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ABSTRACT 
 
The potential for private sector finance to facilitate the development of water infrastructure in LDCs 

is immense.  The case of the failure of privatisation in Cochabamba however raises the concern that 

the cost of engaging private finance is excessively high for water users and therefore the potential 

for its use may be limited.  This study argues that the case of Cochabamba does not substantiate this 

concern.  By considering factors that led to failure of this privatisation, it is argued that the use of 

private finance was unsuccessful due to flaws in its implementation.  These flaws prevented private 

sector finance from being used either efficiently or sustainably thus its potential benefits were not 

realised. The case of Cochabamba therefore tells that unless institutions are in place that can 

implement privatisation effectively, private financing of infrastructure is not an option. 

 

Introduction  
 

In April 2000 the citizens of Cochabamba protested against the privatisation of the city’s water 

utility as following privatisation, among other grievances their water charges had increased to 

unaffordable levels.  As a result of these protests, the privatisation was terminated.  These 

events in Cochabamba raise the question that private finance may be inappropriate for 

infrastructure development.  This study will argue that the case of Cochabamba is not an 

indication that private sector finance is unsuitable for water infrastructure development.  

Failings in the privatisation of Cochabamba’s water utility (SEMAPA) are evaluated in order 
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to assess whether privatisation could have worked and therefore ascertain how private finance 

can be of use in infrastructure development. 

 

 

1  Background to water privatisation in Cochabamba 
 

The need for investment combined with the lack of alternative financial resources were 

rationale for seeking private sector finance to develop Cochabamba’s water utility.  The 

strength of this rationale is evaluated in this chapter. 

 

How privatisation evolved –ideological reasons and reasons of necessity 

The 1994 World Development report predicted the need for Less Developed Countries (LDCs) 

to consider alternative sources of finance for infrastructure development due to reductions in 

government funding and increases in infrastructure requirements with economic growth 

(World Bank, 1994).1  In line with this prediction, private sector participation has become an 

option considered in most infrastructure projects in LDCs.  Following the debt crisis, many 

developing country governments were dependent on conditional lending from the International 

Financial Institutions.  As these institutions favoured the neo-liberal paradigm through the 

1990s, lending conditions pressured these countries to deregulate and privatise public services 

(Bosshard, 1996).2  This was complemented by the World Bank shift from project financing to 

institutional lending whereby it switched from funding water infrastructure projects to 

supporting improvements in the administrative and operational efficiency of water providers 

(Marvin, 1999). 

 

During the 1990s, reductions in overseas development assistance (ODA) and Government 

resources coincided with and were effectively replaced by increasing levels of international 

private investment in ‘emerging markets’.  Private investment in developing countries 

increased six-fold in the early 1990s – exploding from under $50bn in 1990 to over $300bn in 

1997 (World Bank 2000 and Gentry, 1998 from OECD, 2000).  By 1994, private capital flows 

to LDCs were $172.9billion – compared with official flows of $54.5billion.  Infrastructure 

finance was the fastest growing component of capital flows to developing countries, increasing 

                                            
1 At this time, Less Developed Countries (LDCs) were spending around $200billion annually on infrastructure 
investment, over 90% of which was derived from government tax revenues or intermediated by governments.  (World 
Bank, 1994) 
2 This pressure was imposed largely under structural adjustment that sought a reduction in fiscal deficits from reducing 
and self-financing public service and eliminating subsidies. (Anton, 1993) 
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from $1.3 billion in 1986 to $27 billion in 1996 (Dailami and Leipziger, 1998).  This trend is 

evident for Bolivia, in that aid per capita reduced from $97 to $70 between 1995 and 1999 

whereas FDI increased by almost 160% over the same period, from less than 6% of GDP to 

over 12% of GDP (World Bank, 2001).   

  

Private sector participation (PSP) can vary from small-scale entrepreneurs selling water where 

public provision has failed, to governments contracting out or selling large water utilities to the 

private sector.  As finance is only one aspect of PSP, a water utility could be privatised without 

the private sector making any financial investment.  Proponents of privatisation claim it brings 

efficiency gains, can be a means of transferring technology and skills and can introduce 

additional sources of finance.  PSP has been criticised primarily over issues of social equity.  It 

is claimed that the benefits from increased economic output increasingly tend accrue to a select 

few.  In the case of water infrastructure, although services may become more reliable when 

privatised, the benefit can become restricted to those who can afford the rising tariffs.  

Similarly due to the monopolistic nature of water infrastructure, there is a risk that without 

effective regulation the private sector can exploit users to make excessive profits.  The 

globalisation trend in the water industry that is emerging through large multinational water 

utility companies has attracted criticism as being a modern version of old informal imperial ties 

into primary industry production (Laurie, 1999, Bosshard, 1996 and Brook Cowen and Tynan, 

1999). 

 

If increases in the use of private sector finance were based completely on theoretical arguments 

such as the neo-liberal ideology, then rejection of this ideology might be grounds for deeming 

private finance inappropriate for infrastructure development.  However other factors such as 

reductions in aid and government funds have been central to increased private sector funding 

of infrastructure development.  Without a significant reversal of these factors, infrastructure 

development in LDCs is likely to rely increasingly on private finance.  This study will consider 

the case of Cochabamba in this context, that as finance was not forthcoming from other sources 

there was little option but to consider private finance to develop the city’s water infrastructure. 

  

Prospects of raising private sector investment – water risk and country risk 

The capacity to raise private finance for investment Cochabamba’s infrastructure was limited 

by the risks of investing in water infrastructure and Bolivian country risk.  There were also 

however reasons to attract investment.  
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Water and sanitation has certain characteristics that impact its potential to attract investment 

and the terms on which private sector finance can be employed.  It differs from power, 

transport, and telecoms in terms of profit potential and riskiness of investment.   

 

Investment in water infrastructure is highly specific, has high up-front capital costs and the 

service is virtually impossible to deploy elsewhere (OECD, 2000).  Similarly it is difficult for 

investors to withdraw their investment so they are dependent on legal systems and the good 

faith of investor countries in securing their future revenue streams. (Dailami and Leipziger, 

1998)  The scale of investment also necessitates repayment to be spread out over long period of 

time (20 to 40 years).  Another risk with investing in existing water utility networks is that 

assets are primarily underground making it difficult to assess their condition thus making it 

difficult to ascertain an exact asset valuation (Haarmeyer and Mody, 1998).  Unlike other 

infrastructures, water requirements to satisfy basic human needs implies that water cannot be 

treated as a commodity, and provision of water and sanitation services can be highly politicised 

(OECD, 2000).  With PSP, these perspectives on water are conflicting with private sector 

motivations to commoditise water and realise profit potential from investment in water 

infrastructure (Barlow, 2000). 

 

Within water infrastructure, returns on investment in drinking water can also be distinguished 

from investment in water for agriculture or industry.  In agriculture, high levels of water use 

provide a rationale for economists to recommend economic pricing although it may not be 

politically feasible.  By contrast, feasibility is greater in industry where there is ability to pay 

economic prices (Allan, 2001).  Furthermore, water and sanitation investment is more likely to 

be needed at an earlier stage in an economy’s development than other infrastructures. 

 

Transaction costs with water infrastructure investment are also high.  The legal costs in 

implementing a $25million water project are comparable to those of implementing a $1billion 

power project.  This implementation premium for water projects arises because such projects 

are usually implemented by municipal level management and therefore individual projects can 

be disparate in their mode of implementation (Owen, 2001).  Smaller projects incur similar 

transaction costs to larger projects from due diligence, bidding and contract negotiation. 

(OECD, 2000) 

 

The second key issue that limits the potential for private sector investment is country risk.  The 

impact of this factor is augmented by the long duration of repayment in water sector projects.  
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Country risk incorporates political risk, regulatory risk and foreign exchange risk.  From the 

outset of a project, country risk determines the cost of capital for investment as it reflects the 

certainty of tariff and revenue collection (in terms of user affordability and ability to enforce 

payment) in addition to the ability to repatriate revenues and profits.  (Dailami and Leipziger, 

1998, OECD, 2000)  Bolivia’s sovereign rating is below investment grade therefore these 

characteristics are considered poor, and any capital raised by its government would be 

borrowed at a premium cost3.   

 

In contrast to investing in industry, which can generate dollar linked revenues from exports, 

there is greater foreign exchange risk in infrastructure investment as water tariff revenues are 

in local currency.  Where finance for water infrastructure is raised in foreign capital (either US 

dollar debt or equity) the ability to repay such financing is dependent on the maintenance of 

exchange rate conversion of local currency to foreign currency unless tariffs are linked to the 

debt currency (Dailami and Leipziger, 1998). 

 

There is conversely a strong basis for attracting private sector investment into water 

infrastructure.  As most urban dwellers already pay for their drinking water – either through 

connections to formal networked systems or from informal vendors and community-based 

providers, there is potential investment return from water tariffs (Tynan, 2000).  Similarly, with 

acknowledgement of the water problems facing their cities such as water shortage or poor 

coverage, there is scope whereby users are willing to pay increased tariffs for their water as a 

means of addressing the costs of remedying such problems.  However, although water is paid 

for, much public water is sold at prices well below the cost of providing the service.  Price 

levels below cost of delivery have been justified on the rationale of ensuring that basic public 

needs are met, building political popularity and avoiding civil unrest that might accompany 

price increases.  As a result of these politically rather than economically driven water pricing 

regimes, the private sector are less inclined to invest prior to the implementation of market 

pricing regimes. (OECD, 2000) 

 

Characteristics that are specific to the water sector therefore have a determining impact on the 

potential for use of private financial investment.  In the case of Cochabamba, 

acknowledgement of these characteristics is critical to evaluating the terms under which private 

sector finance was employed.    

                                            
3 Bolivia is rated B1 by Moody’s and B+ by Standard and Poor’s.  These rating levels are defined as below average 
quality with risk of default 
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Bolivia – Privatisation and Regulatory Structure 

In this assessment of privatisation in Cochabamba, it is relevant to consider that it was part of a 

much larger privatisation initiative being undertaken by the Bolivian government.  Water 

privatisation followed the privatisation of other state owned utilities by the Bolivian 

government as part of its structural adjustment programme.  This ‘capitalisation’ programme 

was undertaken during the 1990s after the ‘Ley Marco de Capitalización’ of 21st March 1994. 

(ECLAC, 1998b)   

 

In advance of privatisation, the Bolivian government restructured drinking water supply and 

sanitation and established a water regulator.  The independent national regulator for water, 

Superintendencia de Aguas was created in 1994, and its powers and the responsibilities of the 

regulator were outlined under the SIRESE law (Komives, 1998).4   

 

At the same time as the ‘capitalisation’ programme was being implemented; the Bolivian 

government implemented the ‘Popular Participation’ programme to devolve central state 

authority and promote regional autonomy (Daniere and Marondes, 1998).  The parallel 

implementation of these programmes politicised the privatisation of water.  As revenues raised 

under the ‘capitalisation’ programme were passed to central government, this programme 

effectively contradicted ‘Popular Participation.  In addition to this scenario, in Cochabamba, 

water has been intimately linked to issues of regional identity, thus reinforcing the 

politicisation of privatisation. (Laurie and Marvin, 1999) 

 

A significant precursor to privatisation was ‘Law 2029’ which was passed prior to 

Cochabamba’s privatisation November 1999.  This law made all water a commodity owned by 

the state enabling it to licence a private company to control water distribution (Carroll, 2001).  

This law contradicted customary practice in water management as it prohibited traditional 

users of water and forbade the collection of rainwater without a licence.  It also eliminated any 

guarantee of water distribution to rural areas. (Multinational Monitor, 2000) 

 

 

                                            
4 The regulator’s main responsibilities were to promote competition and efficiency in the provision water; to grant, 
modify and revoke concessions, licences and authorizations; to monitor the correct provision of public services and 
compliance with contractual obligations; to regulate tariffs; and to handle complaints (ECLAC 1998b).  Regulations did 
not include service level or quality requirements for the concessionaires; nor did they set coverage standards as these 
are assumed to be set in each individual contract or defined by other existing regulations. (Komives, 1998) 
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Chapter Conclusion 

In this chapter, the background to Cochabamba’s water privatisation has been outlined.  The 

review has described trends in global financial flows, the characteristics that determine the 

difficulty in raising finance for infrastructure, and how the Cochabamba privatisation was part 

of a larger privatisation initiative being undertaken by the Bolivian government.  It is evident 

from this background that the need for private sector inputs has been a significant catalyst for 

privatisation and private finance has been a significant element of the privatisation process. 
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3  Cochabamba’s Problem and Solution 
 

This chapter will focus on Cochabamba’s water problem which privatisation aimed to solve.  

The water problem was not only poor coverage and unsustainable supply – it was also lack of 

finance for much needed investment.  Following the failure of privatisation, the water utility 

(SEMAPA) is now run by the Cochabamban people.  Although this solution is working, it is 

not certain that it will solve Cochabamba’s water problems. 

 

Cochabamba and its water requirements 

Cochabamba is the third largest city in Bolivia with an estimated population of 600,000 people; 

projected to reach 800,000 by 2005 and 3.3million by 2025 (Marvin and Laurie, 1999, Claure, 

2000).  In recent years, its population has grown rapidly to make it one of the most densely 

populated areas in the country.  The growth in population has largely been attributable to the 

area’s climate and agricultural productivity which have attracted people displaced from mining 

communities of Oruro and Potosi in the Altiplano during the tin crisis (Anton, 1993).  Most of 

the city’s increased population has settled in squatter settlements in the suburbs of the city.  

Despite Cochabamba’s population growth, state investment has been concentrated in the oil 

city of Santa Cruz. (Marvin and Laurie, 1999).   

 

As the Cochabamba valley is one of the most fertile areas of Bolivia it is predominantly 

agricultural and therefore has high water requirements.  With rainfall of approximately 450mm 

per year, the valley suffers from a considerable water deficits during winter and spring (Anton, 

1993).  Agriculture is therefore highly dependent on irrigation which has generally been 

privately managed through small traditionally based irrigation schemes belonging to peasant 

communities (ECLAC, 1998b).  As coca is grown in the valley, Cochabamba has also become 

a regional centre for the processing and sale of cocaine.  Recently arrived migrants are used as 

cheap labour in this sector. (Anton, 1993) 

 

Overall therefore, high population density and irrigated agriculture in the Cochabamba valley 

have led to high water requirements.  Furthermore, socio-economic development has not been 

extensive enough to develop a significant non-agricultural economy.  Of particular relevance is 

that coca as a crop is less water intensive than other crops that could be grown in the 

Cochabamba valley, therefore any shifts towards non-coca agriculture would imply increases 

water demand (Allan, 2001). 



 

9 

 

The state of Water and Sanitation Supply in Cochabamba 

Water supply in Cochabamba is primarily from three sources: surface water within the 

Cochabamba basin, groundwater in the valley and surface water from neighbouring basins 

(Claure, 2000).5  Water supply in the valley has already become unsustainable because 

groundwater has been pumped at a higher rate than natural recharge (Libhaber, 1997).   

 

At the time of privatisation, water supply for city and adjacent population centres amounted to 

about 600l/s (litres per second).  It was estimated that an additional supply of 7,300 l/s would 

be required by the year 2015 (Claure, 2000).  Furthermore, less than 60% of the city’s 

population was connected to the water supply network, water was only supplied for up to four 

hours per day, and losses were estimated to be 43% (Libhaber, 1997, Marvin, 1999).  The 

prices of water prior to privatisation were estimated as US$4/m3 for vended water and 

US$0.1/m3 for piped water.   

 

Lack of a sustainable supply of water had hindered growth of the agricultural, industrial and 

commercial sectors in the city (Anton, 1993).  Deficiencies in Cochabamba’s water utility had 

affected the poor most severely.  Only 61% of water in Cochabamba was supplied by 

SEMAPA, 25% came from private wells, 12% cistern trucks, and 2% from private nets.  Those 

from higher socio-economic groups were more likely to have connections to the mains network 

or access to private wells while lower socio-economic groups tended to be reliant on cistern 

trucks and private vendors as public water services had not been extended to the poorest areas 

of the city. (Marvin and Laurie, 1999)  Subsidised public tariffs therefore disproportionately 

benefited the wealthiest who could access the water network (Nickson, 2001).   

 

Two issues therefore needed to be addressed in solving Cochabamba’s water problem: 

mobilising water from external sources as groundwater recharge was not sufficient to match 

the extent of depletion from pumping, and expansion of the city’s water infrastructure to 

increase household connection coverage and reliability.   

  

A significant element of solving Cochabamba’s water problem was the need to raise finance to 

implement its solutions.  Cochabamba did not have many financing options as public funds 

were limited and its capacity to raise foreign capital investment was limited by its poor credit 



 

10 

rating.  A further constraint on the capacity to raise finance was low affordability amongst 

water users in terms of ability to pay for water services.  The need to raise finance for 

investment was a motivating factor to privatisation.  However, due to the level of future 

investment required and low affordability – attractiveness of SEMAPA to outside investors 

was low.  To make matters worse, confidence in SEMAPA was poor.  It had been criticised for 

inefficiency in resource allocation as a $72million aid package for the water network was spent 

on the existing network rather than new connections (Marvin and Laurie, 1999).  It as also 

alleged that its management was bureaucratic, corrupt and prone to bribery (Anton, 1993). 

 

Although the privatisation of water in other parts of Bolivia such as La Paz and Santa Cruz was 

relatively unproblematic  - it was not assumed that this success could be replicated in 

Cochabamba as the state of its water utility was far inferior (Marvin and Laurie, 1999).  51% 

its population was not served by the public water supply, whereas service coverage deficits in 

La Paz and Santa Cruz were much less at 38% and 28% respectively (ECLAC, 1998b).  This 

difference arose because the water utility networks in La Paz and Santa Cruz previously 

benefited from more investment enabling them to achieve these higher levels of coverage.  By 

contrast, expansion of Cochabamba’s water network had not kept pace with the growth of the 

city (Anton, 1993, Marvin and Laurie, 1999).  As the poor state of Cochabamba’s water utility 

(SEMAPA) necessitated high up-front investment, it was less attractive to private sector 

investors.  In order to attract private sector investment, the Bolivian government therefore 

needed to be flexible in negotiating privatisation terms in this case. 

                                                                                                                                                 
5 Surface water (approximately 60% of supply) comes via aqueducts from lakes in the neighbouring highlands.  The 
remaining water supply comes from alluvial aquifers in the valley and is extracted through wells some of which were 
privately owned prior to privatisation (Anton, 1993). 
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Finding a solution 

Two project ideas were considered to solve Cochabamba’s water problem: the Corani Project 

and the Misicuni Project.  A brief comparison of the projects is detailed below (Libhaber, 

1997; Global Water Report, 2000; International Water Ltd, 1999; Lobina, 2000): 

 Corani Miscuni 

Total Supply 
of water6 

4m3 per second. 3.9m3 per second. 
 

Capital 
investment 

US$70 million US$320million in total.  $180 
million to build the dam 
during the first five years of 
the concession and $140 
million over the remaining 35 
years of the concession 
contract. 
 

Contractual 
Arrangement 

30 year water sale contract 40 year Build-Operate-
Transfer contract. 
 

Project Plan Use of water from the 
existing Corani reservoir 
which was constructed 30 
years ago as part of a 
hydroelectric power project. 
 
 

Construction of a dam at 
4,000 metres above sea level, 
a hydroelectric power station 
and a 20km tunnel to bring 
water from the River 
Misicuni to Cochabamba 
through a mountain. 
 

Price of water $0.216/m3 for 1st 4 years, 
rising to $0.235/m3 
thereafter.  Irrigation water at 
$0.08/m3. 
 

$0.25/m3 for domestic use.   
$0.08/m3 for irrigation. 

Obligation to 
buy water 

No obligation on the part of 
SEMAPA to buy water for 
irrigation.  Project feasibility 
is not dependent on the 
purchase of water for 
irrigation. 
 

Water tariff for domestic use 
is dependent on volume of 
water being purchased for 
irrigation. 

 

Comparing the proposals on economic merits, the Corani project was superior to the Misicuni 

project.  It offered a “lower-cost, fully private-financed option under which tariff increases 

would not have been necessary for at least 5 years” (Neal, 2000).  Given issues that have 

already been outlined with the sale of irrigation water, non-dependence on irrigation water 

charges was also a significant factor in favour of the Corani Project.  Using an existing dam for 

the Corani project also meant that the construction risks of the Misicuni dam were avoided.   
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The assessment of solutions for Cochabamba’s water problem was not a straightforward 

process however whereby alternative solutions were weighed up against each another.  The 

discourse was heavily biased toward one particular solution, the Misicuni project.   

 

Motivations towards the Misicuni project originated from the sense amongst Cochabambinos 

that they had lost out to other parts of Bolivia in the allocation of government investment and 

this project was owed to them in order for them to modernise and catch up with the rest of the 

country.  The idea of the dam originated as a solution to the city’s water problem during the 

1950s era of “hydraulic mission” solutions to development (Allan, 2001; Marvin and Laurie, 

1999).  Since then local engineers and politicians have sought to establish the technical 

feasibility of the project and maintained the momentum to build the project by associating it 

with the modernisation of the region.  Prior to each election, politicians would promise to build 

the Misicuni project, and any politician who questioned the project feasibility risked becoming 

a political outcast.  Misicuni was also emblematic of the region’s identity in being a local 

independent solution to sourcing water (Laurie and Marvin, 1999).  The Corani project solution 

to the city’s water problem was therefore met with scepticism as it challenged the Misicuni 

dream of modernisation and independent development.  Motivations towards the Misicuni 

project created a strong bias towards proceeding with this solution, even though it was not the 

most financially feasible solution to Cochabamba’s water problem.   

 

As Misicuni would take longer and be more expensive to develop – central government had 

been keen to consider the Corani option as it could make SEMAPA more attractive to 

privatisation (Marvin and Laurie, 1999).  Despite the relative merits of the Corani project 

however, political motivations dictated that the Misicuni project would be chosen.  

 

An attempt to privatise SEMAPA in 1997 was aborted because the Cochabamba municipality 

strongly opposed the tendering process as it did not take into account the Misicuni project.  

When tendering for SEMAPA was reinitiated, the government included the construction of the 

Misicuni project within the tender mandate.  The Bolivian government therefore enabled the 

Misicuni project to proceed by specifying this project within the tendering process.  Tendering 

went ahead despite international water companies expressing concerns about the feasibility of 

the Misicuni scheme (Quint, 2000)  

   

                                                                                                                                                 
6 Both projects have potential to supply more water in the future. 
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On 1st October 1999, the Aguas del Tunari Consortium (AdT), led by International Water 

Limited, commenced a 40-year concession contract with the Government of Bolivia to operate 

the Cochabamba water utility, SEMAPA.  (International Water Ltd, 1999).  

 

The Bolivian Times has suggested that political connections allowed a degree of ‘generosity’ 

in awarding the concession contract to Aguas del Tunari, the sole bidder.  Its local partner, ICE 

Ingenieros was owned by one of the most affluent and influential men in Bolivia.  His 

company was also a partner in the Misicuni tunnel consortium (Lobina, 2000). 

 

Cochabamba’s water problem was not easy to solve.  The city’s water utility had a large 

investment requirement that the government could not finance.  Furthermore, it was difficult to 

attract investment into the utility because of its poor state and low affordability of its users.  

The Bolivian government was trying to solve the water problem with a limited number of 

options.  Political pressure to build the Misicuni Project made the situation more difficult – in 

particular as this was not the most financially viable option.  Privatisation with the Misicuni 

Project could be described as the ‘Second Best Solution’ (Lipsey from Allan, 2001).  The 

selection of this ‘Second Best Solution’ however was central to the failure of privatisation.  

The choice of this excessively expensive project limited the potential for the economic benefits 

of privatisation to be realised since it unduly increased the cost at which water could be 

delivered to users. 

 

Water prices after privatisation 

Water tariffs increased after privatisation for a variety of reasons.  The most significant was the 

choice of the Misicuni project that mobilised water at ‘roughly six times that of alternative 

sources’ (Palast, 2000).  Although it would take several years to build the Misicuni Dam, its 

cost was immediately factored in to water prices (Panos, 2001).  Furthermore the municipality 

insisted on the construction of an excessively expensive and unnecessary treatment plant 

(Quint, 2000).  Under its contract terms, AdT was also required to repay SEMAPA’s 

previously accumulated $35 million debt which therefore had to be factored into water tariffs.  

Similarly, tariffs reflected the charges the government made to AdT for using existing 

SEMAPA assets (Quint, 2000).  Although some of these factors were necessary it is also 

evident that some were unrealistic.  Engaging the private sector to fund future investment may 

be feasible, but expecting the private sector to finance past debt in addition to generating profit 

returns would appear to be an unrealistic expectation of the potential of private finance. 
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Aguas del Tunari declined to publish its complete tariff structure.  The tariff structure has 

however been estimated as follows by research undertaken by the FT Global Water Report 

(Global Water Report, 2000): 

 

Who Pays?  Water only - ($/m3) Water and Wastewater - 
($/m3) 

Poorest 42% of population 0.25 0.43 
Middle income 38% of 
population 

0.40 0.68 

Wealthiest 20% of 
population 

0.71 1.20 

 

Compared with previous water tariffs of $4/m3 for vended water and 0.1$/m3 for piped water 

(ECLAC, 1998a) these tariffs were significantly higher than previous for who were connected 

to the public water network.  For those who previously relied on water vendors they 

represented a reduction on estimated vended water prices of $4/m3.  Although those who were 

dependent on water vendors may not have been in the wealthiest social group – given the high 

cost of water vendors it is unlikely that the poorest paid such amounts for their water supply.  

Only 12% of Cochabamba’s water supply was distributed through water vendors, yet 25% 

came from private wells.  It is likely that the poorest relied on free sources of water such as 

collecting rainwater or obtained their water from private wells7 possibly because they could not 

afford to pay water vendors.  For them, the new tariff structure represented a significant 

financial burden. 

 

The average tariff under this structure is $0.399/m3 - much higher than the $0.25/m3 tariff that 

was proposed in the Misicuni plan.  These water prices also compare unfavourably with the 

$0.216/m3 tariff proposed under the Corani Project (which was supported by guarantees) 

(Libhaber, 1997).  The Corani tariff would have been considerably more affordable to the 

middle income and wealthiest of the population, and would have allowed greater scope to 

charge middle income and wealthier customers higher rates to cross subsidise the poorest 

users. 

 

The level of water prices post-privatisation highlighted the high cost of the Misicuni plan 

compared with the Corani alternative.  The manner in which all sources of water were 

privatised also reduced the options available to the poorest to secure free sources of water.  

                                            
7 These new water tariffs had a significant impact on those who had previously owned private wells.  Following Law 
2029 they were no longer permitted to collect water from these free sources as they fell under Aguas del Tunari’s 
ownership. 
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Engaging private finance was excessively expensive to these users without their benefiting 

from commensurate improvements in service quality.  As service quality and price are the two 

primary outputs on which users might evaluate whether privatisation is worthwhile, this 

outcome did not bode well for the potential of privatisation.   

 

What is happening now – what has been achieved 

Following Bechtel’s withdrawal, Cochabamba’s residents took control of SEMAPA through 

La Coordinadora (La Coordinadora de Defensa del Agua y la Vida).  This can be viewed as the 

solution to Cochabamba’s water provision in that it is a workable alternative to privatisation as 

it is run by users and focuses on their interests.  Whether it is a fully viable solution depends on 

whether it can address the two problems that have already been identified with Cochabamba’s 

water provision.   

 

Local journalists have expressed great optimism about the potential of the newly constituted 

SEMAPA to channel the energies of La Coordinadora that had motivated protest into building 

a ‘third way’ solution to Cochabamba’s water problem.  Its progress to date has been 

formidable.  Water tariffs have been reduced, a community water tank in Alto Cochabamba has 

been completed and 800 new water connections have been installed.  SEMAPA has also 

established connections to 400 communities that had been abandoned by the old company 

(Harden, 2001, Shultz, 2001).  

 

As an institution, SEMAPA is a model participatory organisation.  The company is run with 

full support and inclusion of its workers and its community rather than by ‘corrupt politicians’ 

(Shultz, 2001, Harden, 2001).  This is achieved through the institutional focus of 

neighbourhood citizens meetings that use local knowledge to prioritise local needs and to help 

solve water supply problems.  Similarly, public hearings are used to define how SEMAPA 

should develop, and on a weekly TV show the SEMAPA Director Dr. Jorge Alvarado, answers 

the public's questions and hears their concerns (Barlow, 2001).  This approach enables 

SEMAPA to optimise the financial resources available to it in order to meet social objectives in 

water provision and maintain and popular support for its operations.  

 

There are some constraints on SEMAPA’s continued success.  Despite popular support, its 

affiliation with La Coordinadora has ruled out support from Cochabamba’s political and 

business elite.  They have boycotted the organisation and refused to pay water tariffs (Harden, 

2001).  Apart from loss of revenue, lack of support from this community is detracts from 



 

16 

SEMAPA’s institutional credibility.  Although progress has been made, Cochabamba’s 

problems have not been solved.  Jorge Cuba, a Bolivian journalist has noted that the city has no 

more than 5 hours of water a day and only 40% of the farmers in surrounding areas have access 

to clean water (Cuba, 2000).  The true measure of ‘new’ SEMAPA’s potential as an 

organisation is its capacity to raise finance and address future as well as current water 

requirements.  

 

Despite potential constraints on SEMAPA’s future, that it has earned the belief that water is 

being provided universally, fairly and reliably is significant.  Key to this, SEMAPA is 

perceived to be run in compliance with the “Declaration of Cochabamba” which states, among 

other things, that water is a basic human right to be protected and provided by the people.  This 

declaration also states that water is not to be traded and sold by financial institutions or 

multinational corporations (Appendix).  This mode of water management is infinitely more 

successful than privatisation in Cochabamba and represents the only immediately institutional 

structure for managing the city’s water.  This implies that if finance is required for investment 

in the system – its stands a far greater chance at succeeding is if it is employed by this 

management structure. 
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If investment were primarily to extend coverage – up-front investment costs could have been 

reduced by phased project implementation or the use of self-built low cost connection solutions 

(such as the ‘Condominium’ solution used in La Paz) (Lyonnaise des Eaux, 2000).  It would 

have been unfeasible however to build a smaller dam or shorter pipeline.  With little flexibility 

on the construction cost of the Misicuni project there was no scope to make the project work 

with lower tariffs.  With a high-tariff project, willingness to pay and ability to pay issues were 

created. 

 

On the part of users, willingness to pay depends both on perception of value for money in 

terms of service improvement relative to tariff increases, and acceptance of privatisation and 

the concept of paying for water. 

A specific issue with Cochabamba was that service improvement depended on mobilising 

water from outside the area.  A significant portion of investment would be used for this rather 

than visible service improvements such as coverage.  This raised willingness to pay issues in 

that improvements in water quality were unlikely to be commensurate with increases in water 

tariffs.  This issue has already been highlighted within the international water industry.  The 

challenge is to balance the obligation on private sector companies to meet infrastructure 

investment needs, whilst providing demonstrable improvements in water quality at minimum 

cost to the customer (Allison, 2001).  If more visible improvements were made at the outset of 

the project such as improvements to irrigation systems or reductions in leakage, willingness to 

pay could have been greater. 

 

Willingness to pay issues can also arise from the breakdown in the allocation of revenues from 

various water uses.  Dependence on irrigation water tariffs can be problematic as it assumes the 

ability to collect tariffs from farmers for whom irrigation water has always been free.  In 

Cochabamba, not only were farmers expected to pay for irrigation water that was previously 

free, but under the law 2029 passed prior to privatisation, farmers’ investments in their own 

irrigation schemes were lost.  A financial model for the project that was less dependent on 

irrigation revenues such as the Corani project might have alleviated this problem. 

 

Prevalence of poverty in Cochabamba was a constraining factor on ability to pay.  The ‘Plan 

Colombia’8 coca eradication programme which destroyed coca farmers’ livelihoods further 

                                            
8 The ‘Plan Colombia’ coca eradication programme in Bolivia was an extension of the US funded coca eradication 
programme in Colombia.  It was supported by the Bolivian government. 
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reduced ability to pay (Carroll, 2001).  Ability to pay could have been improved if the 

Cochabamba economy was stronger or subsidies for poorer users were available.    

 

The scale of tariff increases was a significant factor in rendering private finance unworkable in 

Cochabamba.  If willingness to pay and ability to pay had been managed to match increases in 

water tariffs – increased tariffs may not have been such an impediment to using private 

finance.   

  

Was the problem lack of effective regulation? Or the terms of privatisation? 

Assessing the degree to which poor regulation was a contributory factor to the failure of 

privatisation in Cochabamba is complementary to assessing the terms of AdT’s concession.  If 

the concession terms were more water user friendly, the need for regulation may have been 

diminished. 

 

Just as private sector interests can be protected under the contract terms of privatisation, user 

interests can be protected through regulation.  Regulation has the potential to protect the public 

good characteristics of water supply, and prevent monopolistic behaviour on the part of private 

sector water providers.  Such regulation is critical with PSP in the water sector as there is a 

greater tendency for this sector to be monopolistic than other utilities such as gas and telecoms.  

This arises because of fewer opportunities to introduce competition since water pipe networks 

cannot be easily duplicated or shared.  Regulation is ideally a means of getting the best 

performance out of water companies – by ensuring that an acceptable level of water quality is 

delivered at a reasonable price to consumers. (Klein and Irwin, 1996, Klein, 1996) 

 

The role of the government is key in regulation.  Where the private sector becomes involved in 

water services, the role of government in water service provision is not diminished but 

transferred from provider to regulator - controlling drinking water quality, quantity and price 

(OECD, 2000).  Privatisation was in its early stages in Latin America so there was limited 

expertise within governments in regulating privatisation (ECLAC 1998a).  Due to its 

inexperience in water legislation therefore, the Bolivian government’s efforts to protect users 

were limited – “There aren’t any laws or institutions and there isn’t enough suitable 

infrastructure to cope with the water problem”  (Fernandez Jauregui from Cuba, 2000).  If the 

Bolivian government had greater experience in legislating for privatisation, regulation may 

have been more effective.   
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A key issue with regulation is asymmetry of information (ECLAC, 1997).  Tariffs also need to 

reflect an appropriate level of investment on behalf of the water company such that adequate 

service may be maintained in the longer term but also enable the water company to make a 

reasonable profit.  The issue of asymmetry of information arises in ascertaining exactly how 

much capital the water company invests, and what is its cost of capital.  If tariffs are set it too 

high the private sector company can make excessive profits to the detriment of consumers, and 

alternatively if they are set too low the company may be disinclined to invest in water 

infrastructure and consumers are not incentivised to conserve water.  The challenge of 

regulation is therefore finding a fair tariff level that balances user and private sector interests.  

In the case of Cochabamba – the problem of unaffordable tariffs calls for consideration of how 

regulation could have impacted this issue.  In Cochabamba, tariffs were regulated by a rate of 

return approach whereby AdT was permitted to make a specific profit return.  To achieve this 

profit return, they were permitted to charge the necessary tariff in order achieve this profit 

regardless of cost structure.  This assured AdT that they could achieve their target profit return 

without making cost efficiencies that could ultimately benefit users.  If a tariff regime such as 

the ‘price cap’9 approach were used, AdT’s high returns may have been more justified in that 

they would have been pressurised to achieve cost reductions during the concession contract 

which could have been passed onto users when tariffs are reviewed. (Klein, 1996, OECD, 

2000)     

 

Although the investment ‘goal’ of 16% return on investment (Dolinsky, 2001) sought by AdT 

is high, this return needs to be viewed in the context that the private commercial sector will 

only invest capital if it expects to receive a reasonable commercial return.  In the background 

chapter it was outlined that the risks of investing in the water sector in a country such as 

Bolivia are high thus compensation for investment needed to be equivalently high.  In a study 

of power projects in Asia and Latin America undertaken by Baughman and Buresch it was 

estimated that the equity return on such projects was between 18 and 25 percent. (Haarmeyer 

and Mody, 1998)  A return of 16% on a water project was therefore not out of line with 

practice.   

 

Another significant issue of objection in Cochabamba’s privatisation was handing over 

ownership of the water utility to AdT.  As AdT was expected to invest in SEMAPA under its 

                                            
9 Under the ‘price cap’ approach, prices are set for a number of years.  If the concessionaire reduces the cost of water 
provision to below that which was anticipated when tariffs were set, these cost savings can be retained its profits until 
the next periodic water tariff review.  This approach enables tariff reductions to be passed on to users as when tariffs are 
reviewed new tariffs are set based on the lower cost structure.   



 

21 

concession contract, ownership of the utility (SEMAPA) was an assurance it would get a return 

on this investment.  The real value of ownership was limited however as it would be difficult 

for AdT to realise any cash value on the sale such an asset and it would be impossible to move 

or deploy it elsewhere.  It may have been of no less financial value to have legal contractual 

ownership of future tariff cashflows from SEMAPA with ownership of SEMAPA being 

retained by the Bolivian government.  Such an arrangement may have given a similar level of 

financial comfort to AdT as an investor and yet been politically acceptable to Cochabamba as 

ownership of water would have been retained. 

 

AdT’s exclusivity in water provision was also objectionable.  This was facilitated by ‘Law 

2029’.  As a result of this law and the licensing of AdT under privatisation, citizens who had 

built family wells or water irrigation systems decades earlier suddenly had to pay AdT for the 

right to use this water (Juhasz, 2000).  To the private sector, exclusivity in water provision is a 

risk mitigant as it protects large sunk investment from competition that could undermine its 

value.  The problem with exclusivity however is that it cuts out informal provision which may 

be only source of supply in poor areas that are not yet connected to the mains network.  Given 

the problems for water users associated with exclusivity, it is doubtful whether the real value of 

exclusivity to AdT was on a par with its cost to water users. 

  

Poor regulation and the terms of private sector involvement were mutually enforcing in their 

contribution to the failure of privatisation in Cochabamba.  When AdT proceeded to raise 

tariffs by an average of 40%, this was authorised by the Bolivian regulator.  Additionally there 

were no clear goals or deadlines in the concession contract with respect to the responsibilities 

and commitments of the concessionaire thus the terms of the contract left little scope for 

regulation (Florez and Solon, 2001).  Overall, there was scope to install Bolivia’s regulatory 

system and the terms of privatisation in Cochabamba to enable users to realise the potential 

benefits from private sector involvement.  If these two conditions had been achieved, private 

sector finance may have been workable.   

 

Was the form of privatisation wrong – and could an alternative have worked better? 

Another question was whether privatisation failed because the form of privatisation 

arrangement in Cochabamba was inappropriate.  There are three principal forms of private 

sector participation that can be implemented in the water sector: the management contract, the 

concession and the lease contract. 
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Although a management contract enables the private sector to improve management and 

efficiency without forgoing ownership, such a contract does not involve significant infusions of 

private capital on the part of the private sector operator.  The use of such a contract would 

therefore not have been feasible in Cochabamba without other sources of finance to fund 

capital investment (OECD, 2000).   

 

To attract capital investment privatisation needs to be in the form of a BOT (Build-Operate-

Transfer) or a Concession Contract with terms that ensure the investor can get a return on 

investment.  Under the BOT Contract, the government agrees to buy a set amount of water 

output at a fixed rate over a contracted period of time.  Similarly under the concession contract, 

full responsibility for the delivery of water and wastewater services in a specified area over a 

fixed period is given over to the concessionaire which collects tariffs directly from water users. 

(OECD, 2000) 

 

In the case of Cochabamba, a BOT contract may have been more acceptable than a concession 

contract as water charges would have been collected by the government rather than by AdT.  

Furthermore given the government’s commitment to buy water under the BOT – exclusivity 

may not have been required by AdT and law 2029 may not have been required.  A BOT 

contract may not however have meant that water charges would have been lower or more 

equitable since AdT’s target investment return would have been similar.  However the 

government may have been in a better position to implement social tariff structures and to 

ensure equitable water charging, although feasibility of this was low (Carroll, 2001).  Overall 

the use of a BOT contract could have enabled private investment to be employed in a more 

acceptable form of privatisation, although, as tariffs would have been similar, it is uncertain 

that it would have enabled privatisation to succeed.  

 

Chapter Conclusion 

This chapter has evaluated the Cochabamba privatisation.  Tariff levels and regulation and the 

terms and form of privatisation have been examined.  It has been demonstrated that if some of 

these faults could have been addressed.  For example, if the problems of exclusivity were 

avoided, privatisation may have been more acceptable.  If privatisation had been implemented 

sensitively, private finance may have been feasible in Cochabamba.  In this chapter however it 

has also been evident that the high cost Misicuni Project with ensuing high tariffs was an 

overriding impediment to the financial feasibility of privatisation as well as its social 

acceptability. 
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5   How does theory explain the failure of Cochabamba? 
It has already been argued that privatisation may have worked in Cochabamba if implemented 

in a different manner and a less expensive alternative to the Misicuni Project had been chosen.  

In addition to reasons proposed for how this could have been achieved, the outcome depended 

on social and political factors.  In this chapter, it is therefore argued that the successful use of 

private finance is dependent on the socially and politically feasible implementation of 

privatisation. 

 

Coca and the Cochabamba Economy 

With the collapse in metal prices in the 1990s, a large number of the mining community 

migrated to the Chapari region to work in coca growing.  These coca farmers have not however 

gained the full financial benefits of their crop as this has mostly accrued to wealthy Bolivian 

elites who have the financial capital and social connections to process the coca into cocaine 

and to distribute it internationally.  They are therefore commonly referred to as the ‘illegal 

proletariat’.  In addition to this disadvantage, Coca farmers have been adversely affected by US 

efforts to eradicate Coca growing in Bolivia under an extension of ‘Plan Colombia’.  Growing 

coca has numerous benefits over growing other crops such as bananas; firstly its lower labour 

intensity, secondly ease of transport and storage, and thirdly frequency of crop yield.  The coca 

farmers were not however compensated for the eradication of their crop (Carroll, 2001).  

Furthermore, the US company Bechtel’s ownership of AdT was contentious since the US was 

also behind ‘Plan Colombia’ (Global Water Report, 2000).   

 

This social context in Cochabamba was detrimental to the feasibility of water privatisation.  

The economic hardship from Coca eradication under ‘Plan Colombia’ made water tariff 

increases even more intolerable.  It was believed that fighting against this water law was a 

precondition addressing other contentious issues (Carroll, 2001). 

 

Institutions and representation 

In addition to economic hardships arising from privatisation, inability to participate in the 

privatisation process and have their views considered in the privatisation model and no doubt 

fuelled the Cochabambinos distrust of the process.   

 

The manner in which civil society and ethicists/egalitarians were excluded from the 

privatisation process is demonstrated in terms of Mary Douglas’ Group Grid approach 

(Douglas from Allan, 2001) 
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Civil Society 

 

• La Coordinadora 

• ‘New’ SEMAPA 

Hierarchists 

 

• Government  including local 

politicians 

Individualists/ 

Entrepreneurs 

 

• Aguas del Tunari 

Consortium – private 

Ethicists/Egalitarians 

 

• Internet debate - Maude 

Barlow, Jim Shultz and  Jim 

Palast. 

 

Although the World Bank’s recommendation against the Misicuni project was ignored, its 

advocation of privatisation influenced the privatisation process (Palast, 2000; Neal, 2000).  

Cochabamba’s water privatisation can be perceived as having been promoted by a form of 

alliance between Hierarchists and Individualists-Entrepreneurs according to the Douglas group 

grid theory (Allan, 2001).  The needs of Civil Society and Ethicists-Egalitarians were therefore 

barely considered. Considering their objection to privatisation which was voiced through 

protest, and La Coordinadora’s post-privatisation consultation10, if civil society had 

participated it is likely that water privatisation would have taken a different form.  

 

Apart from the neglect of civil society needs, Cochabamba’s failed privatisation could also be 

explained by the nature of the allegiance between Government-Hierarchists and Private Sector-

Individualists.  It has already been argued that addressing civil society needs through 

regulation and the terms of privatisation is fundamental.  As responsibility for negotiating these 

issues rests largely with the government – its failure in this role suggests excessive co-

operation with the private sector the detriment of civil society. 

 

The government’s neglect of civil society is also evident from its reluctance to negotiate with 

La Coordinadora.  La Coordinadora became a breakaway organisation of Comite Civico in 

December 1999 when some members felt that it was dominated by a minority of wealthy 

members.  La Coordinadora quickly gained much more support than Comite Civico and its 

structure meant it remained representative of civil society.  Despite the extent of La 

Coordinadora’s representation, the government refused to recognise it and would only 

negotiate with Comite Civico.  The government’s preference to negotiate with Comite Civico 
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was no doubt influenced by the fact that it was more aligned to its own viewpoint. (Carroll, 

2001) 

 

Not only the Government and hierarchy should be criticised for neglecting civil society needs.  

As professional corporations, with experience of water utility management in developing 

countries, international water utility companies are aware of the need to communicate with 

civil society in project design and implementation to gain user agreement on the reform of 

water utility systems.  Despite stating ambitions to work with civil society (International Water 

Ltd, 1999), AdT does not appear to have been proactive in working with La Coordinadora.  

 

Jorge Cuba (Bolivian Journalist) has highlighted the importance of civil society participation in 

his argument that legislation for successful private sector involvement is unworkable unless it 

is based on proper consultation with users.  Although communities are very attached to the 

concept of free water, he argues that there is potential through dialogue for them to realise that 

water is a scarce resource that must be paid for.  Cuba considers that Cochabamba’s problems 

could have been avoided if local culture, customs and ways of life had been taken into account 

in introducing the private sector (Cuba, 2000).  Without supporting dialogue, the concept of 

privatisation could not become politically acceptable. 

 

Although privatisation was largely initiated and implemented by Individualists-Entrepreneurs 

and Hierarchists it has already been outlined that the choice of the Misicuni dream over the 

Corani solution was consistent with the ideological preference of civil society at the time.   

Although the needs of civil society were not consulted in Cochabamba’s water privatisation, its 

ideology was implemented this project choice.  This may be perceived to have been a means to 

get civil society’s acceptance of the overall project – so as to soften objection to privatisation. 

 

The Cochabamba elite had conditioned civil society in Cochabamba to favour the ‘hydraulic 

mission’ project.  It was justifiable in terms of regional compensation for past neglect by the 

central government.  In the event, this constructed position was unrealistic as well as ‘second 

best’.  Cochabamba’s privatisation showed a neglect of civil society and an excessively 

cooperative relationship between Government-Hierarchists and Private Sector-Entrepreneurs.  

This resulted in a form of privatisation that gave minimal consideration to civil society needs.  

                                                                                                                                                 
10 In La Coordinadora’s consultation with its members on privatisation it was shown that between 94% and 98% of the 
Cochabamban people objected to privatisation (Multinational Monitor, 2000) 
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Civil society was inevitably opposed to it.  As a result, privatisation failed to work and 

therefore private finance could not be used gainfully. 

 

The Voice of Civil Society 

Group-grid theory highlights how civil society was neglected in the Cochabamba privatisation 

although it does not explain how it reversed privatisation.  Without the ability to mobilise 

protest – civil society may have had little choice but to tolerate privatisation.   

 

Civil society’s capacity to mobilise protest was based on an existing strong institutional 

structure.  La Coordinadora, which led the protests, was the umbrella organisation for 

grassroots organisations (which were strongly established in Bolivia) and its leader, Oscar 

Olivera, was executive secretary of the Federation of Factory Workers in Bolivia.  It drew its 

strength from the Bolivian trade union movement, to which it was aligned.  Historically, the tin 

miners’ trade unions were powerful as the miners generated a significant portion of the 

country’s GDP and were well organised.  When tin prices fell in the 1990s and mining 

collapsed, the unions lost their power, although the institutional structure and associated social 

capital (Fine, 2001) of these organizations survived (Carroll, 2001; Multinational Monitor, 

2000).  The existence of this institutional structure was central to mobilizing protest in 

Cochabamba as many of the farmers involved in the water protests were former tin miners. 

 

Apart from its strong institutional origin, La Coordinadora’s capacity to voice opinions of civil 

society arose from its legitimising representative structure.  As umbrella organisation of a 

multitude of grassroots organisations it was truly representative of the population.  Secondly, 

its leaders had no power vested in them as they were delegates of local assemblies and their 

power was vested in these local groups.  Corruption was avoided as leaders are not able to act 

without agreement for their actions from the local assemblies they represented.  Thirdly, the 

organisation’s proposals were formulated through a public consultation (Multinational 

Monitor, 2000) that was conducted through local assembly meetings.  This structure also made 

it a resilient organisation.  La Coordinadora was not threatened by Government efforts to 

capture its leaders as unlike a minority organization, as a large populist organisation, capturing 

leaders would have been pointless as they would easily have been replaced. (Carroll, 2001) 

 

Without the institutional legacy of strong trade unions, it is questionable whether the 

Cochabambinos would have been able to voice their concerns and to mobilise such a 

formidable protest against water privatisation.  This capacity to raise a social movement 
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quickly and efficiently makes Cochabamba an exceptional case.  It enabled grassroots ideas 

and opinions to be raised at the national level.  It is an example of how there can be flaws in 

water privatisation such that it creates an intolerable situation for the poor.  Therefore if private 

finance is to be used as an instrument of financing water in the future – the real impact on all 

members of society needs to be heard.  A lesson to be learnt regarding the use of private 

finance for water infrastructure development is that the Cochabamba protests over water 

privatisation enabled civil society identify unacceptable projects and initiatives.  The 

Cochabambinos had a very significant impact on the privatisation discourse more generally.  

The impact was felt in Bolivia and worldwide.  (Shultz, 2001) 

 

The Cochabamba Water Debate – Limits and Sanctions 

The selection of the Misicuni project over the Corani project could be explained via the theory 

of sanctioned discourse (Allan, 2001).  It could be interpreted as having been undertaken in a 

discourse sanctioned by the unsafe government-private sector coalition.  The approach was 

unsafe because it was illegitimate.  In the discourse of selecting a solution, because of the 

unfailing support for the Misicuni Project by the government elite and its private sector allies, 

the merits of the Corani option in terms of practicality and feasibility were ignored.  Although 

advocates of privatisation hail it as a means of removing government corruption from public 

services, ironically in this case privatisation became another form of corruption that caused an 

unfeasible project to be chosen.  The choice of water project in Cochabamba is an example of 

how some factors and risks are privileged and others backgrounded in political discourses. 

(Allan, 2001) 

 

If key decision makers had taken notice of the results of project feasibility comparisons – a 

sanctioned discourse outcome may have been averted.  According to World Bank 

recommendations for evaluation, projects need to be affordable, customers and stakeholders 

should be consulted and concessions should be awarded through transparent, competitive 

bidding. (Gouarne and Briscoe, 2000)  If such a model had been applied, the Misicuni project 

is unlikely to have been chosen. 

 

An analysis of the perceptions of government decision makers on which the Corani Project was 

evaluated against the Misicuni Project is presented in the diagram below.  Considering the 

projects as having relative merits in terms of economic and political costs, the selection of the 

Misicuni Project implied that the low anticipated political costs took precedence over the high 

economic costs of the project.  In the event the government decision makers seriously 
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misjudged the politics associated with the high cost Misicuni Project.  The privatisation mode 

of investment and project implementation meant that the ‘emblematic’ Misicuni Project had to 

be paid for Cochabamban people rather than being provided by a munificent central 

government. 

 

Balancing Social and Economic Motivations 

Privatisation in Cochabamba can also be analysed as a failure to balance the economic and the 

social.  This balance is a difficult issue with privatisation as the economic needs of the private 

sector can contradict the social needs of users.  It also needs to be considered however that 

prior to privatisation in Cochabamba, deficiencies in the existing water system meant that 

social needs were seriously under-resourced.  SEMAPA was incapable of delivering basic 

social needs such as water delivery to the poorer areas of the city.  Although investment was 

needed to meet these social needs the Bolivian government did not have the necessary financial 

resources at its disposal.  The financial demands of using private finance were a social burden 

for users.  However, improvements in the water utility through privatisation would have 

brought improvements in the standard of living of those who were not already connected to the 

water supply network.  With no other sources of finance, it is necessary to consider that 

although the financial cost to users of privatisation was socially undesirable, this ‘social cost’ is 

likely to have been reduced by the ‘social gains’ in standard of living improvements that could 

arise from improving and expanding the water utility.   These potential social benefits therefore 

need to be considered in assessing the social costs of privatisation. 

 

Chapter conclusion 

In this chapter the Cochabamba’s water privatisation has been analysed in the context of social 

and political theory.  The social and political context in which water was privatised, the 

participation of various stakeholders in the privatisation, the discursive process of selecting the 

solution to the water problem and the issue of balancing social and economic demands have 
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been examined.  The analysis has highlighted flaws in the design and implementation of 

Cochabamba‘s privatisation process.  It can be concluded that private finance is more likely to 

have worked in Cochabamba if privatisation had been more socially aware and it had been 

implemented through stronger and more legitimate political institutions. 



 

30 

6   Summary and Conclusion 
 

In this study, a range of factors which contributed to the failure of privatisation in Cochabamba 

have been assessed in order to evaluate the implications of this case for private finance in 

infrastructure development more generally. 

 

These factors included the manner in which privatisation was implemented, the terms of 

privatisation, regulation, and social and political factors.  The scope of analysis has also been 

economic in assessing the financial feasibility of the project; social in considering 

Cochabamba’s civil society and political in considering how the Misicuni project was chosen.  

The conclusion reached is that a combination of failings prevented privatisation from 

succeeding in Cochabamba.  Although there were a variety of forms that privatisation could 

have taken in Cochabamba, it did not follow the most economic or the most cost efficient 

route.  If some of these failings had been ameliorated or their impact reduced, privatisation 

could have had more chance of success and the benefit of private finance realised.  More 

specifically, the high cost of mobilising water exacerbated by the overly expensive Misicuni 

Project was central to the failure of the Cochabamba privatisation.   

 

Regardless of other factors that contributed to the failure of privatisation – the question could 

be raised that the high cost of water in Cochabamba due to the cost of mobilising water from 

outside sources and low incomes of those supplied meant that private finance without subsidy 

was unworkable in this case regardless of the project chosen.   

 

In conclusion, the case of Cochabamba tells us a lot about the use of private finance for water 

infrastructure projects.  It is a case where due to limited government resources and the scale of 

investment required – there was little alternative but to deploy private finance for the much 

needed investment in the region’s water utilities.  It is therefore an example of how private 

finance is an inevitable consideration where investment is needed in water infrastructure. 

 

As a case where privatisation failed, Cochabamba tells us a good deal about using private 

finance.  It shows that private finance cannot be safely mobilised unless problems that can arise 

with private sector involvement are addressed.  Cochabamba had little option but to consider 

private finance for its investment needs.  Impediments to successful privatisation have to be 

addressed.  The potential of availing of private finance has been shown to depend on the 

capacity to understand the societies and institutions into which the private sector instruments 
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will be introduced.  Successful private sector initiatives depend on the extent to which such 

understanding influences those implementing private sector projects. 

   

This case has made clear that although private sector participation may be a valuable source of 

finance, it is not feasible unless it is acknowledged by civil society as the way forward and 

implemented in an acceptable manner to bring services at affordable tariffs.  Private sector 

finance solutions will only work if the private sector is introduced on terms such that the 

benefits of their impact are sufficiently visible so as to outweigh concerns over their perceived 

costs.  Unless these issues are considered, it is apparent from this case study that the potential 

to use private sector finance in infrastructure development cannot be realised.  Although 

increasingly criticised – there are few alternatives to the private sector’s capacity to mobilise 

financial capital - there were no evident financial sources available in Cochabamba to make the 

immediately necessary investment in the water network. 

 

The extent of international support for Cochabamba’s protests implies that it could mark the 

beginning of a movement that would slow down adoption and even bring about the end of 

private sector involvement in water infrastructure.  That would be an unfortunate outcome.  A 

more positive outcome would be that the Cochabamba experience is a discursive contribution 

to a process from which will evolve acceptable ways of using the private sector in water 

infrastructure development as a means of capturing private sector investment.  

 

If this project is to mark the beginning of an initiative to find acceptable ways of engaging 

private sector finance – such an initiative needs to identify three issues.  Firstly, affordable 

tariffs with the use of subsidies where specific conditions dictate high project costs, secondly, 

the use of ideas and technology to reduce project costs (such as the condominium approach), 

and thirdly, the inclusion of representation from all sectors of society to legitimise the process 

of project selection and implementation. 
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Appendix 
 

The Cochabamba Declaration  - December 8, 2000 

Declaration 
We, citizens of Bolivia, Canada, United States, India, Brazil:  
 

Farmers, workers, indigenous people, students, professionals, environmentalists, educators, 

nongovernmental organizations, retired people, gather together today in solidarity to combine 

forces in the defense of the vital right to water. 
 

Here, in this city which has been an inspiration to the world for its retaking of that right 

through civil action, courage and sacrifice standing as heroes and heroines against corporate, 

institutional and governmental abuse, and trade agreements which destroy that right, in use of 

our freedom and dignity, we declare the following:  
 

For the right to life, for the respect of nature and the uses and traditions of our ancestors and 

our peoples, for all time the following shall be declared as inviolable rights with regard to the 

uses of water given us by the earth: 
 

1. Water belongs to the earth and all species and is sacred to life, therefore, the world's 

water must be conserved, reclaimed and protected for all future generations and its 

natural patterns respected.  
 

2. Water is a fundamental human right and a public trust to be guarded by all levels of 

government, therefore, it should not be commodified, privatized or traded for 

commercial purposes. These rights must be enshrined at all levels of government. In 

particular, an international treaty must ensure these principles are non-controvertable.  
 

3. Water is best protected by local communities and citizens who must be respected as 

equal partners with governments in the protection and regulation of water. Peoples of 

the earth are the only vehicle to promote democracy and save water.  

 

Available at http://www.canadians.org/blueplanet/cochabamba-e.html 

 

http://www.canadians.org/blueplanet/cochabamba-e.html
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