
companies is successful, this does not necessarily mean that long-lasting competition has been 

created as the incumbents – the current holders of provision rights (and responsibilities) – always 

have the upper hand over new competitors, for instance when concessions are re-tendered. 

Beyond this, there is a tendency for companies that have won tenders to renegotiate prices ret-

rospectively, or to make additional demands, which can raise the prices again. 

 The goals of private companies (profit maximisation) are not necessarily in line with the politically 

desirable aims of quality, provision and affordability. In cases where private companies have their 

own separate targets, there is always pressure on quality (cost reduction by lowering quality), 

resulting from the specific configuration of political leadership and the demand to provide services 

cost-effectively. 

 Public-sector enterprises and/or public provision, can demonstrate a generally higher level of 

quality by pursuing goals other than solely minimising costs. Interestingly, decision-makers in 

public companies react to the (perceived) competitive pressure and provide public services more 

efficiently without lowering the quality. 

 Transaction costs and incomplete contracts (i.e. the fact that not all possible circumstances 

can be regulated contractually in the context of rendering complex services over long-term 

contracts), extensive, necessary tools for controlling and monitoring target achievement and prin-

ciple-agent problems (information asymmetries in the relationship between a client and contrac-

tor) are particularly prominent. 

The arguments presented here can also be found in an extensive study by Bel et al. (2010) who 

conducted a meta-analysis of studies on the presence and, if applicable, the determinants of price 

differences between public and private supply systems (especially for the water and waste industry). 

It is interesting to note that studies conducted recently (particularly since the 1990s) have barely recog-

nised any price difference of this type. There seems to be no systematic correlation of price diffe-

rences between public and private provision of municipal water systems, even if the cost struc-

tures of public and private provision are completely different (e.g. the proportion of costs spent on staff 

is higher in public supply systems). Bel et al. (2010) come to the interesting conclusion in their study 

that “Many public services are natural monopolies with high asset specificity, as in the case of water 

distribution, and private production in these cases is unlikely to yield cost savings” (Bel et al., 2010: 

573). This summary evaluation is supported by a variety of additional arguments. Firstly, the provision 

of services by the public sector is becoming increasingly efficient; secondly, the lack of findings sho-

wing cost savings as a result of private provision in water management is also emphasised by the fact 

that studies from the USA indicate a significant cost benefit for public supply and studies from the 

United Kingdom indicate no cost benefit.5 

These findings, as well as a number of other studies (including Araral, 2009; Bel and Warner, 2008; 

Perard, 2009; Beecher, 2016) clearly contradict the – sole – outdated OECD source consulted by 

the European Commission as part of the Impact Assessment for the Concessions Directive (Lunds-

gaard, 2002). This working paper was based on the assumption of savings ranging between 10 and 

30 %; however these findings relied primarily on the waste disposal sector and also incorporated 

different tools (simple tenders). Irrespective of this initial assumption, the European Commission also 

                                                      
5 In addition, Bel et al. (2010) show that studies that do not find any significant differences between public and private 

provision have a significantly lower chance of being published in academic journals. This means that even significant 

indications of cost savings through private operation should be regarded with caution in light of the frequently small 

sample size (publications bias). 


