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Abstract

Public-private partnerships are a topic of continuing interest for accounting researchers. However, as yet
there are only a few studies focusing on the post-implementation phase of PPPs. In particular, even though
scholars have criticized PPPs for inflating the profits of private partners at the expense of the public sector
and citizens, they have rarely scrutinized the public debates whereby the legitimacy of PPP organizations’
profits are societally contested and debated. The purpose of this article is to shed light on the processes of
profit (de)legitimation by examining the construction of senses of (il)legitimacy in public-private service
delivery. These processes are examined in the case of Tallinn Water, an Estonian public-private water
company. Our findings suggest that the main themes debated revolved around the following questions:
What is a normal profit for a public-private monopoly? Who or what is the ultimate authority in such
matters? What is morally appropriate behaviour for such a company? Our findings also indicate that even
relatively affordable prices and high performance levels do not suffice to create legitimacy for an
organization that tries to make excessive gains from the provision of something that is generally regarded
as a human right.
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1. Introduction

This paper is concerned with the discursive legitimation of profit in the context of public-private
partnerships (PPPs), and the motivation for it can be derived from several perspectives. First, the
burgeoning accounting literature on PPPs has largely focused on issues related to the pre-implementation
phase. Such studies have examined for instance the drivers of PPPs (Asenova & Beck, 2010; Broadbent &
Laughlin, 2005; English and Guthrie, 2003); the calculative methods utilized in ex ante assessments of the
costs and benefits of PPP projects (Heald & Georgiou, 2011; Khadaroo, 2008; Shaoul, 2005); the
identification and management of PPP risks (Broadbent, Gill & Laughlin, 2008; Burke & Demirag, 2015;
Froud, 2003); the (dis)merits of PPPs (Acerete, Stafford & Stapleton, 2011; Demirag et al., 2012; Shaoul,
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Stafford & Stapleton, 2008); accounting regulation related to PPPs (Benito, Montesinos & Bastida, 2008;
Stafford, Acerete & Stapleton, 2010; Toms, Beck & Asenova, 2011); as well as issues related to transparency
and accountability (Agyanim-Boateng, Stafford & Stapleton, 2017; Broadbent & Laughlin, 2003a; Shaoul,
Stafford & Stapleton, 2010, 2012).

Yet, as also two recent reviews (Andon, 2012; Hodge & Greve, 2018) have pointed out, there is very little
research on the operation of PPPs post-implementation. An interesting aspect in this sense relates to the
legitimacy of PPPs as a hybrid form of organization (Miller, Kurunmäki & O’Leary, 2008) where the clashing
of business imperatives and the public service ethos are bound to give rise to tensions (Broadbent &
Laughlin, 2003b). Compared to other forms of public service delivery (e.g. direct government delivery or
delivery by a fully publicly owned company), the high level of contractual complexity, the dual role of the
public partner and diminished public/social accountability can make it relatively challenging for PPPs to gain
legitimacy in the eyes of citizens (Hodge & Greve, 2018). From the perspective of both the private and the
public sector parties, a key challenge is arriving at a consensus over what constitutes a legitimate profit for
such an undertaking. Based on financial analyses, accounting scholars have criticized PPPs for being
unfavorable to the public sector and taxpayers, but they have rarely scrutinized the public debates
associated with these issues. At least we are not aware of prior PPP studies that would have explored how
the legitimacy of a public-private organization’s profit is societally negotiated.

The second motivation for our study is the observation that prior accounting research on legitimation (e.g.
Andon, Free & Sivabalan, 2014; Cho, 2009; O’Dwyer, Owen & Unerman, 2011) tends to assume a
unidirectional relationship between the active organization and various passive audiences, with little
attention given to stakeholder attempts at de-legitimation. In other words, such studies appear to have
largely ignored the interactive, discursive dimension of legitimation, which is a somewhat curious omission
considering that on a conceptual level, acts of legitimation are ‘virtually always’ discursive (Rojo & van Dijk,
1997, p. 527; Vaara & Tienari, 2008). Moreover, being largely informed by institutional perspectives, such
studies have given scant consideration to the antagonisms involved in legitimation. Thus, accounting
research still lacks an understanding of the discursive, conflictual aspects of legitimation struggles, both in
general (Tregidga et al., 2012) and in the particular context of PPPs.

Third, from an empirical perspective, previous accounting studies on PPPs have predominantly analysed
empirical events in the UK and Australia, resulting in a lacuna of information concerning PPP arrangements
in non-Anglo jurisdictions (Andon, 2012).

The purpose of this paper is to begin addressing these gaps in extant knowledge by shedding more light on
the discursive processes of profit (de)legitimation in the context of PPPs. Our main research question is
formulated as follows: How is the (il)legitimacy of profit socially constructed during communicative
interactions between a public-private organization and various constituencies1? This broad question can be
further divided into two sub-questions: Which topics or themes emerge as particularly salient in the
debates concerning the legitimacy of a public-private organization’s profit? Which textual means are
utilized, and how, to represent a certain level of profit as (in)appropriate for a PPP? To shed light on these
issues, we will employ critical discourse analysis, in particular the discursive strategies of legitimation
framework developed by van Leeuwen (1996) and further refined by Vaara, Tienari & Laurila (2006). This

1 We use ‘constituencies’ instead of the rather anodyne term ‘stakeholders’ as the latter is often associated with a
neo-pluralist approach that effectively glosses over power differentials and conflict (see Brown, 2017).
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framework is suitable for our examination as it focuses particularly on the political aspects of legitimation in
the case of societally controversial organizational actions (Vaara & Tienari, 2008). Our basic assumption is
that legitimation is a dynamic, conflictual process (Moll & Hoque, 2011) whereby diverse counter-
hegemonic groups contest the legitimacy of a dominant organization’s actions.

Due to the ambiguous nature of water services (see subsection 3.1), a public-private water company can be
considered an example of the most likely case to result in a societal conflict over legitimacy. Thus, we
examine these issues in the context of Tallinn Water (TW), a stock-listed Estonian water company whose
main shareholders are a multinational water firm and the City of Tallinn. In the literature, a number of PPP
classifications can be found based on their purpose and various dimensions. Tallinn Water represents a
specific form of PPPs called mixed companies with public-private ownership, which the European
Commission refers to as institutionalized PPPs (da Cruz and Marques, 2012). It is thus different from a form
of PPP called DBFO (design-build-finance-operate), which is the focus of much Anglophone literature on the
topic. Our empirical material, which covers the period 2008-2012, consists of over 600 text documents such
as newspaper articles, press releases, stock announcements, legislation, blog texts, and so forth.

We believe our study to make three contributions to prior accounting research. First, we complement
extant knowledge on PPPs by focusing on the accounting-related tensions stemming from the hybrid nature
of PPP organizations. More specifically, we identify and analyse the key issues debated in the context of the
wider question of a public-private organization’s profit. We also identify and analyse the strategies that the
focal company as well as the most vocal counter-hegemonic groups employ to (de)legitimate the profit.
Second, we illustrate the applicability of the discursive strategies of legitimation framework (van Leeuwen,
1996; Vaara et al., 2006) to the study of legitimation struggles associated with accounting constructs, in this
case profit. Third, we respond to Andon’s (2012) as well as Hodge and Greve’s (2018) calls by offering a
theoretically informed PPP analysis situated in a thus far neglected geographical context, namely Estonia.

The paper proceeds as follows. The next section reviews prior accounting research on PPPs and introduces
the critical discourse analytical approach to the study of legitimation struggles. This is followed by an
elaboration of the specific issues related to profit-making in water services as well as the introduction to
the case context, data and method of analysis. The subsequent section analyses the empirical data in light
of the theoretical framework. The final section discusses the findings in light of prior research and contains
the authors’ conclusions and suggestions for future research.

2. Literature review

2.1 Critical research on public-private partnerships

Although PPPs have a long and diverse history (see e.g. Weihe, 2008), they truly began to gain international
attention in 1992 when the UK government introduced the Private Finance Initiative (PFI), which is
currently categorized as a subset of PPP undertakings. The UK example quickly diffused to other Anglo-
American countries and is currently spreading across globe, often promoted by international organizations
such as the Organization for Economic Cooperation and Development (OECD), the World Bank and the
Association of South East Asian Nations (ASEAN) (Hodge & Greve, 2018). In the past almost three decades,
research on PPPs has proliferated to cover a variety of themes, such as the drivers of PPPs; methods for ex
ante evaluation of costs, benefits, and risks; associated accounting regulation; pros and cons of PPPs; as
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well as problems of transparency and accountability (see Andon, 2012; Hodge & Greve, 2018). In what
follows, we will briefly review studies and themes we deem to be most relevant for present purposes.

One stream of PPP research is constituted by studies that focus on the motivations for PPPs. The major
publicly cited reasons for PPPs include the transfer of risk from to the public to the private sector as well as
governments being able to provide services without increasing public debt. In addition to these overt
justifications, it has been argued especially in the early studies that a major driver of PPPs is governments’
neoliberal privatization agenda (Broadbent & Laughlin, 2005; English & Guthrie, 2003; Newberry & Pallot,
2003). Broadbent, Gill & Laughlin (2004) for instance suggest that, in the UK context, the justifications for
PFI have oscillated over time between the need to close the infrastructure investment gap without
increasing public expenditure, and the need to obtain value for money and risk transfer. More recently,
other key factors driving PPPs have also been identified. Asenova and Beck (2010) for instance foreground
the role of financing institutions’ risk considerations in PFI schemes. These authors begin from the
assumption that PFI schemes are less attributable to the cash-strapped public sector’s wish to find a way to
provide services than they are to the financing sector’s preference for long-term, low-risk investment
opportunities to balance portfolios. Based on interviews and documentary evidence, Asenova and Beck
(2010) claim that PFI deals are contingent upon financers’ risk-return requirements derived from associated
models and procedures that remain opaque to other stakeholders, thus undermining aspirations towards
accountability. Further, as the dominant parties of PFI projects, finance providers are able to define what
constitutes a viable project and which requirements the contracting parties must undertake to meet with
the financers’ approval.

A second stream of PPP research comprises critical assessments of the methods utilized in ex ante
evaluation of the costs and benefits of PPP projects. Shaoul (2005) for instance offers a critical analysis of
the distributional effects of PFI in the UK National Health Service by examining the PFI process, the
accounting methodology utilized in appraising the PFI arrangement, and the ex ante Value for Money
(VFM) analysis conducted by the UK Government. As a result of her exploratory study, Shaoul (2005) finds
that contrary to purported effects of increased rationality and VFM, the PFI related decision-making was
replete with interventions of political actors who sought first and foremost to promote private sector
involvement. She forecasts that the ultimate result of the PFI in the UK will be an inequitable transfer of
wealth from the less well-off to a few select private sector companies. Shaoul’s (2005) findings are
supported by Khadaroo’s (2008) analysis of how PFI bids are evaluated on the level of organizations in
general and in the case of three Northern Ireland schools in particular. Based on qualitative interviews with
school representatives, Khadaroo (2008) draws the conclusion that the financial benefits of the PFI
arrangements in question were marginal, the non-financial criteria and weightings given to them were
subjective, and the implementation of PFI was politically determined. Benito, Montesinos and Bastida
(2008) in turn review PFI-related proposals in the Spanish context. These authors argue that deficiencies in
associated accounting regulations enable the government to practice ‘creative accounting’ via PFIs. In
particular, Benito et al. (2008) claim, the government is able to utilize such arrangements to enable
continued investments in infrastructure while avoiding the accumulation of debt on the balance sheet.

A third, albeit considerably smaller, stream of critical PPP research has focused on PPPs post-
implementation. Shaoul’s (1997) financial analysis of the fully privatized water companies in England and
Wales indicates that not only did the purported efficiency gains not materialize but also consumer prices
for water services rose by 50 per cent.  Moreover, Shaoul (1997) argues, the requirement to pay dividends
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to the water companies’ new shareholders disadvantaged both present and future consumers, citizens and
taxpayers. To illustrate, six years after the privatization, the average return on the ten largest water
companies in the UK was 94 per cent, while the corresponding return on the FTSE100 index was 35 per cent
(Shaoul, 1997, p. 499). Another post-implementation analysis is provided by Toms, Beck and Asenova
(2011), who take a critical look at PFI refinancing, in other words post-implementation changes in interest
rates, repayment dates, margins and other financial parameters of the debt taken to finance PFI projects.
Toms et al. (2011) show that in the UK, refinancing has more often than not resulted in multiplying the
financial profits of the private partners, in some extreme cases resulting in rates of return of over 70 per
cent2. Meanwhile, corresponding gains to the state have materialized to a considerably lesser extent due to
bureaucratic institutions’ unwillingness to tighten regulation in the fear of private organizations losing
interest in bidding for PFI deals. Acerete, Stafford and Stapleton (2011) undertake an evaluation of a
Spanish hospital PPP arrangement, which involved the negotiation of several service contracts. Based on
empirical evidence gathered from publicly available documents, Acerete et al. (2011) show that under the
terms of the first service contract, the project could not have even been financially viable and that the
renegotiation of the contract has proved costly to the Spanish government.

In broad terms, scholars recognized early on that PPPs can be conceptualized as organizational hybrids
(Miller et al., 2008) where the public service ethos clashes with private sector profitability aspirations
(Broadbent & Laughlin, 2003b). Shaoul, Stafford and Stapleton (2012) note how these fundamental
differences give rise to tensions between the private sector’s arguably narrow corporate governance logic
and the public sector’s more complex accountability regime in the context of PPPs. In their study, Shaoul et
al. (2012) focus on the role of financial disclosures in meeting the information needs of the multiple
stakeholders and especially in discharging accountability to citizens. They note that PPPs pose
accountability-related challenges due to the long time horizon of the projects, the complex relationships
between multiple and changing partners, the lack of a clear division of responsibilities among the partners
as well as contracts that are often difficult to enforce.

 Although the studies reviewed above have greatly enhanced our understanding of the diverse problems
associated with PPPs, particularly in terms of illuminating how private partners often gain excessive
financial profits from the arrangements, very few studies have examined public debates on these issues. At
least we are not aware of prior accounting studies, or public management studies, that would have
explored how the legitimacy of a public-private organization’s profit is societally negotiated. Our approach
for undertaking such an investigation is elaborated in the next section.

2.2 A discursive perspective on legitimation struggles

The sociologically oriented legitimacy literature focuses on beliefs about what is considered appropriate.
This literature often defines legitimacy along the same lines as Suchman (1995, p. 574): ‘a generalized
perception or assumption that the actions of an entity are desirable, proper, or appropriate within some
socially constructed system of norms, values, beliefs, and definitions’. In other words, the legitimacy
necessary for organizational survival (Dowling & Pfeffer, 1975; O’Donovan, 2002; Suddaby & Greenwood,
2005) is considered to be based on societal perceptions of an entity rather than on its actual conduct.

2 In a paper that mainly focuses on the UK National Audit Office, Smyth and Whitfield (2017) touch upon excessive
profit-making in the context of PPPs by illustrating how primary equity investors benefited from windfall gains when
selling their equity shares soon after the PPP assets were delivered.
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Legitimacy is closely related to power in the sense that it is organizational stakeholders who wield
legitimacy-determining power (Dowling and Pfeffer, 1975). Furthermore, stakeholders’ senses of legitimacy
can rest on different bases – such as the moral (normative approval), the pragmatic (self-interest), and the
cognitive (taken-for-grantedness) bases – when organizations develop and apply various strategies for
gaining, maintaining, and repairing legitimacy (Suchman, 1995; Woodward et al., 1996).

The sociological approach to the study of legitimation is quite common in the accounting literature (see e.g.
Andon et al., 2014; Cho, 2009; O’Dwyer, Owen & Unerman, 2011). However, these studies tend to assume
a unidirectional relationship between the active organization and various passive audiences, thereby
neglecting to consider that legitimation is a dynamic, often conflictual process (Moll & Hoque, 2011) where
diverse constituencies react in different ways to organizational attempts to construct legitimacy. Moreover,
these studies are often informed by institutional perspectives, which are arguably ill-equipped to deal with
antagonism or to promote emancipation (Clegg, 2010; Zald & Lounsbury, 2010; Dillard, Rigsby & Goodman,
2004; Spence, Husillos & Correa, 2010; for a discussion see Modell, 2015). This suggests to us that
accounting research is in need of further analytical tools for the critical scrutiny of the interactive,
discursive dimension of legitimation conflicts. Such tools are provided by critical discourse analysis and
especially the discursive strategies of legitimation framework, which form the subject matter of the
remainder of this section.

Ever since social sciences took the linguistic turn (Alvesson and Kärreman, 2000), management and
accounting scholars have taken an interest in analyzing organizational discourses. ‘Discourse’ is a widely
applied, ambiguous concept that can be understood in a variety of ways, ranging from local and situational
use of language in social practices to more abstract, macro-level “mega discourses” (Alvesson & Kärreman,
2011). Fairclough (1992) for instance sees any instance of discourse as comprising three dimensions: a
piece of text itself, the processes of its production and interpretation as well as the associated institutional
and organizational circumstances. Texts in this context are understood in a wide sense, as ‘oral, written and
even gestural texts’ (Putnam & Cooren, 2004), written documents, speech acts, pictures and symbols
(Grant et al., 1998).

Regardless of the definition of discourse employed, the wide variety of approaches and methods that are
currently categorized under the label of discourse analysis are united by their interest in the way that
discourse constructs organizational and social life, rather than simply reflecting it (Hardy et al., 2005). In
other words, social objects and phenomena are viewed as being constructed through the production and
dissemination of various types of texts, instead of language describing a reality existing ‘out there’
independently of our observation. However, the different approaches vary with regard to the extent to
which they consider discourse to be ‘muscular’ (Alvesson & Kärreman, 2011), that is, capable of changing
the social world. Laclau and Mouffe’s (1985) discourse theory for instance views discourse as fully
constitutive of reality, while critical discourse analysis (CDA) considers reality to be shaped by both
discourses and non-discursive elements (Jørgensen & Phillips, 2002). According to Phillips and Oswick
(2012), discourse analytical approaches have proved most fruitful in the investigation of the emergence,
change and disappearance of social constructs such as identity and institution. In the present paper, the
social construct to be examined is the legitimacy of a public-private company’s profit.

Discourse analysis can be defined as ‘analysis of collections of texts, the ways they are made meaningful
through their links to other texts, the ways in which they draw on different discourses, how and to whom
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they are disseminated, the methods of their production, and the manner in which they are received and
consumed’ (Phillips et al., 2004, p. 636). One variant of this methodology is CDA, which attempts to
facilitate social emancipation by illustrating how the use of language in a specific socio-historical context
contributes to reproducing or challenging relations of power (Wodak & Meyer, 2009, p. 6). According to
Fairclough (2010), CDA is based on a critical realist ontology, in other words, it posits the existence of
distinct objectified structures that condition but do not determine human agency, thereby making it
possible for agents to emancipate themselves from oppressive structures (Bhaskar, 1975; Archer, 1995; see
also Modell, 2015). As pointed out by Merkl-Davies and Koller (2011), CDA’s critical realist worldview as
well as its interest in power, emancipation and interdisciplinarity make it a good fit with critically oriented
accounting research.

CDA is useful for the purposes of the present paper as it facilitates our understanding of socio-political and
ideological aspects of legitimacy (Joutsenvirta & Vaara, 2015). From a CDA perspective, legitimation draws
on discourses (Vaara, 2014), which in turn are constitutive of ideologies such as neoliberalism (Bourdieu &
Wacquant, 2001) or nationalism (Wodak et al., 1999). CDA investigates the ways in which legitimacy is
constructed, either consciously or unconsciously, through micro-level textual practices and strategies
(Fairclough, 2003; Vaara, 2014). In other words, the focus of CDA is on legitimizing discourses through
which certain actions are presented as beneficial and morally or politically defensible, whereas others are
described as being morally reprehensible or otherwise unacceptable (Rojo & van Dijk, 1997).

The CDA framework mobilized in this paper is the grammar of legitimation developed by van Leeuwen
(1996) and comprising four discursive strategies of legitimation: authorization, rationalization, moral
evaluation and mythopoesis. Vaara et al. (2006) refined this framework by adding a fifth strategy, namely
normalization, which in van Leeuwen’s original framework is included in the authorization category.
Normalization as a strategy refers to legitimation by reference to the normality of functions or behaviour,
in the spirit of ‘everybody does it’ or ‘everybody says so’ (van Leeuwen and Wodak, 1999, p. 105). It is an
attempt to naturalize specific action by exemplification, by referring to similar events, cases or practices
that have taken place in the past (retrospectively) or that are expected to take place in the future
(prospectively). Authorization refers to legitimation by appeal to the authority of institutions such as
legislation, conventions and traditions, or the institutionalized authority of a specific actor. Rationalization
refers to legitimation by appeal to the function or utility that particular actions or practices serve
(institutional rationalization) or to the ‘facts of life’ (theoretical rationalization) (van Leeuwen and Wodak,
1999, p. 105). In the case of instrumental rationalization, an activity is presented as being a method or a
necessity for the achievement of certain moral objectives, whereas in the case of de-legitimation an activity
is presented as an obstacle to the achievement of moral targets. Theoretical rationalization legitimates
activities by implying that they are done because ‘that is the way things are’ or ‘that is the way [people] are’
(van Leeuwen & Wodak, 1999, p. 107). Here it is important to note that rationalization cannot be
decoupled from moral and ideological foundations; these are just latent in the seemingly common-sense
argumentation.

Moralization as the fourth distinct strategy of legitimation differs from rationalization in that its appeal to
particular values is explicit. With this strategy, the aim is to gain normative approval for a construct or
action by showing that it is consistent with a generally accepted moral order (Rojo & van Dijk, 1997). The
two forms of moralization are moral abstraction, which relates particular activities to particular values
through seemingly straightforward description; and outright moral evaluation, in which the moral position
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is clearly articulated. Finally, narrativization or mythopoesis refers to legitimation through telling stories
that contain a normative undertone, explaining how to act in an appropriate or acceptable fashion. These
stories often suggest that something good may happen to a heroic actor who follows legitimate practices
(moral tales) or that something bad may take place if socially appropriate action is not taken (cautionary
tales) (van Leeuwen & Wodak, 1999). Such narratives are often written in an entertaining tone (Vaara et al.,
2006).

We maintain that the five discursive strategies of legitimation framework is particularly suitable for our
study for several reasons. First, it helps us avoid the main problems of discourse studies identified by
Alvesson and Kärreman (2000, 2011), namely, using ‘discourse’ in an all-encompassing manner and taking
for granted the ‘muscularity’ of discourse. Instead of reducing everything into discourse, the strategies of
legitimation framework focuses on micro-level textual practices employed in a local and situational context,
in our case the public debate in Estonia about the legitimacy of the water company’s profitability. Further,
and as elaborated in the next section, the framework’s definition of ‘texts’ is also rather concise, being
limited to media and other written texts intended for public consumption. As concerns the problem of
muscularity, the strategies of legitimation framework does not assume that discourse alone has the power
to change social reality. Instead, as the framework focuses on how the legitimacy of things such as profit
comes to be represented in competing ways, it rather views language as having the power to frame reality
(Alvesson & Kärreman, 2011, p. 1141). As aptly expressed by Jørgensen and Phillips (2002, p. 9), “different
discourses each point to different courses of action as possible and appropriate”, and it is through this
mechanism that discourses can be considered to have effects on social realities.

Second, we consider the strategies of legitimation framework to have certain benefits compared to other
discourse analytical frameworks utilized in critical accounting studies, such as dialogics or Discourse Theory.
Dialogics3 as a discourse analytical framework draws on the ideas developed by the Bakhtin Circle (see e.g.
Bakhtin, 1981; Volosinov, 1973). In critical accounting studies, the Bakhtinian dialogical understanding of
language has often been combined with a Marxist view of society (Catchpowle and Cooper, 1999;
Catchpowle and Smyth, 2016; Smyth and Whitfield, 2017). These studies have illustrated for instance how a
particular word (e.g. ‘privatisation’) or piece of accounting information can take on different, class-based
meanings in specific historical and material contexts, and how struggles over language provide
opportunities for marginalized groups to contest dominant groups’ monologic interpretations. Discourse
Theory (Laclau & Mouffe, 1985/2001) in turn is a post-structuralist approach, which considers social
relations and identities to be (re)produced in the cultural realm instead of being predetermined through a
class-base. Discourse Theory has been mobilized in accounting research to identify and critique the
discursive means by which business companies and other powerful actors attempt to maintain their
hegemonic position in society (Tregidga, Kearins and Milne, 2014) and try to dismiss marginalized groups’
counter-hegemonic projects (Laine & Vinnari, 2017).  Thus, both dialogics and Discourse Theory would have
been applicable to the study of how Tallinn Water tries to deflect diverse groups’ critical commentaries

3 In accounting research, several varieties of ‘dialogics’ can be distinguished. Inspired by Freire (e.g. 1970, 1985),
Bebbington et al. (2007) have proposed dialogic accounting as a way of analyzing and improving the efficacy of social
and environmental reporting. Brown (2009) has connected dialogic accounting to Mouffe’s (2013) agonistic pluralism
which, while celebrating the diversity of perspectives, emphasizes also ineradicable tensions, conflicts and power
dynamics (for a review of the wealth of studies inspired by Brown (2009), see Dillard & Brown, 2015). Here, since our
focus is on discourse analytical frameworks, we compare CDA only to the third ‘version’ of dialogics, namely that
inspired by a Bakhtinian understanding of language.
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regarding its attempts to reap excessive profits from the provision of a necessity service. However, both of
these approaches focus largely on macro-level discourses and as such do not offer concrete advice for
undertaking the textual analysis (Jørgensen and Phillips, 2002). Since the study at hand focuses on micro-
level linguistic practices, we consider the systematic categorization provided by the strategies of
legitimation framework very helpful for our analysis. Yet, precisely because of this focus on linguistic
means, the framework needs to be supplemented with more critically loaded concepts such as
(counter)hegemony, dominance and power, which we will employ especially in the concluding discussion to
highlight the antagonistic nature of the conflict as well as the uneven power distribution between the
dominant water company and the critical constituencies.

3. Context, data and method

3.1 Profit making in public-private water services

A major legitimacy-related concern regarding public-private service provision is the balance between the
public (non-financial) and private (financial) benefits that such partnerships produce (Hodge, 2006;
Brinkerhoff and Brinkerhoff, 2011). The maximization of financial profit is not usually seen as an objective
of public sector organizations (Bouckaert and Halligan, 2008); their performance is considered to deal more
with value patterns, such as legality and legitimacy. However, in the context of liberalization, it has been
considered necessary to impose certain public service obligations on enterprises operating in infrastructure
sectors to ensure a basic level of service delivery and to protect the interests of public service consumers
(Finger and Finon, 2011). Thus, efficiency and effectiveness as well as cost recovery and profit
considerations remain important in public services, such as water services, in order to ensure their
sustainable delivery. Moreover, municipalities as the owners of companies can exhibit interest in
profitability in terms of return on capital invested (Grossi and Reichard, 2008).

The nature of water services as a good is ambiguous and debated (Rogers, de Silva & Bhatia, 2002).
Traditionally, water services are conceived of as a public good; however, according to neoclassical
economic theory (Samuelson, 1954) water services should be viewed as a private good because water is
excludable (individuals who have not paid for it can be prevented from using it) and rivalrous (consumption
by one individual decreases the total amount available to others). Water services can also be viewed as a
merit good (Musgrave, 1959) and an economic good. The provision of water services is argued to be a merit
good because of the public interest (externalities) at stake (Schouten & Schwartz, 2006). In a United
Nations (UN) setting, Principle 4 of the Dublin Statement declares that water ‘should be recognized as an
economic good’ (ICWE, 1992). More recently, the UN Committee on Economic, Cultural and Social Rights
(2002) issued a non-binding declaration stating that water is a public good and a human right, and finally, in
2010, the UN General Assembly recognized water services as a basic human right (UN, 2010). A citizens’
initiative to implement this recognition in the form of European legislation was approved after a debate in
2014 by the European Union (EU) Commission (Lieberherr & Fuenfschilling, 2016, p. 1547). These latter
developments have brought international political weight behind the idea that national governments
around the world must ensure access to safe, clean and affordable drinking water and sanitation services.

Thus, water services can be perceived simultaneously as a private and economic good, a public good, a
merit good and a human right. An apparent consequence of the hybrid nature of water services is the
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tension between public-merit and private-economic considerations. While being a merit good and human
right implies a central role for the public sector in water services provision (Schouten & Schwartz, 2006),
the properties that make water services a private--economic good present the need for business-like
management and financing approaches inherent to the private sector. Striking a balance between these
perceptions of water services might be a challenging task but also a very important one, as this perception
is likely to influence the social acceptance of public-private companies in water services provision.

From the water users’ perspective, the central economic concern related to water services provision is that
its natural monopoly characteristics (Parker, 1999) and the resulting imperfect competition may lead to
reduced output, relatively higher prices, and wealth transfers from water users to providers (Letza &
Smallman, 2001). Therefore, economic regulation of water services provision is usually considered
necessary to protect the public interest (ibid). Shirley and Menard (2002) note that optimal economic
regulation provides water companies with the incentive to invest and improve efficiency while funnelling
the largest possible share of the resulting savings to water users. Nevertheless, Kinnunen (2005)
emphasizes that different price regulation methods embody different degrees of incentive for efficiency
improvements and play a crucial role in influencing profitability. In this context, Foster (2005) also
addresses the importance of complementing the price stipulations with quality-of-service regulation,
especially in cases where the private sector participates in water services production, because privately
owned water companies may have an incentive to compromise on the quality of the service as a cost-
cutting measure.

Therefore, being influenced by monopoly conditions and related economic regulations, the profits of water
companies can vary significantly across different ownership structures and countries of operation (see
Dore, Kushner & Zumer, 2004; Hassanein & Khalifa, 2007; Letza & Smallman, 2001; Shaoul, 1997), which
makes arriving at a consensus of what constitutes a legitimate profit rather challenging in this context (see
Vinnari & Näsi, 2008).

Private companies’ involvement in water service delivery and the subsequent price increases have
instigated opposition in various parts of the globe, some of the most famous cases being the popular
protests in Cochabamba, Bolivia; Buenos Aires, Argentina; and Jakarta, Indonesia4 (e.g. Castro, 2007;
Bakker, 2005; Loftus & McDonald, 2001). As a result of disappointing experiences with water services
privatization/PPPs and active campaigning by social movements, numerous public authorities have decided
to re-municipalize water supply and sewerage services, in other words return them to public ownership and
control (Lobina, Kishimoto & Petitjean, 2014). We concur with the views of these social movements and
public authorities as we consider access to water services to be without a doubt a human right, and we are
not in favour of extensive private sector participation in the delivery of these services5.

3.2 Case context and data

4 In Ireland, government plans to corporatize water services and introduce domestic water billing were also contested
by the public, resulting in legislation that, among other things, effectively prevents privatization (see Jollands and
Quinn, 2017).
5 We are not opposed to small-scale outsourcing of non-core operations such as facility maintenance.
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Our empirical study follows longitudinally the communications regarding profits in and around Tallinn
Water (TW) Ltd. between 2008 and 2012. This company provides a unique research perspective for several
reasons. First, TW has a mixed public-private ownership structure: the main shareholders are UK-based
United Utilities (35.3 per cent) and the City of Tallinn (34.7 per cent), and 30 per cent of the shareholding is
freely tradable. The shareholders’ agreement provides that the largest private owner – United Utilities –
shall have operational control over TW, thus placing it in a dominant position in relation to the City’s
democratically elected representatives. By contrast, water services in 90 per cent of Estonian cities, or
regional centres, are provided by fully publicly (municipally) owned and controlled water companies.
Operating under lax national economic regulation that did not dictate ‘justified’ profitability calculations in
the determination of water tariffs, TW was able to take advantage of its monopoly position and gradually
increase the fees for water services, becoming one of the most profitable (see Appendix A) water
companies in the EU (Dore et al., 2004; Hassanein & Khalifa, 2007). Until 2010, the economic regulation of
Estonian water and sewerage services was primarily left to local governments to arrange6 under
stipulations within the national laws. The Public Water Supply and Sewerage Act 1999, the main regulatory
instrument of water services provision in Estonia, was only a framework law, and as such it did not put
forth any methodological approach to the calculation of costs when establishing water prices.

Notwithstanding these financial returns, water services for TW’s customers remained very affordable
during this period, with the average water bill comprising approximately only 1.2–1.3 per cent of household
disposable income. The non-financial performance of TW also improved in terms of wastewater treatment,
water quality (meeting EU quality criteria) and access to service (see Appendix B). During the 2001 partial
privatization7, the City Government and the water company signed a 15-year service contract, which set
out 97 detailed levels of service and the formula for determining water tariffs. According to the formula,
the tariff for each year is based on the tariff of the previous year, adjusted in line with changes in the
consumer price index (CPI) and a (K) coefficient agreed for each year. This price formula is similar to the
one introduced by the economic regulator of the British water sector (The Office of Water Services;
OFWAT) during the privatization of water and sewage utilities in England and Wales; however, the K
coefficient in TW has never been negative to reflect productivity improvements, as would be the idea of
such price-cap regulation (Kinnunen, 2005). Importantly, the service contract does not prescribe the
amounts that TW should invest to comply with the 97 levels of service.

Though the increasing water tariffs and profits of TW caused dissatisfaction and criticism among some
journalists and political parties of Tallinn also before 2009, they never led to thorough discussions on what
a justified level of profitability should be nor did they cause any systematic attempts to tighten economic
regulation over the water company. Therefore, even in the middle of a dramatic economic downturn in
Estonia, resulting from the global financial crisis, TW announced that in accordance with the services
agreement it would increase water tariffs by 12.8 per cent on 1 January 2009. This raise, together with

6 Local governments are entitled to appoint a water company and the latter must ensure the functioning and
maintenance of the public water supply and sewerage system in its licensed territory.
7 The 50.4 per cent privatization through an international tender was justified by the City Government primarily with
the need for large capital investments in order to meet the quality standards required by national and European
regulations. According to the City Council, the winner of the tender was chosen based on two criteria: the price
offered for the shares and the stability of the tariff proposed for the next five years (Vinnari & Hukka, 2007). This
privatization was sponsored and closely guided by the European Bank for Reconstruction and Development (EBRD)
that had been financing TW’s investment projects since 1994.
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TW’s stock announcement touting record-high profit figures for 2008, prompted different constituencies to
loudly question the legitimacy of the company’s profits. Consequently, in 2010 the parliament of Estonia
adopted the Establishment of Price Restrictions on Monopolies Act (the Anti-Monopoly Law). The law
aimed at forming the Estonian Competition Authority, a central independent regulator of water companies’
prices and profits, and obliged Estonian water companies to present their price proposals for the approval
of the Competition Authority from November 2010 onwards. Importantly, TW never reached an agreement
on tariffs with the new economic regulator, which considered the water company’s profit excessive. Our
analysis focuses on the most intensive period of the public debate and ends in 2012, when emotions ran
high and the parties stopped providing new arguments for profit (de)legitimation; the tariff dispute
continued in court. In December 2017, the Supreme Court of Estonia made a final decision on TW’s appeal
stating that the Competition Authority is not bound by the agreements executed upon privatization and
TW’s tariffs will be regulated by the methodology developed by the Competition Authority. The water
tariffs are still frozen at the 2010 level and TW remains involved in international arbitration proceedings in
connection with the services contract.

Our empirical material consists of over 600 text documents, including national and international newspaper
articles, online news, press releases, stock announcements, official letters, various performance reports,
investor presentations, contracts, legislation, policy papers, and regulator’s decisions. The method we
employed in the analysis of this material is presented in the next section.

3.3 Analytical method

The CDA approach applied in this study is abductive in nature (Wodak, 2004); in our research we constantly
moved ‘back and forth between empirical findings and theoretical elements perceived to be of relevance
and interest’ (Lukka, 2014, p. 563). In other words, we developed our theoretical ideas regarding
(de)legitimation alongside our empirical exploration of the case. To organize and analyse the case data,
coding was conducted with the help of NVivo software when reading the collected documents and
designating the meanings of sentences, both in relation to the theory and the other empirical materials.
Hence, some of the codes were pre-defined (e.g. legitimation strategies) and some emerged during the
data analysis (e.g. themes of struggle).

As is usual in CDA studies (Wodak, 2004; Vaara et al., 2006), it would be rather complicated for us to report
all the rereading and reinterpretation stages of our analysis. However, retrospectively we can summarize
that the analysis proceeded through four main stages, as follows: First, based on our empirical material, we
created a timeline of the major events and mapped the counter-hegemonic who voiced their concerns
regarding TW’s profits. We identified the CEO of TW, investigative journalists and the Director General of
the Competition Authority as the key actors and then examined the ways in which they made sense of the
profitability of the privatized water services8. This sense-making analysis revealed the differences in the
actors’ profitability framings. Subsequently, we turned our focus to key themes in the different actors’
communications by studying the collected texts in detail and coding them accordingly. As a result, we found

8 Though a number of politicians from different political parties criticized each other and expressed their opinions on
the tariffs and regulation of TW in the media (see also Appendix C), we deemed these expressions to be more about
competing over votes than about the de-legitimation of TW’s profit; therefore, politicians as a group of stakeholders
remain relatively silent in our analysis.
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and then directed our attention towards several recurring and significant themes of struggle (‘monopolist
profit-making’, ‘dividend payout’, ‘tariff change/formula’, 'privatization agreements and business plan’)
that prevailed in the communication between the actors. Figure 1 shows the distribution of textual data
segments (n=830), that is discursive units, containing arguments for or against TW’s profits across the
identified themes of struggle.

Fig. 1. Distribution of discursive units across the themes of struggle, 2008-2012

At this stage, we also filtered out the texts deemed irrelevant for further analysis (e.g. stock
announcements with numeric performance information only).

Finally, following previous studies on legitimation struggles and strategies in organizational research (Vaara
et al., 2006; Erkama & Vaara, 2010; Vaara, 2014), we organized and coded the remaining texts according to
the given discursive strategies of legitimation (i.e. normalization, authorization, rationalization, moral
evaluation, narrativization/mythopoesis) used by the key actors. Figure 2 depicts the use of different
discursive strategies between 2008 and 2012 alongside the major events of each year.
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Fig. 2. Frequency of the use of discursive strategies and major events, 2008-2012

Figures 1 and 2 both indicate that the conflict concerning TW’s profits became relatively antagonistic in
2009 and remained so until 2011, while the focal theme(s) and the frequency of mobilized legitimation
strategies varied across the years. Since our interest was in fleshing out the major dynamics of
legitimation-de-legitimation through decisive episodes in the conflict, we lastly analysed how the specific
discursive strategies were mobilized in struggles associated with the identified themes. For this purpose,
the texts also had to be organized chronologically across the key actors.

As regards intertextuality, the media coverage of different disputes and conflicts, such as claims of
unjustified monopolist profit-making, usually included several references across various texts. Thus, the
relevance of different comments and statements could often only be understood with reference to others
considering the characteristics of the key actors and arenas. Therefore, the broader context, including the
background and position of particular actors and media channels, was kept in mind when reading and
analysing the relevance of the texts to our study.

4. (De)legitimating the profit of Tallinn Water

Table 1 illustrates the themes of the discursive struggles we identified from our empirical material and
provides examples of the legitimation/de-legitimation strategies and dynamics that characterized the
conflict concerning the profits of TW. That is, the table chronologically shows which discursive strategies
(column 2), by whom and how (column 3) were used in debates around the themes of struggle (column 1)
for profit (de)legitimation purposes, with selected illustrative quotes9. Table 1 focuses on some most
decisive episodes of the conflict between 2009 and 2011, while Appendix C depicts the strategies used by
each group over time. Based on this, we will next analyse the characteristics of these discursive struggles,
(de)legitimation strategies, and dynamics.

9 To keep Table 1 to a relatively manageable size, it was necessary to exclude from it some pieces of empirical material
discussed in the text. These were mainly the comments of less prominent groups who only voiced their thoughts once
or twice.
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Table 1 (De)legitimation strategies and dynamics in discursive struggles around the profitability of TW

Theme
of

struggle

Strategy
Main arguments used for legitimation/de-legitimation in the stakeholders’ communications DateLegit. Delegit.

M
on

op
ol

ist
pr

of
it-

m
ak

in
g

Moral.

Narrat.

Normal.

De-legitimation by referring to the immoral behaviour of historical business magnates:
‘The capital’s water business is reminiscent of nineteenth-century America, where John D. Rockefeller and other business sharks easily made big gains. Later, they
were called predatory barons.’ (Journalist Tänavsuu)

2 Apr
2009

De-legitimation by referring to abnormal profit margins:
‘TW’s operating profit margin was 56 % last year! This is three times higher than that of similar water companies in Western Europe.’ (Journalist Tänavsuu)

Normal Legitimation by referring to exceeded obligations:
‘This [56 % profit margin] is absolutely normal. ...when TW was privatized, the foundations of tariff setting and obligations were determined. We had to meet
certain quality standards, while all the risks and obligations had to be borne by investors. We have now met all the obligations and even exceeded them.’ (CEO)

Ration. Legitimation by referring to improved service quality and efficiency:
‘The company's willingness to provide more to Tallinners than stipulated in the Services Agreement or in legislation is witnessed in the quality facts, such as that
the water quality in Tallinn met 98 % of all standards, while the EU standard is 95 % and in 2002 the water quality level in Tallinn was 63 % . The leakages level …
has been reduced to below 18 %..., whereas the Services Agreement target required … 26 % against an initial position of 35 %.’ (CEO)

Normal.

Author.

De-legitimation by referring to abnormal profitability:
‘Even the most optimistic analysts were surprised about the third-quarter results /…/ the company's net profit margin is an astonishing 54.3 %. /…/ According to
analysts, this could make TW the most profitable utility in the world. For instance, ten water companies listed on the US stock exchange had a net profit margin
of between 6.7 and 20.1 % last year.’ (Business paper Äripäev/Baltic Business News)

23 Oct
2009

Moral.

Narrat.

De-legitimation by referring to managerial work and monopoly status:
‘It seems to us that only 10 % of [TW’s] extremely strong fundamentals depends on good work done by the company, while 90 % depends on the monopoly status
and price agreements with the City government.’ (Business paper Äripäev editorial) 27 Oct

2009De-legitimation based on dramatic vocabulary and metaphors regarding monopoly status:
‘Competition Authority, please come help! Äripäev was depressed when reading the financial results of the monopoly TW – almost 60 % profitability is a nice
achievement in entrepreneurship, but it seems to us and we feel indignant that the citizens of the capital [Tallinn] are being robbed.’ (Business paper Äripäev
editorial)

Normal.
Moral.

De-legitimation based on reference to the free market as the opposite of monopoly status:
‘It’s very difficult to justify that such a profit is reasonable, because in a free market there would never be such a profit.’ (Estonian Chancellor of Justice)

25 Mar
2010

Di
vi

de
nd

pa
yo

ut

Ration. Legitimation by reference to water consumers’ interests:
‘One-third of the profit goes directly back to...the City of Tallinn. From the second third, all water consumers can benefit when buying the shares of TW.’ (PR
manager)

20 Jan
2009

Ration. Legitimation by reference to shareholders’ interests:
‘We recognize our responsibilities [dividend payout of 14.7 million euros total] to all the owners, individual shareholders, pension funds, institutional investors
and the City of Tallinn, and their need to receive a return on their investment that is fair...’ (CEO)

27 Mar
2009
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Table 1 (Continued)

Theme
of

struggle

Strategy
Main arguments used for legitimation/de-legitimation in stakeholders’ communications DateLegit. Delegit.

Di
vi

de
nd

pa
yo

ut

Narrat.

Ration.

De-legitimation based on dramatic vocabulary and metaphors:
‘The citizens of the capital must feed a predatory capitalist profit machine that … takes a large part of it [profit] abroad.’ (Journalist Vedler) 16 Apr

2009De-legitimation by reference to a uniquely abnormal dividend payout:
‘Sweet dividends are usually paid by “ready” companies that do not need money for further development. /.../ Over the last eight years the company has spent
on average as much as 80 % of its pre-tax profit on dividends and related income tax.’ (Journalist Vedler)

Moral. De-legitimation by reference to immoral behaviour:
‘[TW] is milking the citizens of Tallinn like ravenous colonists once did with aborigines on banana islands.’ (Journalist Vedler)

7 May
2009

Ration. Legitimation based on the need to attract financial investors:
‘Why invest in TW? A unique combination of stability and growth... A company committed to real growth in dividends year on year.’ (CEO)

July
2009

Ta
rif

fc
ha

ng
e/

fo
rm

ul
a

Ration.

Moral.

Legitimation by reference to environmental protection and service quality:
‘To date, the company has achieved world standards regarding the quality of water, environmental impact, and customer services. Increasing costs ... set a great
challenge for us to maintain these service levels, which we are committed to further improving on behalf of the citizens and the wider environment.’ (CEO)

1 Oct
2008

Narrat. Legitimation by reference to the tariff formula:
‘A price increase depends on the consumer price index. This is not a percentage that TW simply dreamt up.’ (PR manager)

20 Jan
2009

Moral.
Author.

De-legitimation by questioning the moral authority of the tariff formula:
‘Such a long-term contract where the water price would be increased on a yearly basis could be made perhaps only in Africa.’ (DG of the Competition Authority)

1 Dec
2009

Ration.
Normal.

De-legitimation by reference to tariff-investment relationships:
‘It is not a normal business, where money is collected for 10 years in order to invest it during the eleventh year. That cannot be an argument. /…/ I don't think we
should be witch-hunting, but I hope that in the end we could bring the water tariff down by 25 %.’ (DG of the Competition Authority)

Author. Legitimation by reference to approvals by the City government:
‘The company's opinion is that the tariffs have always been approved by the Tallinn City government in line with applicable legal acts, and to the best of the
company's knowledge there has been no decision by any relevant authority that would indicate otherwise.’ (CEO)

Re
gu

la
to

ry
m

et
ho

ds
an

d
co

m
pe

te
nc

e

Normal.

Moral.

Legitimation by reference to unused competence in the development of new economic regulations:
‘Without any hesitation, we consider ourselves a competence centre embodying the experience of United Utilities. Moreover, we consider it strange that
regarding this know-how, nobody has turned to TW… /…/ We are ready for cooperation with all parties… in order to create a professional and balanced legal
economic regulation for the whole Estonian water sector…’ (CEO)

15 May
2009

Normal. De-legitimation based on (the Competition Authority’s) economic analyses of the Estonian water companies:
‘[TW’s] return on capital employed was 16.9 % in 2007 and 18.1 % in 2008, while it should not exceed 8.3 % for a water monopoly like TW.’ (DG of the
Competition Authority)

30 Nov
2009

Normal. Legitimation by reference to (the Competition Authority’s) incompetently conducted economic analysis:
‘The analysis does not give full consideration to the company's past financial and service quality performance, future investment requirements, nor its potential
impact on the shareholders and banks that have been significant investors in TW since we listed….’ (CEO)

1 Dec
2009
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Table 1 (Continued)

Theme
of

struggle

Strategy
Main arguments used for legitimation/de-legitimation in stakeholders’ communications DateLegit. Delegit.
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d
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m
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e

Author. Legitimation by reference to incompetently conducted profitability analysis:
‘The Competition Authority calculated that in 2008, the weighted average cost of capital (WACC) for TW was 8.31 %, when the average inflation rate that year
was 10.4 %. This would lead to a negative return of -1.9 %. This calculation is wrong and clearly not in accordance with the Competition Authority’s own
objectives…/…/ …the Company's real return on invested capital since the privatization in 2001 has averaged less than 8 %.’ (CEO)

9 Jun
2010

Author. Legitimation by reference to international regulatory practices:
‘We believe we are in accordance with international best practices for comparable enterprises around the world. Basing our calculations on the methodology
applied by the British water regulator Ofwat, often cited by the Competition Authority and the Legal Chancellor, the company's return on invested capital since
the privatization in 2001 has averaged 9 %.’ (CEO)

10 Jun
2010

Author.
Normal.
Ration.
Moral.

Legitimation by reference to international regulatory practices, private ownership, and sustainability:
‘[TW’s] multi-year [tariff] application accords with international norms for privatized water utility regulation and recognizes that the water industry has long
planning horizons. /…/ We would expect the authorities to consider the real cost of capital and the actual value of invested capital when determining justified
profitability.’ (CEO)

10 Nov
2010
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d
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Moral. De-legitimation by reference to the rule of law:
‘A contract cannot prevail over law.’ (Head of Department of the Competition Authority)

7 Aug
2010

Moral. Legitimation by reference to profit rights regarding the privatization:
‘…TW and its owners have met all the significant improvements in water services required under the privatization agreements, and to date have not yet made a
return on the 85 million euro investment made in Estonia in 2001. All of this makes a unilateral breach of the contract half-way through the contract period
totally unacceptable… /…/ Since 2001 the real rate of return on invested capital has been 6.5 % and nobody can claim that this is unjustified profitability.’ (CEO)

5/6
May
2011

Narrat. Legitimation by reference to damages stemming from a breach of the privatization contract:
‘As a result of the unilateral breach of the fully legal privatization contract by the Estonian authorities, the company has been deprived of earning over 600
thousand euros in 2011 that were contractually agreed in the business plan upon privatization.’ (CEO)

29 Jul
2011

Ration.
Author.

Legitimation by reference to benefits for water users resulting from the privatization:
‘Had the Competition Authority done so [made an analysis of the performance improvements and increased efficiency since TW’s privatization], it would have
understood that in all probability tariffs would have been higher and service standards much lower had the privatization never happened and had it been the
regulator since 2001. The Competition Authority's instruction to reduce tariffs by 29 % is based solely on its opinion that the privatization has not been beneficial
for the citizens of Tallinn, while it has provided no evidence to support this opinion.’ (CEO)

12 Oct
2011

Moral. Legitimatization by reference to prevalence of the rule of law:
‘If now, ten years after the privatization, it is found that mistakes were made during the privatization, then it would be unfair to correct those by making those
investors who believed in TW at that time suffer…’ (Attorney, privatization advisor)

18 Oct
2011

Note. Moral. = moralization, Narrat. = narrativization, Normal. = normalization, Ration. = rationalization, Author. = authorization
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4.1. Monopolist profit-making

In general terms, different views on how much profit a company can earn often serve as the core of
discursive struggles (Prakash, 2000). Accordingly, monopolist profit-making was the first theme that
emerged in our analysis. The process of TW’s sudden erosion of legitimacy in 2009, which begun from the
company’s decision to raise tariffs, was boosted by a well-known investigative journalist Toivo Tänavsuu.
His article in a leading Estonian weekly paper followed soon after the announcement of TW’s 2008 audited
annual accounts - 11 per cent increase in turnover and 6.5 per cent increase in net profit - to the stock
exchange at the end of March 2009. In his article, the journalist employed a combination of de-
normalization, moralization and narrativization to de-legitimate the water company’s profit. He attempted
to de-normalize the company’s 56 per cent operating profit margin by emphasizing that it was three time
higher than that of similar water companies in Western Europe. In turn, by comparing the Estonian capital’s
‘water business’ to the activities of nineteenth-century ‘business sharks’, such as John D. Rockefeller, the
journalist engaged in outright moralization since such an expression leaves an unavoidable impression that
there exists a serious moral problem in the behaviour of TW. In addition, the journalist offered a cautionary
tale characteristic of narrativization as he pointed out that it was only in retrospect that such business
magnates were labelled ‘predatory barons’; thus implying that someone needs to act immediately in order
to prevent the same thing from happening in present-day Tallinn.

By contrast, the CEO’s reply (‘this is absolutely normal’) to the criticism in a complementary interview
illustrates a typical normalization strategy. Unlike the journalist, he did not compare the profit margin with
that of similar companies elsewhere in the world but considered the profit legitimate in the context of
service obligations and business risks. Moreover, in a special stock announcement, TW highlighted its
supernormal service quality (‘willingness to provide more to Tallinners than stipulated…’) and efficiency
improvements (‘leakage level in Tallinn has been reduced to below 18 per cent’). By highlighting these
achievements, the CEO engaged in instrumental rationalization as he indicated that the company’s prices
and profits were a necessity for fulfilling a moral obligation, in this case meeting and even exceeding the
requirements of quality-of-service regulation (Foster, 2005). Interestingly though, the company
announcement contained no references to the actual profit figures heavily criticized in the journalist’s
article.

The article by Tänavsuu also instigated a flow of direct responses from political and other actors. The
deputy mayor responsible for water services provision in Tallinn reacted to the article with a press release
in which he strongly criticised the 2001 privatisation and admitted that the City Government could not
unilaterally change existing contracts that have enabled the water company to dictate tariff changes. The
Minister of Economic Affairs employed an indirect authorization strategy by declaring a day later that the
situation would change once the Competition Authority had the legal mandate to approve water prices in
Estonian municipalities. In the same article, the Director General of the Competition Authority utilized
(de)normalization by stating that TW’s return on capital should settle between 7–10 per cent, which he
suggested was the normal level in “other countries”. At that time, the Competition Authority was already
working on an independent economic analysis, initiated soon after the announcement of TW’s 2009 tariff
increase, in order to analyse the compliance of TW’s tariff setting with Estonian laws.

Soon after the critical article by Tänavsuu, his colleague Sulev Vedler, an award-winning investigative
journalist, published another long, forceful piece on TW. Like his colleague, Vedler employed the de-
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normalization strategy by stating that TW’s profitability in 2008 (a 41.1 per cent net profit margin) was four
times higher than the reasonable level. He also engaged in outright moralization by calling the company a
‘predatory capitalist profit machine’ that borrowed from banks and unfairly charged water users with the
result that the water prices in Tallinn were not affordable any more.

The media and other critical commentators became frustrated when TW surprised its investors by
reporting a record high 54.3 per cent net profit margin for the third quarter of 2009. This result led some
stock analysts and business journalists to call TW the most profitable water company in the world.
Commenting on TW’s announcement, Äripäev, the leading Estonian business paper, utilized de-
normalization by contrasting TW with water companies listed on the US stock exchange and pointing out
that TW’s profit was several times higher. The text of the newspaper’s dramatic editorial ‘Competition
Authority, please come help!’ also contained outright moralization as it stated that the citizens of Tallinn
were being ‘robbed’ by the water company. Furthermore, Äripäev introduced a specific numeric estimate
for assessing justified profitability, that is, the percentage of financial results depending on good
management instead of monopoly position. By reporting that this figure was only 10 per cent in TW, the
newspaper engaged in moral abstraction as it insinuated that the company’s activities violated the societal
norm that considers the misuse of monopoly position to be wrong.

In all, this discursive struggle shows how counter-hegemonic groups used emotional, morality-based
arguments (Erkama & Vaara, 2010) to point out that a public-private company’s extremely high level of
profitability was morally inappropriate and abnormal. Characteristic of such de-legitimation is that it is
based on contrasting the company’s profit with the ‘normal’ profit of a competitive firm or a public service
provider and framing it as immoral and unjust due to emanating from the abuse of a dominant market
position. TW’s attempts to legitimate its profits and thus maintain the status quo took place through a
combination of normalization and rationalization, which framed the profit as a regular business issue and a
means to reach a societally desired end, namely improved service quality. The company did not wish to be
seen as a monopoly but portrayed itself as a regular business organization that had in fact acted generously
when it had exceeded the service levels stipulated in the privatization contract.

4.2. Dividend payout

A theme closely related to ‘monopolist profit-making’ was the dispute over dividend payouts; in other
words, how the profits earned by TW should be used. When reporting on the audited financial results for
2008, the CEO of TW noted that the company would pay 14.7 million euros in dividends in recognition of
the shareholders’ need to receive a fair return on their investment. Here, as is characteristic of the
theoretical rationalization strategy, shareholders’ rights are represented as “the way things are” (van
Leeuwen & Wodak, 1999, p. 107). This is further strengthened by TW’s curious reference to water
consumers as potential dividend receivers; it is implied that if the citizens of Tallinn were to purchase TW’s
shares, they too would demand dividends because “that’s the way people are” (ibid).

In his critical response to the rationalization arguments provided by TW, journalist Vedler combined
elements of narrativization, moralization, and rationalization to de-legitimate TW’s dividends. His concern
was that the largest part of the profit had been paid as ‘fat’ dividends to the private British water giant. In a
follow-up article, Vedler used a number of colourful expressions to portray TW as an immoral actor (see
Table 1). Moreover, Vedler linked his texts to his colleague’s prior article by applying the same dramatically
toned vocabulary of narrativization (e.g. the term ‘predatory’). He also engaged in moral abstraction by
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referring to profits taken ‘abroad’ and using the metaphor of ‘ravenous colonists’ to describe TW. These
expressions evoke the value of nationalism/patriotism, leaving the reader with an impression that foreign-
based TW and United Utilities were swindling the citizens of Tallinn in a setting that could be viewed as
modern-day colonialism. Vedler’s texts also contained features of de-normalization and de-rationalization,
as they depicted TW’s profits as something uniquely abnormal in Estonia and disproportionate to the
promised non-financial benefits. In the wake of Vedler’s critique in a leading Estonian weekly paper, the
legitimacy of TW’s profits was also questioned by some influential politicians and public-sector managers
using the authorization strategy by referring to other countries. For instance, Urmas Reinsalu, a well-known
MP from the ruling national conservative IRL party, posted in his personal blog that according to European
practice a reasonable profit in the water sector is ten per cent. Moreover, he demanded that ‘the bridle
must be put on’ fast, the equestrian term evoking an image of TW as a wild horse that needed to be tamed
before any further damage was inflicted.

However, a few months later in a roadshow presentation, the management board of TW continued
advertising the company to financial investors as a steady revenue source with sustainable dividend
growth. In other words, TW continuously relied on the initial rationalization argument about meeting its
shareholders’ expectations.

To summarize, TW’s legitimation efforts in the dividend struggle rested on the neoliberal discourse of
managerial accountability, which highlights the unique power position and rights of shareholders in the
public-private company and privileges their financial interests. Nevertheless, the discursive struggle also
illustrates how the profitability of a public-private water company can be dramatically challenged and
senses of illegitimacy created through narrativization, de-normalization and moralization when most of the
profits earned from providing local residents with basic services are distributed to ‘foreign’ private
investors. By pointing out how this situation represents an inadequate reconciliation of the social and
economic value generated by the public-private partnership (Hodge, 2006; Hodge and Greve, 2010), the
counter-hegemonic groups effectively overshadowed the company’s rationalising arguments regarding
shareholders’ justified profit expectations (Shirley and Menard, 2002; Grossi and Reichard, 2008).

4.3. Tariff changes/formula

The third theme of the discursive struggles over TW’s profitability concerned when, and by how much,
water tariffs should be changed. A major struggle broke out between the CEO of TW and the Director
General of the Competition Authority, since the new Anti-Monopoly Law of 2010 had authorized the
Competition Authority to approve water prices in Estonian municipalities. Moreover, the Competition
Authority had prepared an independent economic analysis of TW’s justified profitability and tariff setting
already before the adoption of the new law.

The core argument TW utilized to justify the inevitability of tariff increases was its commitment to
environmental protection and service quality as a public value (Brinkerhoff and Brinkerhoff, 2011). This
represents a typical case of discursive rationalization where practices are explained with reference to moral
objectives at a societal level. Furthermore, when the Competition Authority stated that the company’s
tariff setting was not in line with the respective laws of that time, the CEO aligned his legitimating
argument with the authorization strategy by implicating the City of Tallinn, which had approved all the tariff
changes, indicating that the Competition Authority should not blame TW. Moreover, he utilized a strategy
that can be called ‘reverse’ de-normalization, by pointing out that TW differed from the other, fully publicly
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owned, water monopolies in Estonia and the latter could not therefore serve as its benchmarks. In the
same vein, the PR manager of TW employed autopoietic narrativization (Erkama and Vaara, 2010) by
referring to the consumer price index component of the tariff formula (‘This is not a percentage that TW
simply dreamt up’) to explain the tariff increases. In this context, the Director General of the Competition
Authority called for TW to revise its business model, thus contributing to the de-legitimation of TW’s profit
in two ways. First, the statement that such contracts where prices are constantly raised are only made ‘in
Africa’ is an instance of de-authorization meant to question the moral authority of TW’s tariff formula. It
could also be interpreted as a moralizing reference to the way in which multinational water companies
have raised water prices in developing nations after privatization. Second, by employing a combination of
rationalization and de-normalization, the Director General made an effort to undermine TW’s argument
about the need to generate solid profits in the present in order to have funds for investments in the future,
stating that such was ‘not a normal business’.

To conclude, by framing tariff increases as necessary actions that “everybody” would take to achieve the
morally desirable ends of environmental protection and service quality, TW attempted to portray their
profitability as inevitable. Characteristic of such instrumental rationalization is that though strongly
mobilizing environmental and social arguments, it essentially relies on the neoliberal discourse of
modernization that focuses on progress and economic rationales. However, this kind of inevitability claim
was not difficult for the Competition Authority to challenge with de-authorization, de-normalization and
rationalization because its counter-arguments essentially relied on a societal discourse that pursued a
balance between the public and private benefits (Letza and Smallman, 2001; Brinkerhoff and Brinkerhoff,
2011).

4.4. Regulatory methods and competence

As a fourth theme of struggle over TW’s profitability, that prevailed in the public debates during 2010, it is
possible to distinguish the issue of competencies available for conducting economic analyses and drafting
new methodological guidelines for water companies in Estonia. Already in May 2009, when the CEO of TW
responded to journalist Vedler’s critique by employing the authorization strategy, he claimed that the
company constituted the best centre of competence in the field of economic regulation in Estonia and
wondered why nobody was willing to use TW’s or United Utilities’ knowledge about how justified
profitability in water services should be calculated. The Competition Authority sent a copy of its economic
analysis to the Estonian Chancellor of Justice, an independent supervisor of constitutional principles who,
based on their legal analysis in March 2010, found that water tariffs in Tallinn breached the country’s
constitution and TW had earned an ‘unreasonable’ profit. A couple of days later, TW sent out a stock
announcement reporting a record high (audited) annual profit for 2009, which was about 15 per cent more
than in 2008. In June 2010, the Chancellor of Justice, dissatisfied with the passivity of the City of Tallinn in
implementing his proposal to bring the tariff regulation into accordance with laws, decided to challenge the
matter in the Estonian Supreme Court. TW reacted to this news with a stock announcement where,
employing de-authorization, the CEO tried to show that the Competition Authority’s calculation of TW’s
justified profitability was incorrect (e.g. ‘This would lead to a negative return of -1.9 per cent’) and could be
considered a simulation only.

The central issue related to the Competition Authority’s calculative methodology concerned the factoring
of the privatization value of TW into the calculation of invested capital. In a critical stock announcement,
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the CEO called for the Competition Authority to expand the definition of the regulated asset base and
consider the privatization value of TW ‘in accordance with best practice regulation for privatized utilities,
such as that favoured by Ofwat in the UK’. The CEO thus clearly used the authorization strategy by
appealing to the institutionalized knowledge-based authority of the British regulator Ofwat. This
legitimation strategy was combined with normalization as TW implied that their profit margins would
appear absolutely normal if Estonia only followed the regulatory principles used in the UK.

Furthermore, when commenting on TW’s first tariff application to the Competition Authority, in which the
company asked for annual tariff increases of almost three per cent for a multi-year period, the CEO of TW
again employed normalization and rationalization strategies. Namely, he referred to the legitimating
authority of international regulatory principles, underlining that TW’s unique public-private ownership
structure must be taken into account when assessing the legitimacy of its profitability. In other words, by
incorporating the word ‘privatized’ into its communication, TW attempted to convince the Competition
Authority that its profit margins are actually something normal for privatized water companies. Moreover,
TW included elements of instrumental rationalization in its legitimation strategy by explaining that the
request for tariff increases was a means to enable the consideration of sustainability-related long-term
‘horizons’.

To summarize, this discursive struggle illustrates how the powerful public-private company assumed a
defensive position against the critical regulatory and judicial authorities that had publicly declared the
company’s profit to be unreasonable. In doing so, TW relied on a double strategy of both de-authorizing the
Competition Authority and authorizing its UK-based owner by appealing the latter’s regulatory competence
and rich experience from the UK’s privatized water industry. This strategy is underpinned by a powerful
ideologically laden discourse (Joutsenvirta and Vaara, 2015) driven by the pursuit of ensured profitability in
an international context. Characteristic of such a legitimation approach is that it promotes the private-
economic view of water services along with the universality of profit expectations in order to challenge the
role of national economic regulators in establishing the rules of game in the water sector.

4.5. Privatization agreements and business plan

Finally, as a last resort to retain its hegemonic position in 2011, TW employed authorization and
moralization by referring to the agreements made during the privatization in 2001. What was different this
time in TW’s communication was the emergence of a judicial tone, for instance when it referred to a
‘unilateral breach of contract’ by the other parties. Now the CEO of TW clearly started to address the 2001
privatization contracts, service quality improvement, and investor expectations as arguments against the
Competition Authority. In summer 2011, when TW had submitted a legal complaint regarding the
Competition Authority's decision not to accept its multi-period tariff application, the CEO presented TW as
a victim, showcasing a financial figure to indicate how much TW had suffered (‘…deprived of earning over
600 thousand euros…’) due to the frozen tariffs. In doing so, the CEO continued to appeal to TW’s moral
right to maintain a level of profitability, presenting United Utilities as a wronged party that had signed a
long-term contract in good faith. Furthermore, TW’s communications became more dramatic in tone as the
company increasingly began to use narrativization in its press materials.

Both the Estonian and international media described this evolving court dispute as a ‘water war’ as it also
initiated a broader exchange of views. A well-known Estonian portfolio manager from an asset
management company attempted to de-authorize the Competition Authority by stating that the latter had
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harmed Estonia’s legal credibility with its ‘adventures’. A partner of a leading law office in Estonia, who had
also advised the British owners of TW during the 2001 privatisation, argued in a leading daily paper Eesti
Päevaleht that it would be unfair to correct any mistakes made during the privatisation by making suffer
those (investors) who believed in TW at that time. In other words, these experts, who had vested interests
in the dispute, defended TW with one and the same argument – the prevalence of the privatization
contract – that can be seen as an instance of the authorization strategy. TW and its supporters tended to
present the size of the profit margins as something irrelevant compared to the real issue at stake: the
trustworthiness of the Republic of Estonia in the eyes of international investors. In other words, in line with
the normalization and moralization strategies, their argument was that the realized profitability level
should be considered justified because ‘normal’ countries honour their promises (i.e. contracts). TW’s
opponents also resorted to moralization and (de)normalization. Ärileht, one of the leading business papers
in Estonia, contributed to this discussion through a very critical article, referring also to the articles
published earlier in Eesti Ekspress, in order to remind readers how the owners of TW had been ‘milking’ the
company through dividends, management fees and the reduction of share capital. The article concluded by
asking, ‘if TW is not seen as a profitable business for United Utilities, then what can be considered
profitable at all?’

To conclude, TW’s appeals to the old privatization contracts and business plans illustrate its relatively low
adaptability to changing societal expectations (Deegan and Unerman, 2011) and its managerial
accountability primarily to the private shareholders (Shaoul et al., 2012; Letza and Smallman, 2001). In
other words, characteristic of this legitimacy struggle is that it largely relied on the discourse of (legal)
continuity and in so doing spoke for the view that only the contractual parties – the privatizer and the
private buyer - may adjust or dissolve contractual relations in PPPs. TW’s supporters’ exhortations to
honour the privatization contract can be understood as a way of implying that it is more important to
convince international investors that Estonia is not a country where government intervenes in business,
than it is to respect the legislation in force. Further, TW’s increasing use of moralization and narrativization
to depict itself and United Utilities as the victims of injustice suggest that the company was becoming
alarmed because the counter-hegemonic groups were not giving up but in fact gaining ground.

5. Discussion and conclusions

Prior accounting research on PPPs has paid scant attention to the hybrid tensions associated with such
undertakings, especially during the post-implementation period. While problems concerning the lack of
transparency and accountability of PPPs have to some extent been identified, struggles between private
and public actors over what constitutes a legitimate profit have rarely been documented. Thus, the main
purpose of this paper was to begin addressing this gap in prior research by examining how senses of
(il)legitimate profits are constructed in the discursive conflicts between a powerful public-private company
and counter-hegemonic civic society groups. In particular, we were interested to learn which topics emerge
as particularly salient in such debates as well as which linguistic means were utilized, and how, to represent
a certain level of profit as (il)legitimate. To this end, we conducted a critical discourse analysis of publicly
available material related to the profits of Tallinn Water, a public-private water company located in Estonia.

Our first aim was to identify key themes in the public debate concerning the profit of a PPP. From our
empirical material, we identified five accounting-related themes, emanating from the nature of PPPs as
hybrids of business firms and public service enterprises: monopolist profit-making; dividend payout; tariff
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change/formula; regulatory methods and competence; as well as privatization agreement and business
plan. We believe that similar themes are at the core of other public debates concerning privatized services,
especially those that are natural monopolies like water, energy and, at least to some extent, the railway
industry. This is because the general lesson from our study is that the profit motive is not considered
morally acceptable in situations where citizens are forced to buy necessity services from a single dominant
provider.

With reference to prior accounting research on PPPs, we can say that the developments in Tallinn bear a
close resemblance to other analyzed cases. As suggested by Shaoul (1997, 2005), Shaoul et al. (2012) and
Smyth and Whitfield (2017), the partial privatization of water services in Tallinn resulted in excessive gains
to the private sector company and the company’s persistent privileging of managerial accountability to
shareholders came at the expense of public/social accountability to the broader society. The private
benefits from the PPP arrangement clearly outweighed the public ones (see Letza and Smallman, 2001;
Toms et al., 2011), violating civic society groups’ sense of justice. Even though the prices for water services
remained relatively affordable and TW exceeded its non-financial performance targets, the company’s
greed for profits prompted journalists, regulators, some politicians, and citizens to challenge the status quo
through active de-legitimation of the profits.

Our second aim was to identify the textual means utilized to (de)legitimate a PPP’s profit. In Tallinn, the
erosion of legitimacy was boosted by journalists who adeptly combined dramatic narrativization with de-
normalization, moralization and de-rationalization in their related investigative articles. A dramatic and
moralizing tone was also dominant in some other key constituencies’ communications, typically along with
the de-normalization and de-rationalization strategies. All these strategies served to highlight significant
moral problems in TW’s behaviour, especially its desire to maintain its abnormally high level of profitability.
Interestingly, TW responded to the strong criticism primarily with rationalization and normalization
strategies devoid of emotion. Dramatic narrativization as a legitimation strategy emerged in TW’s
communication only after two years of systematic de-legitimating attacks. Obviously, by that time public
sentiment had already turned against TW: the consensus was that the annual profit margins of this
apparently greedy water monopoly should be lowered.

The counter-hegemonic groups’ de-legitimation strategies can be considered successful to the extent that
an economic regulator was established for the Estonian water sector, this regulator deemed TW’s profit to
be inappropriately high, the Chancellor of Justice agreed with this assessment, and the Supreme Court’s
verdict confirmed the authority of the regulator over TW. The efforts made by TW to create legitimacy for
its profits turned out to be relatively ineffective as it was not able to prevent litigation. In this sense, the
case of TW supports the suggestions made in prior critical accounting research (e.g. Catchpowle and
Cooper, 1999; Catchpowle and Smyth, 2016) that struggles over language provide disenfranchised groups
with opportunities to contest oppressive structures by challenging dominant actors’ interpretations of
accounting information and concepts (such as profit).

On a more abstract level, our material indicates that the debate around the water company revolved
around three main questions, namely: What is a normal profit for a public-private water company? Who or
what is the ultimate authority or expert in such matters? What constitutes morally appropriate behaviour?
As concerns the first question, the water company attempted to represent itself as a normal firm with the
right to raise prices and make a profit, regardless of its monopoly status. Echoing neoliberal ideas, this
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strategy evokes the idea of what could be called ‘decontextualized’ capital that should be allowed to flow
freely across borders and obey its own universal rules irrespective of the socio-historical context. According
to such a view, the fact that a company is in a monopoly position does not matter; that a company’s only
product is a basic necessity and a human right, is irrelevant. The counter-hegemonic groups did their best
to contextualize TW by discursively situating it among publicly owned water companies and other
companies from competitive markets, showing how in this context the tariff increases and profitability of
TW are abnormally large and poorly justified.

With regard to the question of who is the ultimate authority in water companies’ profit-related issues, TW
as a partially foreign-owned company attempted to undermine the knowledge base and expertise of the
local regulators and authorities, appealing instead to the regulatory competence its British owner and the
British water sector regulator. In doing so, the company effectively put forth the rather preposterous idea
that it should be involved in determining how much it will be allowed to charge from the water users in
Tallinn in order to satisfy the demands of its investors. Such ideas of self-regulation again hark back to the
naïve neoliberal belief that companies can be trusted to act ethically on a voluntary basis, and to the
partially associated agenda to reduce government ‘interference’ in business operations. TW’s critics in turn
trusted the local regulator and were also otherwise suspicious of the condescending, almost colonialist
attitude of the company. The verdict of the Estonian Supreme Court clearly indicated that the company
should respect and abide by the local rules instead of “international best practices”; albeit this had little
effect on the company, which is still involved in international arbitration regarding this issue.

Finally, concerning the third question of morality, throughout the conflict TW tried to assume the role of a
benefactor entitled to such a large profit because of its generosity – it had, after all, largely exceeded the
stipulated performance targets. Towards the end of the struggle, when the company realized that the
public opinion had turned against it, it tried to turn the tables around by portraying itself and the
shareholders as the wronged parties, victims of injustice deprived of profits that were promised to them in
the privatization contracts. This privileging of a business contract over national acts of legislation yet again
evokes neoliberal values whereby business interests trump public interest and wellbeing. TW’s opponents,
in contrast, declared the company an immoral actor trying to abuse its commanding market position to
make excessive gains and transfer part of the profits outside national borders in the form of dividends.

From a discursive perspective, the struggles analysed in this study are micro-level manifestations of the
clash of two macro level discourses (Alvesson and Kärreman, 2011), international-capitalist and societal
(Joutsenvirta and Vaara, 2015), each of which holds a different perception of the nature of water services
(Schouten and Schwartz, 2006). The international-capitalist discourse promotes shareholder value,
managerial accountability, progress and service improvement. It is underpinned by a neoliberal world view
that believes in the commoditization of natural resources and the ability of markets to produce a societally
just outcome with little government intervention. The international-capitalist discourse therefore portrays
water as a private-economic good and considers profit-making on water services to be legitimate as long as
essential non-financial performance standards are met. Ultimately, such discourse aims at de-politicization,
the removal of essentially political decisions from the public sphere by presenting them as non-political
(e.g. Teivainen, 2002). The societal discourse in turn provides a broader view of relevant constituencies,
including marginalized and oppressed ones, emphasizing the importance of equality and the balance
between financial and non-financial performance in the provision of public services. This discourse is based
on a view of water as a merit good, a public good and a human right (UN, 2010), also highlighting that
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water services exhibit the characteristics of a natural monopoly (Parker, 1999). The societal discourse
therefore correctly recognizes that water services provision cannot be left to market forces without public
intervention, and represents profit-making as illegitimate.

To summarize, we believe our study to make three contributions to prior accounting research. First, with
the findings elaborated above, we complement extant knowledge on the effects of PPPs in operation (e.g.
Shaoul, 1997; Acerete et al., 2011; Toms et al., 2011) by focusing on legitimacy struggles related to a key
accounting construct, namely the profit of a public-private organization. Second, we illustrate the
applicability of the discursive strategies of legitimation framework (van Leeuwen, 1996; Vaara et al., 2006)
to accounting researchers interested in exploring legitimation struggles. We consider the framework useful
as it does not consider stakeholders merely as passive audiences that are relatively easy to manipulate by
organizations, as is often assumed in accounting research (e.g. Andon et al., 2014; O’Dwyer et al., 2011)
informed by the work of prominent legitimacy scholars such as Suchman (1995). Rather, different
audiences can take the initiative in implementing de-legitimation strategies or combinations thereof
(Erkama and Vaara, 2010). Our third contribution consists in responding to the calls of Andon (2012) as well
as Hodge and Greve (2018) by offering a theoretically informed PPP analysis situated in a thus far neglected
geographical context, namely Estonia. The case of TW presents a situation in which a powerful
multinational water company tried to transfer its own rules of the game from one country (the UK) to
another (Estonia), where such attempts were perceived as inappropriate, perhaps even as manifestations
of modern-day colonialism.

As concerns the limitations of the study, we have focused on the textual strategies employed in the
(de)legitimation struggles surrounding the profit of a public-private water company. Although it is difficult
to establish the concrete effects of discourses, we remain relatively confident that the de-legitimation
strategies employed by the critics of TW accelerated the process whereby water companies became legally
subject to economic regulation by the Competition Authority and whereby the Chancellor of Justice
decided to take the case to court. However, we have not taken into consideration the institutional and
cultural factors that are also likely to have influenced these developments. We therefore propose that
future research could take a deeper look at the local cultural and institutional contingencies alongside
(de)legitimation arguments.

In addition, although we have acknowledged that different constituencies utilized combinations of
strategies in the struggles, we have not attempted to probe the significance of such combinations. In this
sense, our case study, which in many ways is only a beginning, proposes that future research could analyse
the design and use of interrelated legitimation strategies/techniques as a ‘package’. Gaining a broader
understanding of the legitimation package, we believe, could facilitate the development of theory on how
legitimacy changes and whether different legitimation strategies effectively complement or substitute each
other. The insights thus developed could also provide useful tools for counter-hegemonic groups seeking to
change oppressive social structures (see below).

In terms of practical implications for social movements contesting privatization or PPP arrangements, our
analysis indicates that dramatic narrativization appears to be a fairly effective approach for de-legitimizing
profit-making in public-private service delivery while the normalization and authorization strategies alone –
usually addressing technicalities such as tariff formulas and quality indicators – do not suffice to morally
engage audiences. Emotional arguments, as a typical element of narrativization and moralization, become
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significant for creating senses of illegitimacy since they are a way of engaging an audience and inciting them
to speak out in public against an injustice (see e.g. Boltanski, 1999).

Another implication of the study concerns political decision makers contemplating extensive private sector
involvement in water services delivery. As water is essential to all forms of life, including human beings, it is
not justified for PPPs - even when quality, access and affordability are ensured - to impose prices that
exceed the costs of operation, maintenance and capital charges. The recent re-municipalization trend is
testament to the necessity of retaining water services in public ownership and control.
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Appendix A. The dynamics of TW’s financial performance and investments, 2000–2014

Source: Compiled by the authors based on data from TW’s annual reports.

Appendix B. Governance, size, and service characteristics of TW, 2008/2009

Domain Feature

Co
rp

or
at

e
go

ve
rn

an
ce

Ownership
structure

35.3% United Utilities (UK)
34.7% Tallinn City
30.0% Foreign and local financial investors, free float
Approximately 1,700 shareholders in total.

Supervisory
board

6 of 9 members business managers with international experience. The chairman
nominated by United Utilities. Focus on business growth and improvement of
financial results.
3 of 9 members from the ruling political party of the City, incl. a deputy mayor. Focus
on advising about political risks.

CEO Seconded by United Utilities. Expatriated from the parent company.
Long-term international work experience in water companies.
Common work history with the chairman of the supervisory board.
Working hours, rates of compensation, manner of performance, and all other
matters relating to the employment determined solely by United Utilities.

Re
gu

la
to

ry
go

ve
rn

an
ce

Service contract Strict and detailed: includes both water price (formula) and quality-of-service
regulations (97 levels of service). The levels mostly refer to the legislated quality
requirements, such as water quality and pollution concentration loads, but also
water losses, customer service, and sewerage network coverage.
The exclusivity period prolonged (in 2007) from its initial term of November 2015
by an extra five years without any competitive tender.

Price regulation The price formula: T1 = T0 × (1 + ΔCPI + K + change of law), where T1 stands for the
tariff of the next period and T0 for the tariff in the current period.
No limits set on the allowed rate of return.
Price establishment by the City of Tallinn under the price formula from the service
contract.

Co
m

pa
ny

siz
ePopulation

served
405,000, i.e. approximately 1/3 of the Estonian population.

Length of mains 910 km water and 1200 km sewerage mains.
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Number of
employees

320
Se

rv
ic

e

Drinking water
quality

Meets national and EU quality criteria. The highest ever 98% compliance (against
61% in 2001) in the network and at the customers’ premises.

Wastewater
treatment

Full compliance. In 2006, the Baltic Marine Environment Protection Commission
(HELCOM) removed Tallinn from its ‘hotspots’ list as a polluter. The EU EMAS (Eco-
Management and Audit Scheme) certificate in 2005.

Affordability Average water bill 1.2–1.3% of the disposable income of average households.
Water prices increased 2.2 times between 2001 and 2009.

Accessibility 99.6% of the service area covered by the water supply network and 98% by the
public sewerage network. Respective access rates 98% and 95% in 2001.

Requirements of
the service
contract

Since 2001, either all or 96 out of 97 levels of service annually met.

Source: Compiled by the authors based on data from TW’s reports and other documents collected.



36

Appendix C.  Frequency of discursive strategies used for legitimation (+) and de-legitimation (-) by stakeholders

Note.  Nor. = normalization, Aut. = authorization, Rat. = rationalization, Mor. = moralization, Nar. = narrativization

Stakeholder (+/-)

2008 2009 2010 2011 2012

n Nor. Aut. Rat. Mor. Nar. n Nor. Aut. Rat. Mor. Nar. n Nor. Aut. Rat. Mor. Nar. n Nor. Aut. Rat. Mor. Nar. n Nor. Aut. Rat. Mor. Nar.

TW (+) 20 2 6 10 2 - 44 11 6 16 6 5 104 31 26 19 21 7 99 17 21 13 29 19 48 10 11 2 18 7
Competition
Authority (-) 0 - - - - - 18 6 4 4 3 1 16 13 2 1 - - 21 11 3 1 4 2 16 6 5 - 2 3

Journalists (+) 2 1 - - 1 - 0 - - - - - 3 - - - 1 2 7 - - - 3 4 1 - - - - 1

(-) 2 - - - 1 1 46 14 1 6 13 12 28 9 2 2 6 9 21 2 - 3 7 9 6 2 1 - 1 2

Politicians
(+) 14 5 3 5 - 1 11 4 0 5 1 1 13 7 2 3 - 1 4 2 - 1 - 1 0 - - - - -

(-) 17 4 1 6 4 2 47 10 2 12 11 12 24 13 1 4 2 4 9 3 2 1 1 2 3 - - 1 1 1

Other

(+) 8 8 - - - - 6 2 - 2 1 1 15 11 - 1 2 1 28 7 3 3 9 6 12 9 - 1 2 -

(-) 16 5 3 3 3 2 39 15 6 6 7 5 33 18 2 - 8 5 26 9 1 3 9 4 3 - - - 1 2


