
The Man age ment of Water
Ser vices in Mon treal

Main Conclusions

• The city of Mon treal’s water infra struc ture is in an advanced state of dis re pair after years of
neglect. The city loses 40 per cent of its water each year because of leaks and breaks in the water
pipes. Sixty-seven per cent of the sys tem of water lines will have reached the end of its use ful
life span within 20 years; 33 per cent has already done so. More over, water treat ment plants must
be upgraded to com ply with pro vin cial drink ing water qual ity reg u la tions. 

• The ren o va tion and mod ern iza tion of the net work will require Mon treal to spend $4 bil lion, or
$200 mil lion per year on aver age, over 20 years, to upgrade the exist ing sys tem. 

• The con ven tional method for find ing such a sum of money has been to raise taxes, increase water 
tar iffs, and depend on con tri bu tions from other lev els of gov ern ment—in short, to rely upon the 
very body that cre ated the prob lem to solve it, with out address ing the root cause of the problem.
How ever there are fund ing alter na tives that are grounded in
sound eco nom ics, such as a pric ing sys tem that would reflect
the actual costs of water ser vices and/or pri vate sec tor
par tic i pa tion in water man age ment.

• Proper water pric ing would account for all of the costs
involved in treat ing and deliv er ing fresh water to con sum ers.
It would ensure the cap i tal required to repair and upgrade
water infra struc ture and treat ment plants is avail able, as well
as pro vide an incen tive to con serve water. The par tic i pa tion of 
the pri vate sec tor under the “French” model of water
man age ment in Mon treal would offer new sources of cap i tal
and improve effi ciency in ser vice deliv ery as a result of the
competitive environment.
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Intro duc tion
Dur ing the win ter of 2009, hun -
dred-year-old water pipes gave way
dur ing a cold snap, caus ing flood ing 
in the streets of Mon treal. In July
2009, cit i zens of Rosemont, whose
base ments had been flooded ear lier
in the sum mer, asked the Supe rior
Court of Que bec for per mis sion to
file a class action suit against the
city of Mon treal (Noel, 2009c). At
the end of August, a storm sewer
dat ing back to 1866 col lapsed under 
Peel Street, tem po rarily block ing
traf fic in the heart of down town.
These inci dents illus trate the sever -
ity of the prob lem with the city’s
aging water infra struc ture
(Clément, 2009b).

There were 135 water pipe breaks in 
Mon treal in 2009, up sig nif i cantly
from 102 the pre vi ous year
(Clément, 2009a). Accord ing to the
city’s for mer Direc tor Gen eral
Claude Léger, 40 per cent of the sys -
tem’s water is lost each year in the
city because of leaks and breaks in
the water pipes (Cham pagne,
2009b; Ville de Montréal, 2009c).
This is a loss of 800,000 cubic
metres a day. To put this vol ume
into per spec tive, the total daily con -
sump tion of the city of Paris (2.2
mil lion peo ple) is 550,000 cubic
metres a day (Eau de Paris, 2010).
Mon treal diag nosed its sys tem’s
advanced state of dete ri o ra tion back 
in 2002, and has known since then
that its ren o va tion and mod ern iza -
tion will require a massive outlay of
resources.

The prob lem Mon treal faces is how
to pay for the work. The con ven -
tional solu tion would see the city
main tain its pub lic monop oly over
water man age ment. In this con text,
the roughly $4 bil lion required to

repair the water infra struc ture and
to upgrade the water treat ment
plants in the city over a period of 20 
years (Ville de Montréal, 2006a: 89)
would need to be paid by tax pay ers
through the munic i pal, pro vin cial,
and fed eral governments.

Yet with this solu tion, there is no
guar an tee that suf fi cient funds will
be avail able or that infra struc ture
repairs will be made effi ciently. This 
is why it makes sense to explore via -
ble fund ing alter na tives, such as the
intro duc tion of mar ket mech a nisms 
for the man age ment of water ser -
vices1 in Mon treal. This Fra ser Alert 
pres ents two com ple men tary and
real is tic options: 1) a pric ing sys tem 
that would reflect the actual costs of 
water ser vices, and 2) ask ing the
pri vate sec tor to treat and dis trib ute 
drink ing water, and under take the
repairs and mod ern iza tion of the
infra struc ture. Pri vate sec tor
involve ment would likely con trol
costs and help to ensure that the
work is done efficiently and is of
optimum quality.

Infra struc ture
mod ern iza tion and 
how to finance it

Mon treal’s water infra struc ture is in 
an advanced state of dis re pair. A
2002 tech ni cal study com mis sioned
by the city’s exec u tive com mit tee2

found that 67 per cent of the sys tem
of water lines will have reached the
end of its use ful life span within 20
years, and 33 per cent have already
done so. Mean while, 25 per cent of
the sew age sys tem will have reached
the end of its use ful life span within
20 years, and 3% has already done
so (Ville de Montréal, 2006b: 3).
Not only does a large pro por tion of

the water lines and sewer sys tems
require repairs, but water treat ment
plants must be upgraded to com ply
with pro vin cial reg u la tions for
drinking water quality. 

The poor qual ity of the infra struc -
ture is the result of years of neglect
in the main te nance and repair of
the water lines and sewer sys tem.
Accord ing to Mar cel Boyer and his
col leagues (Boyer et al., 1999: 26),
the neglect is likely due to the fact
that infra struc ture lifecycles are
usu ally much lon ger than the terms
of elected offi cials. As a result, offi -
cials tend to ignore future prob lems
and focus instead on those with an
imme di ate polit i cal pay off. There is
also the fact that such infra struc ture 
is largely invis i ble to vot ers and,
there fore, is often neglected by all
lev els of gov ern ment until the prob -
lem becomes visible and
unavoidable.

Apart from the 2002 tech ni cal
study, Mon treal also com mis sioned
a finan cial study that same year to
eval u ate the fis cal impact of repair -
ing and upgrad ing the infra struc -
ture. This study was pre pared by
PricewaterhouseCoopers, and its
con clu sions were clear: “The city
must under take to repair this infra -
struc ture with out delay in order to
keep costs from spi ral ling due to
any addi tional deg ra da tion” (Ville
de Montréal, 2005: 4.4). The costs
the study men tions are related to
the enor mous vol ume of water (and 
sew age) lost to leaks and breaks, to
the grow ing amount of com pen sa -
tion paid to home own ers whose
prop er ties are flooded, or to pay -
ments for emer gency repair work,
which is always more expen sive
than planned main te nance (Ville de 
Montréal, 2005: 4.1). Accord ing to
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the study, Mon treal will have to spend 
$4 bil lion, or $200 mil lion per year
on aver age, over a period of 20
years, to upgrade the exist ing sys -
tem (Ville de Montréal, 2006a: 89).

How does Mon treal
intend to finance this
amount?

So far, Mon treal’s finan cial strat egy
has con sisted of set ting up a spe cial
“Fonds de l’eau,” or “water fund,”
to amor tize the costs of repair ing
aging facil i ties and restruc tur ing
water ser vices over a 20-year period
(Que bec, 2009a). Rev e nues for this
spe cial fund come partly from a new 
tax that has been added to res i den -
tial and non-res i den tial prop erty
taxes, and partly from an increase in 
water tar iffs for indus tries, busi -
nesses, and insti tu tions3 (Ville de
Montréal, 2005: 4.7). As described
in the table 1, the strat egy, now
imple mented, con sisted of an ini tial 
levy of $25 mil lion in 2004. That
fig ure that has been (and will con -
tinue to be) increased by $20 mil -
lion annu ally, until 2013, by which
time $200 mil lion annu ally is to be
set aside in the water fund. After
2013, $200 mil lion annu ally will be
added to the fund until 2023, when
the fund is expected to total $3.1
bil lion.

It will be dif fi cult to keep up with
the pace of the planned depos its to
the fund. The deci sion has already
been made that the 2010 bud get will 
main tain the water fund con tri bu -
tion at the same level as in 2009
($125 mil lion), whereas the plan
calls for an increase in the con tri bu -
tion to $145 mil lion. More over, the
con tri bu tions out lined in table 1
will not be suf fi cient to under take

all the nec es sary repairs; the fund
will only cover $3 bil lion of the $4
bil lion needed. The water fund will,
there fore, also need con tri bu tions
from fed eral and pro vin cial gov ern -
ments. As City Hall offi cials put it,
“… these efforts must be com bined
with nego ti a tions for the finan cial
par tic i pa tion of higher lev els of gov -
ern ment on the order of $1 bil lion
over the next 10 years” (Ville de
Montréal, 2006a: 89). There is no
guar an tee, how ever, that these nego -
ti a tions with the fed eral and pro vin -
cial gov ern ments will bear fruit.

As noted, the finan cial require ments 
of repair ing and mod ern iz ing the
water lines and sewer sys tem are
enor mous. The con ven tional solu -
tion has been to raise taxes, increase 

water tar iffs, and depend on
con tri bu tions from other lev els of
gov ern ment to secure the nec es sary
funds. How ever, it would be
instruc tive to con sider alter na tives
grounded in sound eco nom ics, such 
as the true pric ing of water and
wastewater ser vices and/or pri vate
sec tor par tic i pa tion in water
management.

First Alter na tive: 
Pric ing Water

Proper water pric ing would account 
for all of the costs involved in treat -
ing and deliv er ing water. 

Cur rently, Montrealers are not
directly billed for the water they use. 
Instead, a por tion of their gen eral
prop erty tax pays for water ser -
vices.4 The prob lem with the cur -
rent pric ing sys tem for water is that
the water is priced at a fixed rate,
inde pend ent of users’ actual con -
sump tion (Que bec, Groupe de tra -
vail sur la tarification des ser vices
publics, 2008: 108) and the cost of
oper at ing and main tain ing the
infra struc ture. Such a sys tem pro -
motes waste, since the price is gen -
er ally lower than the value of the
resource (Boyer et al., 1996: 44),
and users do not have infor ma tion
about the actual costs. As noted by
Que bec’s Groupe de tra vail sur la
tarification des ser vices publics,
water con sump tion is 74 per cent
greater, on aver age, in munic i pal i -
ties with flat-rate pric ing than in
those that cal cu late water bills based 
on the vol ume of con sump tion
(Que bec, Groupe de tra vail sur la
tarification des services publics,
2008: 108).

Even if water is regarded as a
“right,” it is not free. In fact, the

Table 1: Additional
contributions for

the improvement of
water services 

Fore casted
con tri bu tion 
($ mil lions)

Actual
con tri bu tion 
($ mil lions)

2004 $25 $24.3

2005 $45 $42.8

2006 $65 $57.2

2007 $85 $89.2

2008 $105 $109

2009 $125 $125

2010 $145 $125

2011 $165 

2012 $185

2013 $200

2014-
2023

$200 million/year

Partial total:        $3.1 billion

Source: Ville de Montréal, 2007a: 81.
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pro vi sion and dis tri bu tion of water
and the treat ment of wastewater is
very expen sive. In order to mea sure
the full cost of treat ing and sup ply -
ing water to Montrealers, the city
will have to imple ment an account -
ing sys tem to sup port mar ginal cost
pric ing (Dewees, 2002; Kitchen,
2006; Pierce et al.., 1985; Renzetti,
2009). As Renzetti explains, mar -
ginal cost pric ing would use price
sig nals to let con sum ers know the
real value of all of the inputs used to 
sup ply water (Renzetti, 2009: 16) 

Rates are the most effec tive way of
man ag ing the demand for water
because con sum ers respond to price 
sig nals (Water Strat egy Expert
Panel, 2005: 54). The only way to
imple ment full-cost pric ing that
reflects mar ginal costs5 is to install
indi vid ual meters for house holds
and busi nesses that mea sure water
use (Renzetti, 2009: 2). The price a
house hold pays for water will thus
increase or decrease accord ing to
the vol ume con sumed (Renzetti,
2009: 8).

Full-cost account ing also is nec es -
sary because cur rent pric ing under -
states the full costs (cap i tal,
oper at ing, and main te nance costs)
of sup ply, which means that con -
sump tion is sub si dized by tax pay ers 
through munic i pal and pro vin cial
taxes, and fed eral grants (Renzetti,
2009: 11). Thus, con sum ers have lit -
tle incen tive to con serve water.
Accord ing to Renzetti (2009: 8), a
city like Mon treal would need to
revise its pric ing pro ce dures so that
all the expen di tures, includ ing cap i -
tal and reg u la tory costs, are
reflected in water rates.

If such a reform is imple mented, the 
water bill ing would com bine a fee
for oper at ing and main tain ing

infra struc ture with a charge for
water con sump tion, thereby reflect -
ing both the fixed and vari able costs 
of water ser vice (Water Strat egy
Expert Panel, 2005: 61). Water bills
should also include charges to
main tain cap i tal reserves for sys tem
mod ern iza tion (Renzetti, 2009: 3).

In 2007, Mon treal had planned to
install 30,500 water meters in indus -
trial, com mer cial, and insti tu tional
build ings at a cost of $106 mil lion
(Noel, 2009b) to assess the con -
sump tion of water in order to detect 
leaks and, ulti mately, imple ment
vol ume pric ing for those who use
very large quan ti ties of water.
Accord ing to the city, the res i den tial 
sec tor accounts for 38 per cent of
con sump tion and indus tries, busi -
nesses, and insti tu tions for 62 per -
cent. How ever, 45 per cent of the
water sys tem rev e nue is paid by res -
i dents, who are thus sub si diz ing the
com mer cial and indus trial sec tors,
from which 55 per cent of the rev e -
nue is collected (Ville de Montréal,
2005: 4.8).

A con tro versy erupted in 2009,
how ever, sur round ing the Decem -
ber 2007 award ing of the water
meter con tract to the GÉNIeau

con sor tium set up by Simard-
Beaudry and Dessau-Soprin
(Cham pagne, 2009a; Duchesne,
2009; Lévesque, 2009). This con -
tract was for the instal la tion of
meters in indus trial, com mer cial,
and insti tu tional build ings, and to
equip them with a com mu ni ca tion
sys tem capa ble of trans mit ting each
build ing’s con sump tion to a cen tral
com puter (Noel, 2009a). The goal
was to detect leaks and to effect sav -
ings by reduc ing water pres sure at
night6 (Noel, 2009b). In July 2009,
Mayor Gérald Tremblay asked the
audi tor gen eral to scru ti nize all
aspects of the $356 mil lion con -
tract,7 the larg est con tract ever
granted by the city of Mon treal. 
After receiv ing the audi tor gen -
eral’s report, the mayor decided to
can cel the water meter con tract
(Lessard, 2009). Accord ing to the
Gazette, the report con tained 58
find ings related to over spend ing,
admin is tra tive lax ity, and poor
com mu ni ca tion in award ing the
con tract, which the city coun cil
approved unan i mously and with -
out debate in Novem ber 2007. The
report also pointed to “close links”
between unnamed city offi cials and 
“exter nal part ners” and evi dence
that meet ings related to the con -
tract were sched uled dur ing the
bid ding pro cess” (Gyulai, 2009).

All the con tro versy aside, the intro -
duc tion of water meters will be nec -
es sary if full-cost pric ing is to be
insti tuted. The adop tion of a uni -
ver sal meter ing sys tem does not
have to be as expen sive as in the
GÉNIeau con tract, how ever. In
Que bec City, which is also install ing 
water meters in indus trial, com mer -
cial, and insti tu tional build ings, the
meters will be sold to build ing own -
ers for an esti mated aver age price of 

Rates are the most
effec tive way of
man ag ing the

demand for water
because con sum ers

respond to price
sig nals.



$1,500, which also includes the
man age ment fee (Noel, 2009d).

As under lined by the Water Strat egy 
Expert Panel (2005: 55), uni ver sal
meter ing enables con sum ers to pay
only for the amount of water they
use and reminds them of the costs
of use. The panel also men tions that 
meter ing helps to iden tify the loca -
tion of leaks, which allows for better 
use of repair and main te nance
resources and improves account -
abil ity (Water Strat egy Expert
Panel, 2005: 55)

The tran si tion from a sys tem in
which the major ity of users lack
infor ma tion about the actual price
of water8 and the ser vice pro vider
does not know how much water
rate pay ers use, to one in which
water is fully priced would not
threaten any one’s access to water
(Boyer et al., 1999: 8). Low-income
house holds could receive com pen -
sa tion to help off set the costs.
Accord ing to the OECD, pol i cies
that tar get vul ner a ble groups (nota -
bly through means-tested aid) have
gen er ally proven more effi cient than 
universal sub si dies (OCDE, 2008: 3).

Clearly, imple men ta tion of mar -
ginal cost pric ing and the full-cost
account ing needed to sup port it
would ensure that the cap i tal
required to repair and upgrade
water infra struc ture and treat ment
plants is in place, as well as pro vide
an incen tive to con serve water.9

There exists another alter na tive that 
would free up finan cial resources
for the renewal of the water infra -
struc ture: allow ing the pri vate sec -
tor to play a role.

Sec ond Alter na tive: 
Pri vate Sec tor Par tic i pa tion
in Water Man age ment

Pri vate sec tor water ser vices can
take the form either of reg u lated
own er ship or a con ces sion-type
con tract awarded through com pet i -
tive bid ding. In the first case, the
infra struc ture is pri vat ized, while in
the sec ond it remains pub lic. Pri vat -
iza tion is the “Eng lish” model,
largely lim ited to Eng land and
Wales, whereas the sec ond case, the
con ces sion type of con tract, is the
“French” model.

Pri vat iza tion of water infra struc ture 
dates back to 1989, when
then-Prime Min is ter Mar ga ret
Thatcher insti tuted pri vat iza tion of
drink ing water and san i ta tion under 
the Water Act, (Boyer et al., 2001:
10). At the time, the Brit ish water
sys tem was seri ously underfunded;
more than one quar ter of treated
water was wasted due to leaks in the 
pipe line net work. In addi tion, about 
one-third of the drink ing water
exceeded pre scribed lim its for pes ti -
cides and iron, and almost a quar ter 
exceeded lim its for lead (Brubaker,
2003: 14).

The Brit ish gov ern ment esti mated
at the time that a cap i tal invest ment 
of £24 bil lion over a period of 10
years would be needed to repair the
water deliv ery and treat ment sys -
tems, and to bring them in line with 
Euro pean norms (Brubaker, 2003:
14). The deci sion was taken, there -
fore, to sell the assets of 10 regional
pub lic water and wastewater sys -
tems, while the net work in Scot land 
remained under gov ern ment con -
trol. Ini tially, the Brit ish gov ern -
ment paid off the debts of the

gov ern ment-run water ser vices to
attract private investors. 

The gov ern ment also intro duced a
sys tem of reg u la tion man aged by
Ofwat, (the Water Ser vices Reg u la -
tion Author ity), which was empow -
ered to ensure suf fi cient
infra struc ture invest ment as well as
rea son able pric ing and cus tomer
ser vice. Accord ing to Mar cel Boyer
and his col leagues (2001: 11), such
reg u la tory over sight pro tects con -
sum ers from abuse by gov ern ment-
sanc tioned monop o lies. Ofwat also
is autho rized to encour age com pe ti -
tion in water man age ment, a
respon si bil ity it shares with the
Monop o lies and Merg ers Com mis -
sion. Finally, Ofwat is charged with
mon i tor ing the effi ciency of the pri -
vate ser vice pro vid ers (Boyer et al.,
2001: 11). The qual ity of drink ing
water is super vised by the Drink ing
Water Inspec tor ate (DWI), which
pub lishes an annual report on each
water com pany and inves ti gates
cases of sub stan dard water (Boyer et 
al., 2001: 10). Need less to say, this is 
a far cry from the car i ca ture of pri -
vat iza tion as corporate bullies
taking advantage of unsuspecting
citizens.

It is within this reg u la tory con text
that the pri vat ized sec tor improved
the qual ity of drink ing water10 in
the UK, invest ing the equiv a lent of
£3.5 bil lion per year in the 1990s,
com pared to aver age annual cap i tal
out lays of £1.9 bil lion in the 1980s,
prior to pri vat iza tion (Brubaker,
2003: 15). The mas sive infra struc -
ture invest ments did lead to
increased water prices. The aver age 
house hold bill for water and sew -
age has risen by 21.3 per cent in real
terms since 1989.  By 1999, how -
ever, Ofwat imposed rate reduc tions 
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on the order of 12 per cent, on aver -
age (Brubaker, 2003: 17).

The prac tice of cut ting off water to
delin quent accounts stirred up
heated debate in Brit ain. Indeed, the 
num ber of house holds dis con nected 
for not pay ing their water bills rose
to 21,282 in 1991-92, more than
dou ble the num ber (9,218) the year
before pri vat iza tion. After 1991-92,
how ever, the num ber of dis con nec -
tions fell steadily, num ber ing just
1,129 by 1998-99. In 1999, the
Water Indus try Act pro hib ited the
dis con nec tion of house holds and
“vul ner a ble” users like day care cen -
tres, doc tors’ offices, retire ment
homes, and schools (Brubaker,
2003: 17).

In July 2003, the Brit ish newsweekly 
The Econ o mist com pared the pri vat -
ized water ser vices in Eng land and
Wales to those in the gov ern ment-
run sys tem in Scot land. Accord ing
to The Econ o mist (2003),

In 1989, Scot land’s water was
com pa ra ble to the Eng lish util i -
ties in every respect, but the
gov ern ment kept it in pub lic
hands. For a while, the Scots
bene fited from lower bills. But
as the new Scot tish reg u la tor,
Alan Suther land, recently con -
ceded, things look dif fer ent
now. Scot tish water is less effi -
cient than its south ern peers, its 
ser vice deliv ery is poorer and its 
water qual ity is worse; it is, in
short, ten years behind. To
catch up, it is hav ing to raise
water tar iffs above Eng lish lev -
els. The Scots, it turns out, are
pay ing a high price for keep ing
their water in pub lic hands.

In the French model, the pub lic
author i ties, namely, the “com munes”

or munic i pal i ties “own” the assets
and are respon si ble for san i ta tion
and the pro vi sion of drink ing water. 
The man age ment of water ser vices,
how ever, is some times del e gated to
a pri vate busi ness by a call for ten -
der (Boyer et al., 2001: 12). Today,
75 per cent of the French get their
water from pri vate pro vid ers like
Veolia, Suez Environnement, or
Saur (France, 2009).

In France, pri vate sec tor involve ment
takes the form of “leas ing” agree -
ments or of con ces sions.

With a leas ing agree ment
(affermage), the munic i pal ity guar -
an tees the infra struc ture invest -
ments while the pri vate oper a tor
cov ers the day-to-day oper at ing
expenses (Boyer et al., 2001: 12).
The oper a tor must man age cus -
tomer rela tions. The oper a tor is
paid directly by the users and sets
prices that must be approved
through a reg u la tory mech a nism.

The oper a tor also deter mines the
main te nance pro jects and hir ing
pol i cies. The munic i pal ity, for its
part, receives rent from the pri vate
firm (Boyer et al., 1996: 19-20). To
cover infra struc ture invest ments,
the munic i pal ity votes each year on
what por tion of the water rate will
be returned to it (the “sur tax”). The 
pri vate oper a tor is respon si ble for
col lect ing this por tion from con -
sum ers and remit ting it to the
munic i pal ity within a period of time 
fixed by the terms of the contract
(between three and six months).

With a con ces sion con tract, the 
del e ga tion of respon si bil ity is more
exten sive inso far as the pri vate
oper a tor is respon si ble not only for
oper at ing the sys tem and day-to-
day main te nance, but also for infra -
struc ture invest ments. The pri vate
oper a tor is remu ner ated directly by
cus tom ers through a fee fixed by the 
con ces sion con tract. In this type of
con tract, the del e gat ing com mu nity
is often freed of all finan cial obli ga -
tions. In exchange, it must agree to
a long-term con ces sion con tract.
(For the drink ing water and san i ta -
tion indus try, the maximum
duration is set by law at 20 years.)

These are the two main water pri -
vat iza tion mod els. Now that we
have sketched them out, we must
con sider which one would be best
for Mon treal.

Which solu tion is best 
for Mon treal?

In Que bec, as in the rest of Can ada,
water dis tri bu tion is a pub lic ser vice 
man aged by the munic i pal ity. The
“Eng lish” model of pri vat iz ing
water man age ment, there fore, could 
only be imple mented if pro vin cial
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In the French model, 
the pub lic author i ties 
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law were to be mod i fied, since
munic i pal i ties are a cre ation of the
prov inces. Such reform seems
unlikely at this time, but would
argu ably be the best alter na tive for
Mon treal.11 

Con se quently, it seems that the
“French” model of water man age -
ment is most real is tic for Que bec
today. Indeed, in Que bec, as in
France, water ser vices are man aged
by munic i pal i ties that own the
infra struc ture. There fore, accord ing 
to the Que bec gov ern ment, “The
munic i pal i ties do not have the
power to sell off their infra struc -
tures, but they can del e gate to pri -
vate enter prise a por tion of their
ser vice man age ment activ i ties. This
del e ga tion of water man age ment
ser vices could include oper a tion,
main te nance, and the admin is tra -
tion of pub lic works. Munic i pal i ties
remain, how ever, respon si ble for
the oper a tion and per for mance of
the infra struc ture, nota bly with
regard to their obligations vis-à-vis
the government” (Quebec, 2009a).

The legal frame work for such del e -
ga tion already exists in Que bec.
Since 2004, cit ies have been able to
opt for “pub lic-pri vate part ner-
ships.” Accord ing to the website of
l’Agence des partenariats pub lic-
privé du Qué bec, “A pub lic-pri vate
part ner ship is a long-term con tract
under which a pub lic body allows a
pri vate-sec tor enter prise to
participate, with or with out a finan -
cial con tri bu tion, in design ing, con -
struct ing, and oper at ing a pub lic
work. The objec tive of such a pro ject 
may be to pro vide a pub lic ser vice”
(Qué bec, 2009b).

Bill 134, an act to again amend var i -
ous leg is la tive pro vi sions con cern -
ing munic i pal affairs, details how

pub lic-pri vate part ner ship pro jects
can be imple mented in water man -
age ment. The act allows a city to
entrust a third party with the oper a -
tion of its water lines or sewer sys -
tem for a period of up to 25 years
and, more over, to allow those per -
sons (in the legal sense) to finance
any related pub lic works. This law
was adopted in Decem ber 2005 and
since then, cit ies in Que bec have
had the option of del e gat ing water
man age ment to the pri vate sec tor
(Radio Can ada, 2005). To our
knowl edge, no city has taken this
opportunity.

The selec tion of a pri vate oper a tor
should be done by com pet i tive bid -
ding under a trans par ent, open call
for ten der. The tech ni cal exam i na -
tion of the var i ous pro pos als should 
be con ducted by an inde pend ent
third party. Such a sys tem would
allow pri vate firms to com pete “for
the mar ket” (Wolff, 2004: 2). How -
ever, pre cau tions must be taken to
ensure the com pet i tors do not
under bid in order to win the con -
tract, only to exploit con tract loop -
holes to secure increased
com pen sa tion later (Wolff, 2004: 2). 
Wolff (2004: 2) also warns that
another error con sists of grant ing
con tracts with dura tions that are
too long in the hopes of attract ing
long-term invest ments, which pre -
cludes any form of com pe ti tion for
sev eral decades. In Wolff’s view,
con tracts last ing five to 10 years are
long enough to induce private firms 
to invest.

A good reg u la tory envi ron ment can
ensure that the win ning bid der ful -
fills its con trac tual obli ga tions, par -
tic u larly with respect to lev els of
invest ment, infra struc ture main te -
nance, rates, and cus tomer ser vice.

This requires clear dis pute res o lu -
tion pro ce dures (Wolff, 2004: 3).
Water qual ity may also be
controlled by a pub lic body that
would guar an tee com pli ance with
qual ity stan dards, as is the case in
Eng land with its Drink ing Water
Inspec tor ate (DWI). The con sor -
tiums invited to sub mit pro pos als
must com mit them selves to car ry -
ing out the work for a cer tain price
and accord ing to a fixed sched ule,
fail ing which they expose them -
selves to finan cial pen al ties
(Lefebvre, 2009). In addi tion, the
terms and con di tions of a care fully
designed con tract can include
incen tives to encour age good per -
for mance and penal ize bad per for -
mance (Kitchen, 2006: 11).

As men tioned pre vi ously, the
“French” model of del e gat ing the
pub lic util ity to pri vate enter prise in 
the form of a con ces sion con tract
would make the pri vate oper a tor
respon si ble not only for oper at ing
and day-to-day main te nance
expenses, but also for invest ments.
The con tract should thus include
pro vi sions to ensure that the pri vate 
com pa nies do, in fact, invest in
infra struc ture. This invest ment will
offer new sources of cap i tal
(Kitchen, 2006: 10). It is true that,
as a con se quence, water prices will
likely increase because rates have
long been arti fi cially low, and thus
have failed to pro vide the proper
sig nals to con sum ers of the cost of
all the inputs used to sup ply them
with water. How ever, under the
“French” model, the pri vate oper a -
tor is remu ner ated directly by the
users through a fee fixed under the
con ces sion con tract. There fore,
there are lim its to the rate increases
that the operator can charge.
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There has been con sid er able debate
in the past decade about the role of
own er ship in the per for mance of
water util i ties. Eliz a beth Brubaker
(2003: 15) thinks that, (in Eng land
and Wales), “a com bi na tion of pri -
vat iza tion and reg u la tion has by
many mea sures—includ ing cap i tal
invest ment, drink ing water qual ity,
envi ron men tal per for mance, and
cus tomer ser vice—been a suc cess.
Indeed, it exem pli fies just how
much pri vat iza tion, when managed
wisely, can accomplish.” 

What is needed to improve the per -
for mance of the man age ment of
water ser vices in Mon treal is a com -
pet i tive envi ron ment that will pro -
mote effi ciency gains, and the
par tic i pa tion of the pri vate sec tor
under the “French” model would
do so. 

Renzetti and Dupont (2004: 1874) 
empha size that the pos si bil ity of
hav ing a num ber of pri vate firms
bid ding for the right to run a
munic i pal water sys tem should
intro duce a strong degree of com -
pe ti tion and thus effi ciency into
the local water sup ply sys tem. This 
is because, under the “French”
model, a firm will have to com -
pete for the mar ket and will have
the incen tive to man age the sys -
tem well in order to real ize the
great est returns and to have its
con tract renewed. Accord ing to
Kitchen (2006: 11), pri vate sec tor
pro vid ers oper ate in a com pet i tive 
envi ron ment where poor qual ity,
low stan dards, and lack of
account abil ity will lead to lost
busi ness and firm clo sures. More -
over, in such a sys tem, the pri vate
sec tor is answer able to pro vin cial
reg u la tors, to the pub lic, to
munic i pal gov ern ments, and to

own ers/share hold ers, all of which
guar an tees a cer tain dis ci pline in
ful fill ing its obli ga tions and,
there fore, leads to improve ments
in ser vice and water qual ity
(Brubaker, 2008: 53).

There should be no restric tions on
the par tic i pa tion of for eign firms. A
recent agree ment between the US
and Can ada on gov ern ment pro -
cure ment pro vides for per ma nent
US access to Cana dian pro vin cial
and ter ri to rial con tracts in accor -
dance with the World Trade Orga -
ni za tion’s Gov ern ment
Pro cure ment Agree ment (GPA)
(USA, 2010; Taber, 2010). Cur rent
nego ti a tions for a free trade agree -
ment between the Euro pean Union
and Can ada envi sion the open ing of 
Cana dian mar kets to Euro pean
firms. Such a devel op ment would
be extremely pos i tive inso far as it
would pro mote greater com pe ti tion 
by increas ing the num ber of bid -
ders, pro vide access to exper tise and 
tech ni cal know-how,12 and limit the 
risks of con flicts of inter est. These
mul ti na tional water com pa nies are
pri mar ily French and, there fore,
have a lot of expe ri ence with the
“French” model of del e gat ing pub -
lic ser vices to pri vate enter prises.
There is Veolia, which pro vided
drink ing water to 133.9 mil lion
peo ple around the world in 2007,
with Suez and Saur serv ing 100.4
mil lion and 13.6 mil lion cus tom -
ers respec tively (Pinsent Masons,
2007: 18). Other impor tant actors
include RWE, a Ger man com pany
that pro vides drink ing water to
35.7 mil lion peo ple around the
world, and Agbar (or Sociedad
Gen eral de Aguas de Bar ce lona),
which serves 22.1 mil lion
cus tom ers.

Con clu sion
After years of neglect, aging infra -
struc ture is forc ing the city of Mon -
treal to invest con sid er able sums of
money in water infra struc ture.
Unfor tu nately, there is no guar an tee 
that the munic i pal ity will have the
finan cial means to carry out all of
the nec es sary improve ments or that
it will do so well. Mon treal’s deci -
sion to raise taxes and demand con -
tri bu tions from other lev els of
gov ern ment relies upon the very
body that neglected the prob lem to
solve it—with out address ing the
root cause. There fore, until full-cost 
account ing meth ods are intro duced, 
water users will not pay for the full
cost of water, and infra struc ture will 
con tinue to fall into costly and
wasteful disrepair. 

This paper has pre sented two cred i -
ble alter na tives to the sta tus quo
that would increase rev e nues and
sus tain water sys tem assets in order
to avoid another fis cal shock for the
city. One alter na tive involves pric -
ing water to reflect its actual cost by
mov ing towards full-cost account -
ing and mar ginal cost pric ing for
ser vices. The sec ond com ple ments
the first by entrust ing the pri vate
sec tor with the sup ply and treat -
ment of drink ing water in Mon treal, 
which will pro vide new sources of
cap i tal and improve efficiency in
service delivery.

Although the ben e fits of mar ket
mech a nisms in the man age ment of
water are sub stan tial and unde ni -
able, the pub lic remains skep ti cal. It 
is, there fore, essen tial to remind
Quebecers that water is not
free—its price is con sid er able once
the costs of infra struc ture main te -
nance and mod ern iza tion are taken
into account. Water-pric ing reform
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and the par tic i pa tion of the pri vate
sec tor would help to cover these
sys tem costs in the most effi cient
way. Why not seize this
opportunity?

Notes
1  This term cov ers the pro vi sion, stor -

age, and treat ment of drink ing water,
its dis tri bu tion (sys tem of aque -
ducts), as well as the col lec tion of
wastewater (sewer sys tem) and its
treat ment.

2  This study, car ried out by the
SNC-Lavalin-Dessau-Soprin-Aqua
Data con sor tium, was com mis sioned
to sup ply a tech ni cal por trait and an
eval u a tion of the state of the
infra struc ture.

3

4  In the Mon treal sec tor, own ers of
non-res i den tial immovables are

billed for water con sumed in excess
of 100,000 cubic metres.

Exam ple:

5  Mar ginal cost is the change in total
cost that arises when the quan tity
pro duced changes by one unit. That
is the cost of pro duc ing one more
unit of a good.

6  A net work of water gates (“vannes de
régulation”) can mea sure and adjust
the pres sure in the water sys tem,
espe cially at night when the demand
is lower. The idea is that such a device 
will reduce the need for water treat -
ment, reduce leak age, and increase
the life span of water lines (Noel,
2009b).

7  This includes the $106 mil lion con -
tract for the instal la tion and oper a -
tion of the water meters and the
instal la tion of 600 water gates.

8  Montrealers do not know the true
cost of the water they con sume since
it is not item ized spe cif i cally in their
prop erty tax bill.

9  Accord ing to Que bec’s Groupe de tra -
vail sur la tarification des ser vices
publics, the pres ence of water meters
in every house hold and in indus trial,
com mer cial, and insti tu tional build -
ings reduces con sump tion by 15 to 30 
per cent for house holds, busi ness, and 
indus try (Que bec, Groupe de tra vail
sur la tarification des ser vices publics, 
2008: 110).

10  Accord ing to Brubaker (2003: 16),
of the nearly three mil lion tests car -
ried out in 2002, 99.87 per cent com -
plied with drink ing water stan dards.
The 0.13 per cent of the tests that

failed to meet the stan dards rep re -
sented a sig nif i cant improve ment
over the 1 per cent that had failed
under gov ern ment con trol, prior to
pri vat iza tion.

11  As under lined by Eliz a beth
Brubaker, “Given polit i cal real i ties
[in Can ada], few local or cen tral gov -
ern ments are likely to exper i ment
with pri vate own er ship” (Brubaker,
2008: 49). 

12  As Eliz a beth Brubaker has stressed
(2008: 50-51), sev eral of the large
mul ti na tional water com pa nies have
more than a cen tury of expe ri ence.
They invest hun dreds of mil lions of
dol lars per year in research and
devel op ment. They have thou sands
of spe cial ized employ ees, whose skills 
can be put to use in resolv ing local
prob lems and in opti miz ing
effi ciency.
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