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ABSTRACT 
In the context of climate change, the Danish water sector is experiencing two major pressures. On 
one hand, a number of agents are pushing towards more sustainable urban water management 
(SUWM) approaches with the aim of improving surface water quality and mitigating flood risk. On 
the other hand, as part of an international trend, the municipal water management departments were 
transformed to locally created not-for-profit corporatized companies. Main drivers for 
corporatization are increased efficiency and cost recovery by reduced municipal control on utility 
budgets. Scholars have described the influencing factors for transitioning to SUWM and highlighted 
the potential governance attributes for enhancing and/or constraining such change. This paper 
explores the corporatization of the water sector and its implications for transitioning to SUWM. On 
the base of a preliminary literature review we identify the rationales for and drawbacks of 
corporatization and compare them with the critical factors to build institutional capacity for SUWM. 
Preliminary results suggest that corporatization is expected to create a range of challenges that 
might hinder the transition towards more SUWM approaches. A more direct collaboration of the 
national regulator of competitive performances with government institutions and other non-
governmental actors might be an effective answer to such challenges.  
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INTRODUCTION 
In the 21st century cities are facing a large variety of challenges as a consequence of climate 
extremes, population growth and increasing environmental quality requirements. It is nowadays 
largely accepted in both research and practice that something should be done to increase resilience 
and improve or maintain the present living standards of urban ecosystems. In particular, the 
prevailing water sector regime needs to undertake more sustainable approaches to environmental 
and water management practices. The concept of water sensitive cities (WSC) offers a real 
philosophical alternative to the traditional urban water paradigm (Brown et al., 2009; Wong & 
Brown, 2009). However, the transition towards more sustainable water practices is still slow 
(Fratini et al., 2011; Brown et al., 2009). According to van de Meene at al. (2010) such change will 
be enabled when the existing urban water regimes will develop the necessary institutional capacity 
attributes for implementing the principles of WSC in everyday practice. In particular, new policy 
targets for enabling sustained changes will not be effective if applied in isolation from the 



development of a larger range of institutional capacity attributes necessary for the specific regime 
transition (Brown et al., 2006). Scholars have identified four nested spheres characterizing 
“institutional capacity” (Figure 1) (Brown et al., 2006) and for each sphere they have identified the 
critical aspects enabling and/or constraining the transition towards WCS (van de Meene, et al.,2010; 
Brown and Farrelly, 2009a; van de Meene and Brown, 2009). The individual sphere contributes 
with factors related to knowledge, skills, conditions and thus motivations for driving change; the 
intra-organizational sphere relates to culture, procedures and management practices within an 
organization; the inter-organizational sphere concerns the structures for, approaches to and 
possibilities of cooperation among different organizations; to end with, the institutional sphere 
refers to formal rules, policy instruments and institutional structures able to facilitate SUWM.  

  
Figure 1. Institutional capacity assessment framework by Brown et al. (2006). Each sphere can 
contribute with enabling and constraining factors for transitioning to SUWM.    
 
Scholars have demonstrated that the critical factors influencing institutional capacity for 
transitioning to WCS are mostly ‘soft’ (i.e. collaboration, inter-disciplinarity, leadership, innovation 
and common strategic vision). The informal nature of these characteristics create significant 
challenges to the water regime shift because ‘soft’ attributes are largely recognized as being 
substantially more difficult to identify and develop than hard attributes (van de Meen et al, 2010). 
This discussion is particularly relevant in relation to the ongoing water sector reforms aiming at the 
liberalization of public services, which started in Great Britain in the early 80s and is still spreading 
in different forms around Europe. The main drivers for this change are increased efficiency and cost 
recovery by reducing local political control on utility budgets and enhancing competition by 
introducing centrally regulated efficiency performances. In 2005, about 30% of the European water 
supply was provided on a private basis. Few global players (like Suez Lyonnaise des Eaux or 
Veolia) divided the market among themselves in cases where supply services were totally privatized 
(Höferl, 2005). However, the effects of privatization have been found to be quite controversial and 
often not achieving the expected outcomes (Bakker, 2003; 2005). Indeed, on a long run 
privatization resulted in higher prices, investment cuts on innovation and maintenance, and 
customer service deterioration (Höferl, 2005). As a consequence, many member states have now 
started to make a step back to more mild forms of liberalization (e.g. corporatization).  
 
Since May 2009, as part of those international trends, Denmark has been undergoing a new water 
sector reform that imposes the corporatization of water and sewage utilities and the establishment of 
a new state office, Utility Secretariat (under the Danish Competition and Consumer Authority), 
which is to regulate the utilities by using performance benchmarking and incentive-based price 
regulations (Sørensen, 2010). At present state, municipalities owns most of the water and sewage 
utilities that in most cases are former municipal water departments transformed in small or medium 
sized (depending on local setting) non-for-profit organizations under the same or similar laws as 
private companies (Sørensen, 2010). At the same time, municipalities set the targets for city 
development and nature management within the municipal plans for water supply, stormwater and 
wastewater management to be implemented by the newly corporatized utility companies. As a result, 



the reform entails centralized price regulation by the Utility Secretariat and decentralized policy 
integration under the control of the local municipal managements. 
 
This reform has been largely inspired by the UK model for water sector liberalization, especially in 
regard to the way the water utilities are regulated by the independent regulatory authorities, 
OFWAT in Britain and Utility Secretariat in Denmark. The difference between the Danish and the 
British model is characterized by three important aspects: the ownership and the size of the utilities, 
and the way policy integration occurs. In the UK the utilities are privately owned for-profit 
organizations and their size is considerably larger than the Danish ones. As a consequence, the 
challenges faced by the British and Danish regulatory offices, are also quite different. In particular, 
OFWAT regulates 21 large companies with an annual budget of around 160 million DKK (OFWAT 
2011), while the Danish Utility Secretariat regulates 200 small and medium sized utilities with a 
budget of around 10.8 million DKK (Sørensen, 2010). Differently than in Denmark, in the UK 
policy integration is centrally regulated. OFWAT works together with a number of centralised 
environmental and consumer organisations in order to consider the effects of prize regulation on 
sustainable development. On the contrary, the Danish Utility Secretariat faces the challenge of 
assessing the appropriateness of price regulation in relation to consumer and environmental policies 
coming from 98 local authorities. 
 
In Denmark, the discussion on benefits and detriments of the water sector reform is still quite alive. 
The Danish Water and Waste Water Association (DANVA) and the municipal interest organisation, 
Local Government Denmark (KL), have been always critical against privatization, centralised 
regulation and profit-making in the water sector. They have communicated specific concerns on 
whether centralized price ceiling will prevent user active participation on projects that aim at both 
sewerage systems innovation and broader environmental improvements (i.e. for transitioning to 
SUWM). Furthermore they defined such a reform “counterproductive and in conflict with the 
principle of local self-government” (Sørensen, 2010) and claimed that the sector could have been 
modernised without centralised regulations of prices and control on efficiency performances. They 
have specifically tried to convince decision-makers to use a model for voluntary benchmarking, 
developed by DANVA since 1999 (Sørensen, 2010). Other stakeholders (i.e. Confederation of 
Danish Industry and the Danish Agriculture and Food Council) have been much more supportive of 
the reform but without offering many details and advices and without being directly involved in 
working out the reform elements (Sørensen, 2010). 
 
Like never before, the water sector in Denmark, as in the rest of Europe, necessitate undertaking 
more sustainable approaches to deal with the increasing challenges related to climate change and 
increased environmental quality requirements dictated by the European Water Framework Directive. 
To deal with such challenges the Danish water regime is slowly attempting a transition similar in 
contents to the one, from Drained cities to Waterways cities, described in the urban water 
management transition framework introduced by Brown et al. (2009). An example of this transition 
at a preliminary stage is reported in Jensen et al. (submitted). As a consequence, it becomes very 
relevant to investigate the implications of the new water sector reform for transitioning to more 
SUWM practices.  
 
This paper will introduce the preliminary results of such investigation. Based on a literature review 
on peer-reviewed papers, we, firstly, introduce the critical factors influencing institutional capacity 
building for transitioning to SUWM, secondly we identify some of the rationales and drawbacks of 
public service corporatization and thirdly we compare the two results. The aim is to identify the 
critical characteristics of corporatization as applied in Denmark that could hinder the ongoing 
transition to more SUWM practices and attempt some recommendations for dealing with such 
criticality on the base of the existing literature.  



RESEARCH APPROACH 
To identify the critical characteristics of corporatization, which might influence the transition to 
SUWM, we proceeded in three steps: 1) a systematic review of peer-reviewed literature based on 
empirical studies on SUWM and capacity building for water sector transition. This phase resulted in 
a cumulative list of identified enabling and constraining factors for transitioning to SUWM. These 
were organized in a table (Table 1) that group them on the base of the institutional capacity 
assessment framework proposed in Brown et al. (2006). 2) A systematic review of peer-reviewed 
literature discussing the motivations for passing to market based governance models in the public 
sector (rationales) and the identified negative consequences (drawbacks) of this governance shift, 
on the base of specific case studies. In this search we prioritized the cases of water sector reforms 
which most closely relate to the characteristics of the model applied in Denmark. This resulted in a 
cumulative list of rationales for and possible drawbacks of the corporatized model as applied in 
Denmark in 2009. The resulted lists of rationales and drawbacks has been organized in Table 2 on 
the base of the institutional capacity assessment framework proposed in Brown et al. (2006) as done 
in Table 1. This was done to facilitate the comparison of the two tables within the institutional 
capacity spheres. 3) Finally, the rationales and drawbacks of corporatization have been compared to 
the enabling and constraining factors, respectively, for transitioning to SUWM. This process 
resulted in the identification of the critical characteristics of the model of corporatization introduced 
in Denmark in 2009 that have a large probability to influence the ongoing transition to SUWM. 
 
 
RESULTS 
 
Capacity building factors for transitioning to SUWM 
The results of the literature review performed on step 1 produced a comprehensive list of factors 
enabling or constraining institutional capacity building for transitioning to SUWM, as shown in 
Table 1. The table was produced on the base of the institutional capacity assessment framework 
proposed in Brown et al. (2006) and of the empirical data presented, analysed and discussed by the 
flowing peer reviewed papers: (van de Meene et al., 2010; 2011), (Brown and Farrelly, 2009a; 
2009b), (Ellis and Revitt, 2009), (van de Meene and Brown, 2009), (Brown, 2008), (Morison et al, 
2010), (Farrelly and Brown, 2011). The empirical data developed and used in these papers have 
been all collected in developed country settings (Australia, New Zealand, Canada, and Great 
Britain) and after the year 2005. The listed factors in Table 1 result from the cumulative re-
elaboration of the factors identified in the papers used as references.  
 
Corporatization: rationales and drawbacks 
The preliminary results of the literature review on rational and drawbacks of corporatization are 
shown in Table 2. The table was produced on the base of the institutional capacity assessment 
framework proposed in Brown et al. (2006) and of the data and discussions produced by the flowing 
peer reviewed papers: (Sørensen, 2009),(Bartle and Vass, 2007), (Owen, 2006), (Majone, 1999), 
(Höferl, 2005), (Bakker, 2001; 2003; 2005), (Furlong and Bakker, 2010), (Rhodes, 1999). The case 
studies analysed in these papers are all from a developed country settings (Australia, Canada, 
Denmark, and Great Britain) that have similar characteristics to the model of Corporatization 
applied in Denmark. In particular, the majority of the papers (6/10) refer to the British system and 
more specifically all of them explicitly reflect on the effects of performance benchmarking and 
centralized incentive-based price regulation by an independent regulatory authority. However, due 
to different research traditions, in most of the papers it was difficult to identify how the empirical 
material was collected and how the analysis was performed. The listed factors in Table 2 result 
from the cumulative re-elaboration of the factors identified in the papers used as references.  
 
 



Table 1. Factors influencing institutional capacity building for transitioning to SUWM  
Enabling Factors Constraining factors 

Institutional sphere 
• Long-term strategic view 
• Political institutionalization of environmental concern 
• Holistic information and measurement systems for benchmarking 

and reporting  
• Coordinative mechanism for cumulative insights on local-scale 

learning processes   
• Incentives (i.e. financial) related to performance 
• Targeting stakeholder groups with policy instruments to achieve 

desired results 
 

• Administrative systems inertia 
• Limits of regulatory framework 
• Government risk aversion  
• Uncoordinated institutional framework 
• Prioritization of technical expertise and economic rationalism over 

an interdisciplinary alternative that values community participation  
• Lack of executive burocratic leadership in implementation 
 

Inter-organizational sphere 
• Shared strategic vision 
• Experimentation and demonstration projects approached as 

learning processes 
• Commitment to local leadership and continuity of individuals 
• Trust among individuals and organizations  
• Mechanism for sharing risks 
• Multifunctional and multidisciplinary approaches  
• Strategic and diversified financial and technical resources  
• Transparency and clear accountability mechanisms 
 

• Subversive stakeholder tactics  
• Limited stakeholders engagement and  empowerment  
• Lack of common constraints (i.e. guidelines and standards) 
• Tension and confusion over roles and responsibilities among 

stakeholders 
• Geographical variability of local governments within a catchment 
• Lack of political support 
• Poor communication among stakeholders/organization 
• Tensions between short-term and long-term planning 
 

Intra-organizational sphere 
• Commitment to organizational learning 
• Collaboration among internal departments 
• Corporate policy for sustainability 
• Persistent and dedicated individuals 
• Mechanism for defining roles and responsibilities 
• Organizational commitment  
 

• Insufficient resources  
• Lack of organizational drivers for and poor commitment to 

sustainability 
• Fragmented and unclear roles and responsibilities  
• Poor communication processes within organizations 
• Strong vertical relationships (dominance) rather than horizontal 

(collaborative) 
Human resource sphere 

• Time and resources for professional training and education 
initiatives, reflection and learning (skills and knowledge) 

• Knowledge to be integrated and exchanged across disciplinary 
and structural boundaries 

• Willingness and capabilities to engage with others 
• Acceptance of unexpected feasibility outcomes 
 

• Fear of failure 
• Lack of experience and knowledge in implementing/operating 

integrated, participatory, coordinated and adaptive management 
• Technocratic path dependency and dominance of technical 

engineering knowledge 
 

 
Table 2. Rationales for and drawbacks of water sector corporatization as implemented in Denmark 

Rationales Drawbacks 
Institutional sphere 

• Separate regulation from utility operation 
• Facilitate comparative competition among water 

utilities  
• Centralized systems for measuring efficiency and 

service quality performance 
• Decreasing water prices 

• Overlooking and minimizing the necessary role of government  
• Absence of conditions enabling governments to play their role of 

controller/regulator 
• Difficulties to take into account heterogeneity of context conditions when 

measuring efficiency and service quality performance 
• Challenges in organizing holistic information and measurement systems for 

benchmarking and reporting  
Inter-organizational sphere 

• Improving accountability of economic performance 
• Reduce political control on utility budgets 
• Enable long-term strategies  

• Attenuation of transparency  
• Risks of devolving responsibility without a concomitant allocation of resources 
• Challenges of combining centralized price regulation with the need of local 

integrated regulation  
• Emphasis on consensus prioritizing politically workable solutions rather than 

environmentally optimal solutions 
• Inefficient at involving non-state actors 
• Limiting existing channels for public inputs 

Intra-organizational sphere 
• Increasing efficiency 
• Improve cost recovery  
• Improving technical performance 

• Complex problems (as sustainability and social justice) reduced as problems to 
be solved at the organizational level immune to (and unsupported by) broader 
governance processes 

• Pure technical solutions to problems that are political in nature  
• Lack of reforms to enable efficiency  
• Conflicts between economic efficiency goals and quality of outputs services  
Human resource sphere 

• Enable business professionalism 
• Brake the alleged power of the public sector unions 

• Challenges high job security culture of the public workplace 
• Technocratic path dependency and dominance of technical engineering 

knowledge 

 



DISCUSSION AND CONCLUSION 
Corporatization as applied in Denmark is characterized by an increased focus on economic and 
technical efficiency due to centralized prize regulations where incentives are given on the base of 
performances measured by a benchmarking system mostly quantitative in nature. Efficiency is 
certainly important to prevent misuse of resources. However, in a centralized benchmarking system 
for efficiency performance becomes a challenge to organize qualitative, and thus more holistic, 
measurement systems, able to take service quality performances into account (Table 2). In such 
context, to fulfil the efficiency requirements, it is expected that decision makers within 
organizations, networks and institutions tend to privilege the economic and technical performances 
of a project rather than the quality of the results and the richness of values involved in the 
management process (Table 2). This will produce an increased rationalization of management 
processes, which might contribute with factors constraining capacity building for transitioning to 
SUWM as (conf. Table 1 and Table 2): technocratic path dependency; pure technical solutions to 
problems that are more political in nature due to an increased lack of time and resources for 
professional training, reflection and the building of learning and participatory processes. For the 
same reasons, such systems might become inefficient at involving and empowering non state actors 
(NGOs, users’ organizations and other interest groups), especially those not having economic and 
technical efficiency as their main goal. This might create conflicts between economic efficiency 
goals and capacity building for transitioning to SUWM, specifically at the individual and intra/inter 
organizational spheres.  
 
Institutional capacity building for SUWM requires the integration of economic, social and 
environmental policy objectives. In particular, scholars suggest the development of holistic 
benchmarking and reporting systems to evaluate performances (Table 1). But this is not easy in 
practice, especially for the Utility Secretariat, having to regulate around 200 small and middle-sized 
companies and to assess the appropriateness of price implications on consumers and environmental 
policies coming from 98 local authorities. A positive factor characterizing the Danish Water Sector 
Reform is that the municipal control over utility budgets and environmental policy implementation 
remain strong and seems to have the necessary competences for ensuring quality of performances at 
the local scale (Sørensen, 2010). However, such decentralized policy integration system might bring 
the central government at overlooking its necessary supporting role for the implementation of 
environmental policies at the national scale. This might cause an increased geographical variability 
of conditions in regard to environmental quality within the country but also within catchments. This 
may create a range of challenges that could hinder both the local and the national transition towards 
more SUWM approaches (Table 1).  
 
In conclusion, the Utility Secretariat needs more support by other organizations having more 
insights on the barriers for integrating efficiency goals with the WSC agenda both at the local and 
the national scale. For example, a larger involvement of national associations like DANVA, having 
as goals the interests of the water utilities, and KL, having as goals the interests of the 
municipalities, might allow a more holistic evaluation of performances and provide more ad hoc 
resources for policy integration at both local and national scale. Furthermore, the political 
independence of the central state office regulating price ceiling with decentralized policy integration 
accompanied by little involvement of the central government leave the local managers alone in 
transitioning towards more SUWM practices. To deal with such challenges, inspired by Bartle and 
Vass (2007), we suggest a more direct involvement of other national institutions (i.e. the Ministry 
of Environment, the Ministry of Climate, Energy and Buildings, etc.) having important insights on 
policy integration for building institutional capacity for transitioning to waterway cities on the base 
of a more holistic analysis of local performances.  
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