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INTRODUCTION
This summary, the first of twenty in the Regulating Public and Private
Partnerships for the Poor research series, gives an overview of the economic
regulators in the world of water and reports on their declared goals relative to
social equity, that is service to the poor. The research has been undertaken in the
context of the decline and perhaps demise of the PPPs— the Public Private
Partnerships. The summary therefore concludes by considering the role of
economic regulation in the context of public water provision which is in even
greater need of sustainable revenues to finance the delivery of improved

‘R e g u la tio n m a ke s u rb a n se rvice s
efficient in the long haul to ensure that
public interests are always taken into
a cco u n t’
Sustainable Cities Task Force
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Incentive based, economic regulation of monopoly water and
sanitation providers is a powerful tool for improving services.
R eg u lato rs d eterm in e th e m axim u m w ater p rice (‘p rice cap ’) n eed ed
to finance a desired level of outputs. Prices in high-income countries
have tended to increase faster than inflation as society demands
higher standards. Prices in lower-income economies have usually
been significantly lower than costs and also need to rise, particularly
to fund service expansion. The total revenue requirement (from
w h ich th e p rice cap is d eriv ed ) is d eterm in ed , u sin g th e ’b u ild in g
b lo ck ’ ap p roach , b y ad d in g an ticip ated op eratin g exp en d itu re to
planned capital expenditure (for capital maintenance as well as for
improvements in quality, security of supply, service standards and
service extensions), plus an acceptable cost of capital (to service any
debt finance for example). Both opex and capex plans need to
include efficiency targets derived from comparisons between a
number of providers. Water providers are allowed to retain any
further efficiency savings achieved within the price cap for a period
(five years for example) which is an incentive to achieve even higher
efficiency, before the benefits are shared with customers in reduced
prices or enhanced standards for the future.
This model has been adapted around the world with varying degrees
of success, usually in the context of a Public Private Partnership.
Until recently the approach has tended to be reactive rather than
proactive regarding early service to the poor. There is now a
recognised need for adequate economic regulation of public
providers, as well as private companies, in lower-income countries,
to deliver similar mechanisms for financeability and efficiency and as
a pre-requisite for developing effective pro-poor urban services.
This DFID research project seeks to give water regulators the
necessary tools to require the direct providers to work under a
Universal Service Obligation, to ensure service to the poorest, even in
informal, unplanned and illegal areas, acknowledging the techniques
of service and pricing differentiation to meet demand.
Looking to achieve early universal service, the research also
considers how the role of small scale, alternative providers can be
recognised in the regulatory process. Customer involvement, at an
appropriate level, is seen as the third key aspect. The research
investigates mechanisms for poor customers, and most importantly
potential poor customers, to achieve a valid input to regulatory
decision-making to achieve better watsan services within the context
of social empowerment and sustainable development.
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Public Private Partnerships— Drivers for Regulation
Operational LMIC Water PPP's Cumulative by
Population (million)
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Changes in the world of PPPs
Following the rapid rise in PPPs during the 1990s, particularly in
the higher-income Latin America & Caribbean region, there has
more recently been a decline in new contracts in Low and Lower
Middle-Income economies.
This trend has been accelerated by the significant financial losses
experienced by several private sector operators, usually following
exchange rate devaluations which governments chose not to
acknowledge in price setting, with subsequent contract
termination.
In parallel there has been a very effective anti-PPP campaign
managed by global NGOs and anti-globalisation activists which
has led to the cancellation of some, perhaps successful, PPPs.
Considering the different PPP models, the comprehensive
concession approach had been most effective in delivering
improved services that included differentiated service to the
p o orest w ith som e sig n ifican t exp an sion of serv ice areas (‘B ey on d
B ou n d aries’, W eitz & F ran cey s, A sian D ev elop m en t B an k , 2002).
Overall there may well have been a failure of Governments and/
or their Regulators as well as the private companies to deliver on
their promises to be in anything like the oft proclaimed
‘p artn ersh ip ’ w h ich d em an d s ‘actin g tog eth er’ an d ‘d ecid in g
tog eth er’ b y som e d efin ition s.
There is now a movement towards the use of national operators
and smaller scale service/management contracts models. It is
therefore even more important to ensure that the needs of the
poorest are met where there are not the comprehensive
requirements of an all-embracing concession and where there is
no international involvement sharing best practices around the
world.
Which perhaps leads to an even greater need for empowered
Proportion of reported operating LMIC PPPs by
Region by Investment
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Private Sector Participation
Privatization
Disinvestment
Capitalization
De-monopolisation
Equitization
Opening of capital
Peopleization
Ownership reform
Disincorporation
Public Private Partnerships

What is a PPP?
‘A p u b lic-private partnership is a
cooperative venture between the public and
private sectors, built on the expertise of each
partner, which develops or improves
facilities and/or services needed by the
public through the appropriate allocation of
resources, risks, rewards and
resp o n sib ilities.’
Adapted from Canadian Council for Public-Private
Partnerships

PPP Contract Types








Service Contracts
Management Contracts
DBO, Design, Build, Operate
BOT, BOOT, Build, (Own)
Operate, Transfer
Lease
Concession
Divestiture

Who is private?
International operators
National operators
Small and Medium Enterprises
Micro Enterprises
NGOs
Neighbours on-selling
Neighbours on-selling connections

Why economic regulation?
Because of the capital intensity of
networked water and sanitation it is only
viable to have a single, monopoly
provider. All monopolies tend to be
captured by vested, producer, interests
o ve r tim e , w h e th e r th ro u g h ‘p ro fe ssio n a l
h o b b yism ’, tra d e s u n io n p ro te ctio n ism o r
political opportunism. Incentive based
economic regulation can limit monopoly
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Global PPPs and the Poor
Operational LMIC W&S PPP's
Cumulative by Reported Investment ($m, nominal)
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The initial expectation of PPPs was that the private
companies would deliver, from private sources, the finance
necessary to upgrade water and sanitation services around
the world. However, with a few exceptions, the private
equity markets were not convinced enough to invest their
money in pipes buried in the ground in low-income
economies. The figure above illustrates the promises made
at the time of contract signing, much of which has never
been delivered. The table below shows where the promises
were made.
Proposed
capital
expenditure
(billion)
Total Reported/Planned
Total Operational
Operational by Income Level
High Income Countries
Upper Middle Income
Lower Middle Income
Low Income Countries

Population Percentage Percentage
served Total
Urban
Water &/or Population Population
Sanitation
served by served by
(million)
PPP
PPP

$206.56
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530.4

11.4%
8.6%

24.9%
18.9%

$87.8
$20.6
$14.8
$2.7

254.3
132.7
99.1
44.3

26.6%
26.4%
4.6%
1.8%

35.3%
34.7%
10.7%
5.7%

Brazil
State Water Regulators

Uruguay

URSEA Unidad reguladora de servicio
de energia y agua www.ursea.gub.uy

SISS, Chile

Why should only the rich have the benefits of
Public Private Partnerships ?
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Similarly, many governments were not sufficiently
con v in ced to allow ‘foreig n con trol’ of th eir m on op oly
public water supplies, a reluctance which was most marked
in the poorer countries where governance can be weak and
governments need to be cautious about being taken
advantage of by foreign suppliers, a caution based on hard

Water and or Sanitation Reported Operational Complex PPPs as percentage of 2001 Urban Population by Economic
Classification of Countries; IWE, Cranfield PPP Database, Franceys 2005
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The end result, illustrated by the figure on the left, is
that the upper middle-income countries appear to
have embraced private sector involvement to a
similar extent to the high-income countries. Although
this does not represent a balance within (most)
countries it appears to show a governance need for
the private sector to be present to at least act as a
comparator by which public providers can be judged.
Each pattern, public or private, needs the spur of
comparative competition.
However, the reluctance of both governments and
the private sector to work together in lower-income
economies, where the public health benefits of clean
water and sanitation are highest, reaching just over
10% private urban involvement in lower middleincome and just over 5% in low-income countries,
might well be seen to disadvantage the poorest. The
challenge now is to use economic regulation to
deliver service to the poor through public providers.

Research Summary: PPPs, REGULATION & THE POOR

Global Water Regulators

Programme Management Unit

MWSS, Metro Manila

Abu Dhabi
The Regulation and Supervision Bureau

Directorate

os
y

NWASCO,
Zambia

Ofwat, England & Wales
Ofwat comprises only on a couple of
floors close to the top of this tower block
in Birmingham, just as SISS, Santiago,
only occupies one floor of the multistory car park pictured above left and
SISAB one floor at the top of the tower
in L a P a z o n th e fro n t co ve r. ‘L e a n
re g u la tio n ’ ?

Whilst the multi-laterals and bi-lateral donors have been
strongly promoting private sector involvement, often
rejected by many politicians, activists and citizens, they
had also been preparing the way for monopoly private
providers by assisting in the setting up of economic
regulators. As can be seen from the global map above,
the idea of regulation has proved popular. Although
there is often confusion between the requirement for an
economic regulatory process, as opposed to the common
presumption that there needs to be yet more restrictive
‘reg u lation s’ set in p lace, m ost of th e reg u lators
themselves have a very good understanding of what they
are trying to achieve. They also remain very aware of the
limits of their freedom to operate within a governance
setting where the power to set tariffs is jealously guarded
by politicians who appear to prefer to recommend
themselves to their electorates by awarding below cost
prices rather than by delivering improved services,
particularly to the poor.

Regulatory interests at Research Workshop
— left to right: Gerald Osuagwu, Federal
Ministry of Water Resources, Nigeria;
Michael Hantke, SISS, Chile; Paul Banda,
NWASCO, Zambia; Achmad Lanti, JWSRB,
Indonesia; Alejo Molinari, ETOSS,
Argentina
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Regulators and the Poor: Web-based Visions, Missions
In an overview of the declared aims of the regulators we investigated the vision and mission of the regulators mapped
on previous the page and any other information that was available on their websites regarding service to the poor and
social equity. We found no mention of such issues in the websites for regulators in Ghana, The Philippines or Zambia.
There was mention in the websites for Argentina, Bolivia, England and Wales, South Africa, Jamaica and Trinidad and
Tobago. For examples see below:

GHANA

NAMIBIA
Ministry of Agriculture, Water and Rural
Development
Department of Water Affairs
Essential water supply and sanitation services
should become available to all Namibians, and
should be accessible at a cost which is
affordable to the country as a whole.
This equitable improvement of services should
be achieved by the combined efforts of the
government and the beneficiaries, based on
community involvement, community
participation and the acceptance of mutual
responsibility.
Communities should have the right, with due
regard for environmental needs and the
resources available, to determine which
solutions and service levels are acceptable to
them. Beneficiaries should contribute towards
the cost of services at increasing rates for
standards of living exceeding the levels
required for providing basic needs.

TRINIDAD & TOBAGO
Regulated Industries Commission (RIC)
Mission
to ensure that good quality and efficient utility
services are provided at fair and reasonable costs
in Trinidad and Tobago
Social Action Plan
to protect consumers, intended for low income
and vulnerable groups
Consumer voice
Public consultations held for setting quality and
service standards

The Public Utilities Regulatory Commission is an
independent body set up to regulate and
oversee the provision of the highest quality of
electricity and water services to consumers.
The Bureau of Consumer Services (BCS) within
the PURC Secretariat has the responsibility of
ensuring (in collaboration with other bureaux)
that the regulated utilities deliver good quality of
service to meet consumer expectations.

JAMAICA
Mission Statement
To contribute to national development by
creating an environment for the efficient
delivery of utility services to the customers
whilst assuring that service providers have the
opportunity to make a reasonable return on
investment.
Social Tariff - Social Water
Social water refers to the provision of the
minimum levels of potable water and
sewerage services to persons who cannot
afford the full cost of such services. The
definition is also expanded to include water
supplied to the public at large in
circumstances where collection of payment
from the user is impractical. The relevant
stakeholders, including the OUR and the
Ministry of Finance and Planning, shall agree
on revenue sources for social water including:
• T a riffs a n d u se r fe e s;
• C ro ss su b sid ie s;
• Direct subsidies.

ENGLAND & WALES
H a vin g b a n n e d d isco n n e ctio n s, in tro d u ce d fre e m e te rin g a n d in stitu te d a ‘V u ln e ra b le ch a rg in g sch e m e ’ fo r
those with a specified medical condition, and/or large family receiving social welfare payments, the governm e n t th e n a m e n d e d le g isla tio n in 2 0 0 3 to re q u ire th e e co n o m ic w a te r re g u la to r, a s a p rim a ry d u ty, to ‘fu rth e r
th e co n su m e r o b je ctive ’. In a d d itio n th e n e w ‘W a te r S e rvice s R e g u la tio n A u th o rity’ m u st ‘h a ve re g a rd to th e
interests of—
Individuals who are disabled or chronically sick; Individuals of pensionable age; Individuals with low
incomes; Individuals residing in rural areas;

Regulating Public & Private Partnerships for the Poor

1-6

Research Summary: PPPs, REGULATION & THE POOR

and consideration of social equity
Classifying Target Groups

Destitute
Very poor
Coping Poor
Developing poor
Lower middle-income (Vulnerable non-poor)
Single parent families
Room renters

Considering how economic regulation might enable water providers to better serve the poor it is necessary to
ack n ow led g e th at p ov erty co m es in m an y sh ap es an d sizes, w ith d ifferen t ch aracteristics ov er a ‘sp ectru m of p ov erty ’.
R eflectin g on a n u m b er of d ifferen t sou rces (see for exam p le ‘F ocu sin g P artn ersh ip s’, P lu m m er, E arth scan , 2002), th e
researchers recognise the spectrum above as capturing a minimum number poverty segments which should be
recognised by a watsan provider if they are to be effective. There are many different aspects of poverty which illuminate
the challenge:
Who are the poor?
The income poor: ‘m aterial lack (< $1 p er d ay , <$ 2 p er d ay in som e econ om ies)
T h e ‘h ealth an d ed u cation p o o r’
T h e ‘q u ality of life p oor’
T h e ‘h ou sin g p oor’: slu m s/in form al/u n p lan n ed /illeg al areas p o or
T h e ‘p ow erless p oor’: ‘insecurity and vulnerability, bad social relations, low self-con fid en ce an d p ow erlessn ess’
Aspects of poverty
Unemployed; Underemployed; Randomly employed – daily incomes; Over-borrowed; Disabled

The regulation game
“… if re g u la tio n is th e im p a rtia l re fe re e in th e fo o tb a ll m a tch b e tw e e n th e g o ve rn m e n t/p o licy -makers and the utility
direct providers (agreeing fair prices in return for societal desired standards), with the customers in the stands expecting a good performance, and the customer forum/customer committee as the biased linesman shouting off-side
whenever the game seems to be going against customer interests . . . . at present the poor are perhaps playing a
different game altogether, on the dusty waste ground outside the main stadium. Playing a game between the poor
and their alternative providers with no referees/regulator and government. Our challenge as a sector is to ensure
that the poor are invited to join in the main match, perhaps standing on the hill at one end rather than sitting in the
main seats - but definitely part of the experience. And to stretch the picture perhaps way too far, with the alternative
providers also now in the stadium, selling drinks and ice creams to all the crowd!

How can regulation help to make water accessible to the poor ?
Citizen
Customer

voice

Politician
Policy-maker

Informal
Customers

Customer
Representation
Consumer Forum

Regulatory process
Economic, Public Health, Environmental

license/contract /performance agreement

customer power

Customers should be at the
head of the familiar
governance triangle, served by
government through its policysetting, by a range of providers
as best suits, intermediated by
an effective regulatory process
with a clear route for customer
voice,
whether formal or
informal.

Informal
Providers

Direct
Provider

Public or Private Asset Holder
Public or Private Operator
Private Service Contractors
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Regulation and the Public Providers
There are already a number of economic regulators
overseeing the prices and service levels of public water
and sewerage providers, for example:

PURC, Ghana

NWASCO, Zambia

Water Commissioner, Scotland

Water Resources Commission, Philippines

SISAB, Bolivia

WSA Lao PDR

Water Supply Authority Lao PDR
V ision : ‚A first class w ater su p p ly in frastru ctu re th at
delivers the highest service possible that represents best
v alu e to cu sto m ers n ow an d in th e fu tu re‛
M ission : ‚T o reg u late in a w ay th at p rov id es a p otab le,
su stain ab le an d afford ab le w ater su p p ly for all b y 2015‛

The relatively new Water Supply Authority of Lao PDR is
using comparative regulation to promote improvements of
the public water providers of the main towns (some fairly
sm all) of th e cou n try as sh ow n b y th e fig u res from W SA ’s
A n n u al R ep ort. L eag u e tab les an d ‘n am in g an d sh am in g ’
utilities when they fail to submit data on time is reportedly
delivering results as they strive to produce on time for
subsequent reports.

Huaphanh
Xayabury
Phongsaly

Actual leakage
Expected leakage
Target

Sekong
Luangnamtha

Above: “Level of service perform ance of w ater com panies in Lao P D R ”, WSA, 2002

Saravane
Vientiane
Savannakhet
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Xaysomboun
Champasack
Vientiane Pref.
0

300

600

Leakage per connection (litres/day)

900

L e ft: “E xposing
worst
offenders:
leakage rates
by company in
Lao PDR
From Water
Supply
Authority,
Annual Report,

The Regulatory Spectrum
There is no single model of regulatory office, every
country has to adapt the principles to suit its own
structure of governance. There can be:









Regulation by government department
Regulation by performance agreement
Regulation by contract
Regulation by competition or fair trading
authorities
Advisory regulators
Expert Panels
Independent regulators






City-wide regulation
State/Province regulation
National regulation
Multi-utility regulation

Water Regulators at the Research Inception Workshop - l to r:
Osward Chanda, NWASCO, Zambia; Philip Fletcher, Ofwat, England and Wales; Achmad Lanti, Regulatory Body of Jakarta, Indonesia

How independent are the regulators?
A survey by Asian Development Bank (2005) found that less than
40% of East Asian infrastructure regulators described themselves
as even nominally independent. The study suggests that it is
critical to ensure that regulators are not given more discretion
than the political culture can absorb.
‚N ew reg u lato rs sh o u ld rely m u ch m o re o n tran sp aren t
rules than on discretionary power, and some responsibilities
should be delegated to outside experts ... hearings should be
p u b lic, co n tracts an d licen ses sh o u ld b e also w h erev er p o ssib le.‛
In high-income countries as well, governments have demanded
that regulators submit to political demands— as in the case of the
UK where government threatened the Rail Regulator with
immediate legislation to curb his powers if he dared to upset
their plans to move against the private Railtrack.

This document is an output from a project funded by the UK Department for International Development (DFID) for the benefit of developing countries. The
views expressed are not necessarily those of DFID. The findings, interpretations, and conclusions expressed in this paper are entirely those of the authors. The
boundaries, colours and other information shown on any map in this report do not imply any judgement on the legal status of any territory. Any part of this
public domain document may be copied, reproduced or adapted to meet local needs in the furtherance of development goals (except items taken from other
publications where the authors do not hold copyright). Permission is not required to be obtained from the authors though due acknowledgment of the source
is requested.
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