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REGULATION AND OWNERSHIP OF PUBLIC UTILITIES. WATER SUPPLY

SERVICE IN A MEDIUM-SIZED SPANISH CITY DURING THE FRANCO YEARS

Jesus Mirds-Araujoe and Carlos Pifieiro-Sdnchezee

The relationship between a firm’s performance and institutional environment has filled a
growing space in business historians’ research. Several legal and political regulatory
frameworks have operated throughout history, which have influenced, in different ways, over
business success or failure, in such a way that setting up the effects of each environment in
specific firms or economic sectors constitutes one of the issues of economic and business
history.

This dialectic is similar to other extended discussions such as the dichotomy between
public and private enterprise,' particularly in those activities where efficiency and the interest
and welfare of the population are merged.” After the advent of modern state governments, the
problem of supply of certain services had arisen and, therefore, what would be the most
efficient manner of guaranteeing an adequate provision to citizens. The dilemma was
worsened as a consequence of the beginning of the second industrial revolution, which arose
in parallel with the development of several networked services. The latter had some
technological requirements, but also infrastructural, investment, management, etc., which had
influence on the systems of supply and on services provision.’

One of those services was water supply, a sector in which there exists a growing
concern about what is the system of property and management that guarantees a higher

efficiency of provisioning, that is, public (municipal) or private ownership.* In sum, the
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background of the debate depends upon the policies of privatization or nationalization of
water services.’

The objective of the article is to examine the factors determining the changes in the
systems of management of water supply in Spain during the Franco dictatorship (1939-1975).
Therefore, our aim is to determine the impact of a specific — anomalous — institutional
framework upon business success or failure, through a case study. The unit of analysis is a
water supply firm situated in a Spanish medium-sized city, in which the management of the
service at the beginning of the twentieth century was commended to private enterprise, under
a municipal franchise (concession) system. Nevertheless, with the advent of the new political
regime after the Civil War (1936-39), the regulatory environment underwent a gradual
transformation, exhibiting dramatic effects in the change in attitude of public authorities with
respect to collective services. We attempt to put the research into context, attempting to
compare this case with the experiences of other countries in the management of water supply.

The argument of the paper can be summarized as follows. The management of water
supply by a private firm suffered an increasing pressure during the dictatorship, with the
objective of reverting the control to public authorities, specifically to local — municipal —
authorities. In fact, over the long term, this strategy was partially successful, given that it
gradually transformed the systems of management of public services in Spain, to such an
extent that municipal management became dominant by the 1960s. As a consequence of the
tensions that arose during those years, the private company had to face numerous difficulties,
which conditioned a more efficient management. Although it is necessary to admit that the
latter was negatively restricted by the prevailing autarkic context (which made the purchase of
machinery, inputs, technology, etc., very difficult), the transformation of the institutional

framework (increasingly interventionist), was probably the decisive factor that restricted the



possibilities of expansion of the firm. This process of transition might serve as a platform to
enrich recent debates about the systems of management of modern urban services in Europe.
The text is divided into three main parts. First, a recapitulation on the relationship
between water supply and the institutional frameworks in which is has been developed is
carried out. We start with the characterization of the most outstanding features of this service,
which in the past conditioned the type of supplier and, later on, the most important strategies
applied by the developed countries are examined. Second, the antecedents of regulation of
water provision in Spain are specified, as well as the parameters of the new institutional
framework carried out during Franco’s dictatorship. Finally, we have adopted as a laboratory
the analysis of the water supply Company of the city of La Coruiia, mainly through the study

of the financial information of the firm.
I. INSTITUTIONAL FRAMEWORK AND WATER SUPPLY

Until recently, water has been considered a renewable natural resource. Nevertheless, the
verification of the fact that the world is suffering a serious water crisis has modified the
conception of this asset. As a result, it is perceived at the present time as a finite and limited
resource, which is seriously affected by the increasing demands of population.® For this
reason, the legislation in the industrialized nations has gradually recorded its economic and
social importance.

Modern water supply possesses a series of characteristics, which determined that from
the nineteenth century onwards its provision has acquired the category of public service,’
although the transfer of management to private companies and the institution of a tariff also
gave it a nature of private asset.® This is a type of provision that is offered by way of
networked infrastructures. These networks underwent an extraordinary growth from the mid-
nineteenth century onwards, as a consequence of the emergence of the new hygienist

postulates that arose with modern urbanism, as well as the development that went with the



second industrial revolution.” Accordingly, the development and organization of networked
infrastructures constituted a fundamental mechanism of urban growth.

From supply side, certain particular features characterize infrastructure of water
provision. This has led to the consideration of this service as a classic case of natural
monopoly, as it is more economical to meet the needs of an area by a unique firm, instead of
several suppliers, as is the case of several other public utilities."

Firstly, water supply requires a complex network, although it is generally more
efficient to have unique water mains. During the nineteenth century this favoured that
networks that, in the beginning, were competitive, rapidly turned into monopolies in the
majority of Western countries.'" These networks usually cover long distances and provide a
long-term service, which at the same time requires a considerable sum of capital invested, and
also generates high sunk costs, as the costs derived from the building of the infrastructure are
hardly transferable to other economic activities.”” Besides, the networks provide significant
scale economies, as well as positive and negative externalities that cannot be captured by

market mechanisms."

Other meaningful characteristics are the indivisibility of water
provision, the capital-intensive nature of water supply and of such a complex distribution
system,'* and the fact that the fixed costs are usually higher than variable costs."” Taken all
together, these attributes have led to consider water supply as a classic example of a natural
monopoly. '

But, in practice, in a situation of a natural monopoly, one unique supplier firm might
be tempted to abuse its privileged position in the market. There is a risk that the companies
lay themselves open to under-provision of services to certain groups or areas,'”” and an
inadequate provisioning can initiate important spill over effects in health and environment."

As there are few substitutes for these necessities, the potential for monopoly profits is

therefore increasing.” For these reasons, these type of situations creates spaces for public



intervention and regulation, although this does not strictly come from the property of the
service, but from the lack of competition.”

As a consequence, natural monopolies have often been regulated, through the
establishment by public authorities of controls on prices, quality, benefits, subsidies, etc.”' The
regulator acts then as substitute for the market, by adopting some of the roles and functions of
competitors, in an attempt to force the regulated firm to behave differently, that is, as it would
do if it was subject only to market competition.”> Sometimes public sector goes further,
intervening directly on management, sheltered by diverse arguments that arise from market
failures.”

On the other hand, publicly owned or managed water utilities frequently lack the
necessary market discipline to maintain efficient investment programs. As a result, they may
incur high building and operation costs, in a overcapitalization and an excessive use of debt
streams, in a minor tendency to innovation, and in a certain inclination to favour certain
economic groups,* which would act even against the public welfare.”

There are several possible alternative approaches to manage modern water supply. The
first consists in leaving the service totally in the hands of private initiative. The second
alternative is public manage and property of water utilities (which include both supply and
infrastructure), generally under municipal control. The third option is public property of
infrastructures, but under concession system to a private company. This is usually flanked by
state guarantees of bond interest or profit sharing, depending on the attitudes of state
governments towards the management of the service.® Each of these options has advantages
and disadvantages.

The history of water control and supply has been complex, as it touches upon many
important historical issues and processes,”” but was similar to other public utilities,” although

it was the most likely to be publicly owned and managed.” The concession system



unquestionably holds positive elements, as it facilitates taking advantages of scale economies,
creates incentives to cost minimization, and might have interesting effects in terms of social
equity, as it is able to satisfy market needs at competitive prices.” In turn, an adequate
monitoring by public administration seems indispensable through the control over the fees
charged to users.” But a concession system also suffers from negative effects, which deal
with concepts of efficiency and high transaction costs.*

During the nineteenth century, municipalities had neither the financial nor the
technical capacity to provide water supply, for which private entrepreneurs obtained many
concessions. By the beginning of the century, ‘private enterprise was seen as the proper
institutional form’,” such that property remained in the hands of private operators in countries
like the United Kingdom, France, Germany, Italy and Spain.*

However, private management presented several serious shortcomings, which created
the convenience of acting municipally owned companies, that is, the municipalization of
water utilities.” As a result, from the late nineteenth century on and during the twentieth
century the large majority of European and North American cities built large waterworks,
which in many cases remained under local government control, through municipal
authorities.” Although some state governments opted for the regulation of private firms,
others, from many important countries, created state or municipal enterprises.”’ In Europe,
state governments often instituted public monopolies instead of trusting the regulation of
utilities, even though the motivations to control the market were similar.

By the early 1900s, governments everywhere were involved in regulation of prices,
rates of return, conditions of franchises, lengths of leases or direct ownership, but there were
big differences between countries in the detail.”® By World War I these systems had fallen

under municipal control and property,” as the large-scale schemes for taking water supplies in



major conurbations involved levels of finance and a degree of planning beyond the scope of
private enterprise.*’

Each country has set up its own regulatory framework. Therefore, some similarities
and differences in the management of water utilities can be appreciated at the international
level, particularly during the nineteenth century and the early twentieth century.*’ By the end
of the nineteenth century, there was a dual system: the United States model of state
regulation,” and the continental model of big government (excluding the United Kingdom).
The institutional environment, the different levels of industrial development, and the national
interventionist economic policies can explain the differences among countries.” Probably, the
level of urbanization was also a critical variable, in the sense that municipally owned
enterprises seemed to have more common in the expanding industrial cities of Western
Europe, whilst in countries characterized by slow urbanization rates, and with small or weak
local government units, it was the concession system rather than municipalization which

dominated the nineteenth century.*

II. INSTITUTIONAL FRAMEWORK IN SPAIN DURING THE FRANCO

DICTATORSHIP

In Spain, public services have been managed in several ways, that can be summarized
basically into two types: the regime of direct management (through a local entity or a public
society), and the indirect management, through concession, concert, leasing arrangements,
mixed firms, consortia or formal agreements.” Between the mid-nineteenth century and the
Civil War management was carried out mostly by means of private firms, under concession.*
This regulatory system was based on the economic weaknesses of local councils.

The regulatory framework was supported by the legislation of local administrations.
The Municipal Law of 1877 rested in liberal principles that made the actions of the

municipalities very difficult in terms of undertaking certain basic industrial and commercial



activities. One of the services that were performed by some city councils was water supply, as
it was considered to be part of public hygiene, because the previously mentioned law gave
attributions to municipalities to provide it.*’ However, the Water Law of 1879 limited the
particular availability of this resource, and reinforced the role of state government as the
function for looking after, and taking care of, the use of public water resources rested on the
councils.®

Although there were some profitable private firms, the tendency was towards
municipalization.” The turning point was marked by the passing of the Municipal Statute of
1924, which defined more clearly the responsibilities of the councils, gave new powers to
carry out the direct management of services, and established a new judicial framework, as
water provision was considered obligatory.” The legislative change of the 1920s had its roots
in the transformation of the institutional framework introduced by the military dictatorship of
Primo de Rivera (1923-1930).

The inter-war period was accompanied by the first wave of municipalizations,
although it was not completely successful. The new legal framework increased the pressure
on private firms, attempting to transfer the service to municipalities. The growing state
interventionism drowned the probability of survival of many firms, and led some of them to
municipalization or dissolving.”’ However, the inability of city councils to reach a more
efficient management, their limited access to external financial resources, and the real
inefficiency of the government regulatory framework limited the full success of this first
attempt. Therefore, in many cities, the former private management remained in force up until
the Civil War.

The period 1940-1974 was characterized by an increasingly interventionist activity of
state governments.” After World War II, the majority of the European democracies adopted a

model of economic regulation based on public companies that provided networked services,



as a reflection of the welfare state and the peak of modern public enterprises.” This trend was
linked to other long-range issues, the nationalization of water management and ownership,
and the change of control of urban water services from municipalities to central state
governments, which has its roots in the late nineteenth century.>

Nevertheless, in those countries that experienced long dictatorships, such as Greece,
Portugal and Spain, there was a failure to develop either a strong welfare state or significant
networks of public enterprises in public services and network utilities.” Although during
those years Spain shared some common features with other nations, the background was
different, as the country suffered a political, social, and economical involution. The ideology
and the economic policy of the Franco dictatorship were predominantly interventionist and
centralist. This represents a break with the previous period, although the forty years of
military state were not a homogeneous era. We can distinguish three stages: 1. The autarkic
post-war (1940-1959), in which the attempts to industrialize the country and the
interventionist policy led to the creation of many public enterprises; 2. The stage that spans
from the regional development policies (1964 to 1970), which was characterized by a leading
role of private firms; 3. The phase that begins in 1970-75, which extends to democracy and
goes even further, up to the mid-1980s.%

In sum, the period after the Civil War in Spain witnessed a new stage for water supply.
This period was lengthened up to the 1970s, and was characterized by an increasingly
interventionism and municipalization, in line with the majority of Western countries.”” Given
the inability of private sector, state government recovered the management of this sector,

though using the former waterworks and experience of the private firms.™
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III. THE FIRST OFFENSIVE TO MUNICIPALIZE WATER UTILITIES, WITHIN

THE CONTEXT OF AUTARKIC ECONOMIC POLICY, 1939-1956

Accordingly to what occurred in other Spanish towns and cities, at the end of the nineteenth
century, La Corufa’s City council delivered the building and management of water supply to
a private firm, under concession, due to the limited financial capacity of the municipality to
face the large amount of capital investment required by the new waterworks.” The result was
the constitution of Aguas de La Corufia S.A. in 1903.%

At the institutional level, the years before the Civil War were ruled by a deterioration
of the relationship between the firm and the City council, basically due to the debt
accumulation provoked by non-payment of water supply.® The fear from the consequences of
a monopolistic private management caused a change in the attitude of the municipality. We
observed a progressive acceleration of the municipal intentions to control tariffs as well as the
firm strategy of expansion.

After the war, the idea of municipalizing the service gradually germinated, although
maintaining always the idea of a monopolistic service, but publicly rather than privately
owned. La Coruiia, like other Spanish cities, underwent a considerable demographic growth
during the 1930s and the 1940s, which forced the firm to face a continuous enlargement of the
water supply network of the city, and consequently to undertake new projects of water
provision (Figure 1).° For this purpose, it was necessary that the internal (capital) and
external (debt, grants, etc.) sources of funding of the firm were open and healthy.” The
problem was that during the 1940s the company still could appeal to these means of
financing, but during the 1950s and, above all, during the 1960s some of them started to fail.
In addition, the autarkic economic policy of early the Franco dictatorship was an obstacle to

the normal evolution of the firm and the service. Consequently, the City council found
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sufficient arguments to support their forthcoming attempts of municipalization, founded in
collective interest considerations.

In 1939 Aguas de La Coruifia obtained from the national hydrological authorities a
second concession license to drift a new tap water, with a flood of 100 1/s, which widened the
initial concession. This request was based on the need to extend the infrastructure of tap
water, cleansing and distribution, which were operating at the limit of their capacity, due to
the urban demographic growth, and the increase in the number of holders and consumption
(Figure 1). However, the negotiation of the project underwent innumerable difficulties,* and
the prevailing institutional framework began to be unfavourable to the firm. The 1940s
witnessed an increasing municipalization orientation by the Spanish councils,” which was
accelerated during the 1950s and the 1960s, owing to the impulse provided by the municipal

regulation law of 1955.%

Figure 1

Water Consumption, Number of Holders and Population in the City of La Coruia,
1939-1968
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The process of municipalization of the service in La Coruiia followed a long path,
from the early initiatives taken by the city council, at the beginning of the 1940s, up to 1968,
when the process culminated. The first impulse dates back to 1944, although this offensive
apparently remained latent during the rest of the decade.

At the end of the 1940s a new municipalization push was re-opened. In 1948 the
engineers of the company wrote a new project of enlargement of water supply to the city,
which contemplated the application for a third concession license of 375 1/s of water
(approximately 32,400 m® per day), and which was added to the two former concessions (with
a total flood of 17,280 m3). The obstacle that immediately rose was the lack of consensus
between the firm, the city council, and the state government at the time of calculating the
tariffs of the service, in a sufficiently remunerative level that financially compensated the

investments, and that guaranteed the economic viability of the project.”’

Figure 2
Profits per Holder (1930-1968), in Real Terms (1935 pesetas)
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Thus, tariffs were a continuous subject of disagreement between state administration

and the concessionaires of public services after the Civil War. In the case of Aguas de La
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Coruiia, the freezing of tariffs caused a dramatic fall in average income per holder, which
between 1930 and 1940 decreased 42 per cent in real terms (1935 pesetas) (Figure 2). The
average expenses per holder also decreased, in part as a result of the growth of productivity
and efficiency of the firm, but the total effect was a diminution of more than 55 per cent in
average profit per customer. The deterioration of the profitability of the business was evident,
just at time when the firm intended to face a necessary enlargement of supply capacity and
infrastructure. Anyway, before the state government authorized the new tariffs applied by the
firm with the new concession license several years passed. This delay caused the tariffs
initially calculated to become outdated, due to the high inflation that Spanish economy
experienced between 1939 and 1951.%

The general behaviour of prices, together with the congealing of tariffs, drastically
reduced the real value of the firm’s income. However, expenses exhibited a different
behaviour, due to the inflation of costs and the lack of inputs, spares and supplies, which was
strengthened by the international economic isolation and the weaknesses of GDP. The
expenses/income relation worsened continuously until surpassing 80 per cent at the end of the
1960s, even though EBIT remained stable, in absolute terms (Figure 3).

In sum, profit margin in constant pesetas decreased significantly from 1936, both in
absolute terms and in unit values.” Between 1939 and 1950 the real value of the profit per
holder decreased 40 per cent and the operating ratio increased in similar proportion. Thus, the
urgent necessity of the firm to achieve sufficiently high tariffs to compensate increase in
prices, guaranteeing a minimum firm profitability for the large projected investment,”
approximately 41 million current pesetas.”"

In 1948 the assets profitability was 9.65 per cent, with an average capital cost of 6.17
per cent. However, shareholders’ profitability had oscillated around 9.7 per cent (Figure 4).

For a total investment of 52.56 million pesetas, the target would be a net profit of 3.96 million
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real pesetas, which ceteris paribus capital structure and financial costs (interests), would
correspond to an EBIT of 4.7 million pesetas. The project implied quadrupling the active and

the overall business (turnover).

Figure 3
EBIT, Income and Expenses in Aguas de La Coruiia in Real Terms (1935 Pesetas), 1939-
1968
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The city council started to exhibit contradictory positions. The municipal law in force
included the possibility of intervention in the concession expedients as one of the councils’
competencies. Initially, La Corufia’s city council gave support to the project prepared by the
firm in 1948, based in an estimated population of 115,920 inhabitants for that year. The
reality, however, showed that in 1948 the city had reached more than 125,000 inhabitants
(Figure 1). Therefore, it could be possible that the city did not receive a sufficient flood of
water within the forecast horizon of the project (late 1970s).”> As a consequence, in 1949 the

council decided to municipalize the water utility.
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Figure 4
Profitability (1939-1968)
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This rule was received with hostility by the firm, starting then a legal struggle between
both institutions. The points argued by the firm were concentrated in the efficiency, quality
and economic profitability of the service (Figure 3, Figure 4). But the latter was suffering a
gradual weakening. The firm’s profits were reaching critical values, because even taking into
account eventual revisions of tariffs, income could vary in the short and in the long term at a
slower rate than expenses. The new collection and cleansing infrastructure implied the
existence of high fixed costs, and the growth of the city could raise maintenance and
exploitation costs, as it would bring continuous extensions of the distribution network to areas
located further from the inner city. On the other hand, the council should face an indemnity or
recovery price for the company, even though it did not have enough financial resources to
tackle that disbursement. Therefore, the council should apply for a loan, and given that the
firm returns would not predictably increase, the council would have difficulties to improve the

business profitability.
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In conclusion: 1. Shortcomings of the service would not be solved, and besides, the
firm was about to face new waterworks projects, with the purpose of serving the growing
needs of the city. 2. The necessary amplification would be hindered and delayed. 3. The city
council would not obtain economic returns from this operation, but it could suffer losses. 4.
The council would not have scope to reduce the tariffs of the service, but it probably would
have to increase them, in order to wipe out eventual losses.”

The operation reached a deadlock, which damaged the firm, as it blocked the normal
transaction of the project of water infrastructure enlargement. During 1949-1951 the
municipal technical commissions elaborated several reports that, in general, advised against
the change of ownership, as it would be harmful from both a technical and an economic point
of view.” For this reason, in 1951 the city council desisted from moving towards
municipalization, although it did not imply either an agreement with water pricing reform, nor
with the conditions demanded by the firm in the new concession license.”

Apparently this decision unblocked the concession expedient. However, between 1951
and 1953 it continued in transaction, and this progressively deteriorated the economic
viability of the project.”” The tariffs demanded in 1948 were calculated on the base of the
estimate budget for the works foreseen in that moment. But from the writing of the project, all
the aspects of cost and general expenses underwent considerable growth, in such a way that in
1952 the initial budget had increased up to 67 million pesetas. This disturbed the calculation
of the tariffs initially projected.”

Nevertheless, the most remarkable difficulty for the firm had its origin in the
substantial transformation that the institutional framework experienced. The agent of change
was the passing of the Decree of 1 February 1952,” which relied on the old idea that state
government should assist modest councils to solve their problems of water supply.” This

regulation concealed the new approaches of the national economic policy, which pursued a
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rapid industrial growth of the country, and this take-off required acceleration in the adaptation
of urban infrastructures®. The most significant innovation of the decree relied on the fact that
it established and regulated state relief to populations, founded on the extraordinary increase
in the costs of waterworks."

On 4 December 1952 the ministerial order that regulated the concession with the
original tariffs was passed, although inflation made the project non-viable. Therefore, as a
result of the above mentioned modifications, the firm began to seriously consider not rejecting
the municipalization, displaying a disposition to transfer the new concession gratuitously to
the council, as it could facilitate the benefits of the aforementioned decree.® At the end of
1954 the council resolved to take charge of the concession license and solicit the state
government assistance for waterworks. On 21 February 1956, the Ministry of Public Works
passed a new project of enlargement of water supply to the city, increasing to 525 1/s, and
authorized the application of the benefits of the decree of 1952. The transfer finally took place

on 1 September 1956.

IV.THE SLOW WAY TO MUNICIPALIZATION OF THE SERVICE DURING THE

1960S

However, the growth of the city continued rapidly. This increased the pressure on water
supply, turning it into a critical situation.”’ In 1957 the city municipality urged the Ministry of
Public Works to make the assistance contemplated in the decree of 1952 effective
immediately. The subsidies offered to cities such as La Corufia rose to 50 per cent of the final
estimated budget. The reason for this urgency was the necessity of the council to get a loan,
which would be indispensable to carry out the project.

The waterworks program to be built by the council came to 133.6 million pesetas.
Given this amount, applied as warranty of a loan at 5.25 per cent, the council would have had

at its disposal approximately 74.4 million pesetas, that is, around 55.7 per cent of the total
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waterworks budget. This would justify state government to contribute the remaining 44.3 per
cent. But, owing to budgetary restrictions, state assistance could only reach 40 per cent of the
budget. Besides, there were no definitively approved projects but those corresponding to
ground works, cleansing and water supply enlargement, which came to 47.6 million pesetas.
As a consequence, the immediate state contribution could only be around 40 per cent, that is,
little more than 19 million pesetas. On 13 January 1961 the Ministry passed a reformed
project of water supply enlargement, with a contracting budget of 51.9 million pesetas. The
state contribution was 19 million pesetas and the municipal contribution, 32.9 million.
Finally, at the end of 1962 the new provision began to function. From now on the question of
the real ownership of water supply network in the city arose for the first time in more than

sixty years of service.

Figure 5
Operating Expenses (1939-1968), in Real Terms (1935 Pesetas)
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The reversion to public hands carried on quickly in the following years. In 1963 the
council elaborated the first official proposal to purchase the firm, although the final agreement

still needed a maturation process and, besides, the ministerial approval. On 15 April 1966 the
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Ministry of the Interior authorized the city council to acquire the investments of the firm, to
the value of 23.9 million pesetas. This operation was seen as the previous step before the
municipalization.*

In practice, there were two different owners of the service, each one possessing a part
of the water infrastructure. However, the company was unable to purchase legally the new
waterworks that the council had undertaken to build and, at the same time, it was almost
impossible to face any future enlargement of the infrastructure, as the firm lacked funds. For
this reason, in 1967 Aguas solicited authorization to increase the tariffs. This request was
founded on the continuous growth of general expenses (Figure 5), and the need to set aside
larger amounts of money for investment securities, with the purpose of improving the service
provided to several neighbourhoods, and financing the investments required by continuous
enlargement of the network. But the Ministry rejected this demand.

Throughout the second half of the 1950s and the 1960s the most remarkable segment
of cost were personnel expenses, which represented around 60 per cent of all costs, followed
by general expenses (around 30 per cent). The latter was also the category that experienced
the most significant variation during these fifteen years, with annual average growths around
18 per cent. On the other hand, maintenance costs had a marginal role until well into the
1960s.

During this stage, the evolution of the firm was not damaged by the macroeconomic
environment, which in Spain went through a more accelerated rate than during the 1940s,
particularly after a new economic policy was approved in 1959. However, business efficiency
was damaged by the increasing leadership of expenses, particularly through the pressure of
personnel and general costs. But the real value of income also worsened, giving rise to a

deterioration of economic and financial profitability (Figure 4).%
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In 1968, the council had purchased practically all the firm shares, taking charge then
of the management, through the designation of a new board of directors. This was a transitory
solution until reaching the definitive municipalization, after which the new business structure
as municipal enterprise would come into operation.*® Therefore, after that date the company
entered into a new period of transience, which lasted several years. During this time, the
firm’s juridical configuration entered into an interregnum of institutional confusion, as it did
not fit into any of the models envisaged by the law. It had a private form and a public
‘essence’, and this meant serious inconveniences.

The only alternative was the definitive reversion of the service to public hands. On the
one hand, due to the impossibility of it being managed by a private company, and on the other
hand, due to the need for the council to take charge of water provision. For this reason,
municipalization was seen as the only viable solution to regularize the juridical situation of
the firm, and to implement a method of exploitation that was considered more suitable in that
historical context.”

Municipalization could have several advantages. First, because the city council should
have as priority (due to legal imposition) proper provision of the service, not taking care, in
theory, of the profit maximization objective. Thus, the dilemma of the difficult reconciliation
of profit appropriation by the firm with public interest would be obviated. On the other hand,
the firm would have to support an excessive increase of expenses, owing to amortizations,
depreciation allowance, provisions for investment, several types of municipal and state taxes,
etc. With municipalization instead the service would enjoy the fiscal benefits settled by the
municipal law of 1955. And, in the cases of deficit in water provision, the state law
recognized the principle of state subsidiary arrangement with respect to municipalities,

ensuring economic resources for the performance of their scope.®
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Before the formal municipalization, by the mid-1970s, the service presented
paradoxical situations. Whenever water infrastructure was extended to areas of the city that
had no service, financing of waterworks was carried out through allowances for investment,
which came from the profits or from the results of exploitation. Accordingly, expenses
generated by this concept fell on all the users, in such a way that the oldest user financed
dramatically any enlargement of water supply network in the municipality. Once the service
was municipalized, the extension of the network would be partially financed by the
beneficiaries of the new service, through the possibility of thrusting special taxes for
waterworks.”

Owing to this set of factors, the city council initiated in 1974 an expedient to proceed
to the final municipalization of the service under monopoly regime. There was a remaining
issue, the choice of the method of management, and the firm organization structure. The
direct simple management was initially rejected, due to the complexity that the service had
reached. Public foundation of the service and the methods that implied the participation of
citizens (mixed enterprise, concession, etc.) were not considered suitable to the council either.
The final decision turned to private municipal enterprise.” Thus, on June 1975 the council
approved the project of tariffs for the expedient of municipalization, which was finally passed

on 16 September 1974.
V. CONCLUSIONS

The years of the immediate post-war marked a turning point in public services in Spain. The
new institutional framework increased the pressure to reverse water utilities to public hands,
as part of the new orientation of the state economic policy and the dominant ideology among
political authorities. The new tendency towards municipalization chronologically links with
the nationalization impulse that emerged in Western countries after World War II, although

the underlying motives were different.
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On the other hand, the management of Spanish companies passed through many vicissitudes.
Water supply in La Corufa fits into the profile of the majority of Spanish cities, and serves to
illustrate the evolution of water provision as well as the pressures to which it was subject
during the second third of the twentieth century. The service was managed by a private firm,
as had been the case from the end of the nineteenth century. The context of autarky
subsequent to the Civil War ended in a very unfavourable conjuncture for the methods of
private management. The frequent shortages that both the management and the service had to
face in La Corufa and in other Spanish cities, as a result of the autarkic context prevailing in
the early Franco dictatorship, demonstrate that. The frequent obstacles that impeded a normal
provision of inputs, materials, energy, etc., conditioned a regular supply to the city during the
1940s and 1950s. Besides, management was hindered by cost increases, and by wage
increases that attempted to compensate for the losses of purchasing power of the firm
employees.

The scenario was, besides, increasingly hampered by the policy of the city council,
which was based on the ideology and the interventionist legislation prevailing during the
dictatorship, and which attempted to get hold of water supply management from the end of
the Civil War. The unique obstacle on the path of the municipality was its financial incapacity
to face an integral management of the service. However, the hesitant attitude of the council
blocked (although maybe unconsciously) a more efficient modernization of the service.

The examination of the firm’s outcomes, as well as the financial and efficiency
indicators reveals that the management could have remained solid for a while some time, as
soon as the urban demographic growth did not require large investments in infrastructure. But
from the examination of municipal documents and from the archive of the company one
cannot infer that the later change of ownership was determined by water supply shortages. In

the last analysis, financial bottlenecks and insufficient tariffs were the factors that forced the
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company to accept the municipalization proposed by the city council. Therefore, this
asphyxiation was the result of a legal framework that narrowed the margin of operation, as it
established political prices that did not compensate for the large investments necessary, and
reduced the possibilities of state financing.

Finally, the access to state subsidies, to which private firms could not approach,
facilitated the reversion to public ownership, in such a way that the municipal enterprise
created ex novo could effectively carry out the projects of extension of water provision. In
conclusion, the paper permits us to discern that the influence of the institutional environment
was the decisive variable that determined the transformation of the method of management in
the case analysed, an inference that is extensible — with logical differences in rhythm — to the
majority of Spanish cities during the Franco dictatorship.
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Private companies found considerable difficulties to obtain a rapid profitability, and that is the reason that
explains their inhibition to investment, and the growing leadership of municipal institutions. Matés, ‘El
servicio publico’, p.2.

Mirés, ‘La empresa’, p.106.
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ALCA. Folder 227. ‘Municipalizacion’.

The average tariff was at 1.4354 pesetas, with a maximum tariff at 2.45 for household services. But on
December 1952 the firm estimated that the average tariff should increase up to 2.34 pesetas, and the
maximum tariff to 4.00 pesetas. Records of the Board of Directors of Aguas de La Corufia (hereafter
RBDAC), 16 April 1952. LCMA. Folder 2745.

Together with the Decree of 11 September 1953, which modified the Decree of 17 May 1940
S. Canals, ‘Construccion de abastecimientos de agua y saneamiento de poblaciones con auxilio del Estado’,
Revista de Obras Publicas, Vol.2772 (1946), p.159.

A. Jiménez, ‘Regimenes de explotacién, su evolucién y causas de la misma’, in Explotacion de
abastecimientos de agua (Madrid, 1974), pp.31-53.

C. Torres, ‘Financiacién. Régimen de auxilio del Estado’, in Explotacion de abastecimientos de agua
(Madrid, 1974), pp.173-79. The benefits reached all the towns and cities with an average water supply less
than 200 litres/per head/per day. Subsidies established by the state could reach as much as 50 per cent of the
budget without recovering.

AC Report, 1953. RBDAC, 12 January 1954.
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ALCA. Credit balance of amortization in 1968 was 2,070,000 pesetas.

AC Report, 1967, p.5.
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