 1 S Integration of the single
good, “European Social Model” l market and competition

Member states, (and regions,
municipalities)

Source: Own conception based on Krajewski 2010

= Trendtowards market-creating liberalisation policies
e Straigthjacketing the state“ (Clifton 2014)

* Neoliberal re-regulation: Not necessarlily less rules, but different rules
(Ménard 2009)

=  Financialisation
® (Opening of sector and re-regulation for financial investors
e \Water: Fit for Finance?(OECD 2015)
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What is Financialisation?

= Definition
* “Financialization referstotheincreasingimportance of financial
markets, financial motives, financial institutions, and financial elites in
the operation of the economy and its governing institutions, both at the
national and international level*
Epstein (2005:3)

= Growinganddifferentiated research programme with three key analytical
levels (Frenchetal.201)

® Macro-level/national economies
e Corporations (,Shareholder-Value“-doctrine)
e Households
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England: Extracting locally, distributing globally

® 97 %of post-tax profits were distributed to shareholders (2007- 2016)
= 14,6 bn.GBPin costs for private borrowing (2007- 2016)
= Cost of capital (equity +debt) account for 27 %of final prices (OFWAT)

Selected financials for English water companies™> (2007-16, cum., in Mio GBP)

Profits Tax Profits Dividends Retained Net Finacing
(Pre-Tax) (Post-Tax) Profits Costs
TOTAL 20.707 -1.666 18.862 18.129 733 -14.650

Source: Based on Bayliss und Hall (2017); in Mio. GBP

* These include the 9 large, integrated water companies: Anglian, Northumbrian, Severn Trent, South West, Southern, Thames,
United Utilities Group, Wessex, Yorkshire
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England/Wales: Development of corporate debt levels

= |nvestment is beeing financed by expensive private borrowing
- rising corporate debt levels

= Exception: Welsh Water (,Dwr Cymru®) in Wales;
since early 2000s; a business model geared towards the common good
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Debt Level in %

Source: Own depiction based on (OFWAT 2018)




France: Opaque Group Structures
Veolia'stroubled water

= VeoliaEnvironment (Parent of Veolia Eau) applies tax group scheme since
2001(Matt 2017)
® Tax,savings“of ca.2,7bn.Euro (2001-2016)
* Net profits of french subsidiaries btw. 300- 600 Mio. Euro per year

* Parentwas abletocarryforwardan aggregate taxloss of 3,6 bn. Euroin
the context of tax group scheme by end of 2016

=  (Good Corporate Citizen?
® Besides questionable tax arrangements also anillustration of highly
intransparent group structures
® Morethan 2.728 subsidiaries inthe group — but disclosed datais only
available for around 100 subsidiaries
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Summary and conclusions

= The,Liberalization experiment”(Massimo Florio) does NOT |lead to
better outcomes (based on theoretical economic reasoning as well
as on empirical assessment)

" Financialised business models are extractive andill- suited for low-
risk,long-terminfrastructures that are too-important to fail

= Public systems (e.g. DE, AT) provide excellent quality at affordable
prices with potential for improvement in governance

= Strengthening of capacities of the public sector and improved
governance

= Strengthening of the common good agenda (,,Eur opean Social
Model*) within the European multi- level system (internally and
externally)
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