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FOREWORD

As President of UCLG, | warmly welcome the publication of the Third
Global Report on Local Democracy and Decentralization (GOLD llI). This
report on basic local service provision fulfils UCLG’s commitment to
present a review of the state of local democracy and decentralization
across the world every three years. As a member of the Secretary-
General’s High-Level Panel of Eminent Persons on the Post-2015
Development Agenda, | am certain that GOLD Il will make a unique
contribution to international debates on the Millennium Development
Goals, the Post-2015 Development Agenda, and the Habitat Il Global
Urban Agenda.

Basic services are essential, not only for the preservation of human life
and dignity, but also in driving economic growth and ensuring social
equality. ‘Putting people first’ therefore implies putting basic services
first. In this light, GOLD Ill should be taken as a call to action.

The report makes clear that, while there has been progress in service
access and quality, huge gaps in provision remain and access rates
are even falling in some cities in Sub-Saharan Africa and South Asia. In
addition to existing access deficits, rapid urbanization and demographic and environmental
changes are posing radical new challenges that make significant increases in investment
in basic service infrastructure necessary. The global urban population will grow by around
1.4 billion people over the next 20-30 years. These new urban residents will need access
to drinking water, sanitation, housing, waste collection, transport, and electricity. There
are already nearly a billion slum-dwellers who have limited or no access to many basic
services. A failure to address the urban access issue will have serious repercussions for
human wellbeing, environmental sustainability, and economic development.

GOLD Il serves as a warning, but, at the same time, it offers a way forward. Local
governments, as the level of government closest to the people, are particularly well-
placed to guarantee universal access to quality basic services. This report demonstrates
that improvements to basic services are positively correlated with local government
involvement in their provision. Local governments are willing and able to rise to the
challenge of providing basic services, but they need the human, technical and, above all,
the financial resources to do so.

GOLD Il highlights the common challenges that local governments across the world face
in balancing the financial sustainability of services with affordability for their residents,
particularly the urban poor. Strengthening the capacity of local governments is essential
to reducing access deficits. GOLD Il showcases examples of where decentralized
management, improved efficiency, along with a better mobilization of local resources and
a more targeted use of subsidies, have contributed to expanding access in a sustainable
way.
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A central recommendation of GOLD Il is that national governments and international
institutions should prioritize the financing of basic services, especially in low and lower-
middle income countries where the gaps between required investment and current
resources are widest. The long-term horizons of infrastructure investments require
concessional loans of a nature that can only be provided with the direct financial
involvement of national governments and multilateral organizations. Another significant
proposal of GOLD lll is that international organizations facilitate local government’s direct
access to global financing mechanisms.

The report also draws attention to the fact that the effective management of basic services
requires closer cooperation between local authorities and other levels of government;
improved vertical and horizontal coordination between local, regional, national, and
international institutions is necessary. Effective multi-level governance requires institutional
and legal frameworks that clearly define the roles and responsibilities of all levels of
government, guided by the principle of subsidiarity.

GOLD Il recognizes the ways in which various stakeholders, including the private sector
and civil society organizations, act in partnership with local governments to provide
basic services. The report acknowledges the diversity of opinions about Public Private
Partnerships (PPPs), and explores the conditions necessary for their success. Above all,
it emphasizes the need for local governments to be empowered with decision-making,
management and oversight capacities so that they can collaborate effectively and hold
their external partners to account.

Finally, as Mayor of Istanbul, one of the oldest metropolises in the world, | wholeheartedly
support GOLD lII’s call for a more holistic vision of urban development. Basic service
infrastructure should accompany and guide the spatial planning of cities and regions, and
urban planning must engage all stakeholders, including those living in informal settlements,
to monitor and improve access.

| call on international institutions, national governments, and civil society organizations to
take on board the messages of GOLD lll and to engage in dialogue with local governments
on the best ways to respond to the immense challenges we face in guaranteeing universal
access to quality basic services over the coming decades. Together we can build “the
future we want”: an environmentally sustainable future in which human dignity, economic
development and social justice are enjoyed by all.

e —

Dr. Kadir Topbas
Mayor of Istanbul
President of UCLG
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INTRODUCTION

David Satterthwaite

Progress in local democracy must be meas-
ured in terms of improvements to quality
of life. After all, local governments are ul-
timately judged on their ability to meet the
needs of their citizens. Basic services are
fundamental to improving living standards
and, in general, local governments have
the responsibility for their provision. Even
when local government institutions are not
officially assigned responsibility for basic
service provision, they often deal with the
health, economic, social and environmental
consequences of unmet basic needs. Im-
proving the delivery of basic services has
been a key component of the Millennium
Development Goals (MDGs), which aim to
eradicate extreme poverty worldwide. The
issue of basic services will also be central
to the Post-2015 Development Agenda.
With this in mind, United Cities and Local
Governments (UCLG) has dedicated this
Third Global Report on Local Democracy
and Decentralization (GOLD lll) to reviewing
the current state of basic local service pro-
vision across the world.

The report examines the provision and gov-
ernance of local basic services across sev-
en regions of the world. It describes gaps
and deficiencies in access, and seeks to
draw conclusions and propose solutions
about how to address them. It places a par-
ticular focus on the actual and potential role
of local government in guaranteeing univer-
sal access to quality basic services.

What are basic local services?
As GOLD | demonstrated, local govern-

ments throughout the world tend to have
responsibility for a number of basic services

(see Box 1). The UN Habitat Agenda pro-
vides the following definition of local basic
services:

“Basic infrastructure and services at the
community level include the delivery of
safe water, sanitation, waste management,
social welfare, transport and communi-
cation facilities, energy, health and emer-
gency services, schools, public safety,
and the management of open spaces.”

The services included within this definition

can be organized into the following three

categories:

= Basic infrastructure services: water and
sanitation, waste collection and mana-
gement, transport, energy.

= Social services: education, health, hou-
sing, and elderly and child care.

= Quality of life services: public safety,
urban planning, culture and entertain-
ment, sport, public spaces.

While the second category also includes

services that are fundamental to human

development, the services in the first group

form the foundation on which human set-

tlements are built and function. Everyone

needs water, a toilet, energy, and a way

to dispose of household waste and to get

from place to place. Thus, this report focus-

es on the following local services:

= Potable water delivery;?

= Sanitation, including the collection,
treatment and disposal of waste water
and runoff;

= Solid waste management, including
collection, disposal and recycling®

= Urban transportation;*

= Energy® (usually electricity)

" UN Habitat Agenda Goals
and Principles, Commit-
ments and the Global Plan
of Action Article 84, New
York, 1996.

2 The report focuses on the
management and distribu-
tion of potable water for
domestic purposes. It does
not address the manage-
ment and protection of re-
sources or supply of water
for agricultural or industrial
purposes.

3 See international reference
texts on the definition of
locally managed domestic
waste. Domestic waste is
distinguished from indus-
trial waste and hazardous
hospital waste, where man-
agement is often a nation-
al responsibility. Also see
reference on methods of
waste treatment (landfill,
incineration, recycling and
composting, etc.).

4 The report focuses on sys-
tem management and the
regulation of public trans-
port and related urban infra-
structure (train stations and
terminals). In some coun-
tries or regions, the man-
agement of urban roads is
also included.

5 Energy is not often a lo-
cal responsibility, but local
management of energy
distribution is an important
debate in some countries
and regions. Furthermore,
the issue of energy conser-
vation has implications for
transport, waste and water
services.
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)

Services: water distribution, waste water and solid waste collection, public trans-
port, street lights, cleaning of streets, markets and public places, public toilets,
pollution control, public/environmental health, some aspects of child care and
schooling, libraries and cultural activities, some forms of social welfare provision
(usually shared with higher authorities), fire services and disaster response (usua-
lly shared with higher authorities), registration of births and deaths, monitoring
for infectious diseases, cemeteries, and, in many countries, health, education,
housing and policing.

Box 1. Main local government responsibilities across the world

Infrastructure: water piped distribution, sanitation, storm and surface drainage,
local roads, paths and bridges, solid waste disposal facilities, waste water treat-
ment, bus terminals, parks/squares/sports facilities/public spaces.

Buildings: building regulation, maintenance of public buildings, regulations for
rental accommodation.

Urban planning: land-use management and the application of land-use regula-

tions, plans for the expansion of infrastructure.

Other: local economic development, tourism.

Because citizens’ needs are diverse and
evolving, flexibility has been allowed for
this core group of services to be modified
according to the unique context of each
region. The Asia Pacific chapter makes
reference to slum upgrading and risk
prevention; the Eurasia chapter covers
heating; the North America chapter covers
broadband services, as does the chapter on
Europe, which also explores child and elder
care services. The Latin America chapter
includes a discussion of urban security and
the increasing role of local governments in
building safer cities. Furthermore, while the
report is based in an analysis of these basic
service sectors, its aim is to contribute
to a holistic vision of basic local service
provision. After all, local governments
are often confronted by political, social,
economic and environmental challenges

that cannot be adequately tackled by
isolated, single sector interventions.

There are significant differences in the ex-
tent to which the responsibilities for provid-
ing basic services are allocated between
levels of government, as well as in the actu-
al roles that local governments play on the
ground, whether as service funders, man-
agers, providers or supervisors, whatever
their official responsibilities. In some coun-
tries, local governments are still considered
organs of the central state, meaning they
work under the direction of central govern-
ments, in some cases without any legally
recognized independent authority. In most
instances, however, local authorities play at
least some role in these services, whether
in urban infrastructure planning, land use
management, revenue raising, service pro-



vision or oversight. There is, in short, a wide
range of ways that well-functioning local
governments can contribute to improving
basic services and, consequently, the qual-
ity of life of their residents.

The scope of GOLD lll:
services in context

basic local

The seven regional chapters of this report
explore a set of common issues that shape
the provision of local basic services. Each
regional report describes the roles of each
level of government and, in particular, the
conditions necessary for local governments
to be able to fulfil the responsibilities as-

local governments and the extent of
political and fiscal decentralization in
the field of local basic services. Basic
services are anchored in particular ge-
ographic locations and have to respond
to a range of local realities. There is
therefore a strong case for the decen-
tralization of authority over many basic
services, in line with the principle of
subsidiarity: decisions are made by the
lowest level of government that is able
to make them effectively.

In decentralized systems, local govern-
ments are vested with powers to organize
the provision of basic services. They are

authorities, who have

‘))) Box 2. The concept of decentralization®

In this report, decentralization is understood as the existence of:
= Local authorities, distinct from the state’s administrative

= a degree of self-government, elaborated in the framework
of the law, with their own powers, resources and capacities to
meet responsibilities and with legitimacy underpinned by

= representative, elected local democratic structures that
determine how power is exercised and that make local
authorities accountable to citizens in their jurisdiction)

signed to them. The chapters examine the
relationship of local governments with na-
tional and regional levels of government,
the private sector and civil society. There is
a special focus on the question of how to
guarantee a minimum level of service to all,
while, at the same time, ensuring the finan-
cial and environmental sustainability of ser-
vices. Each report ends with policy recom-
mendations that aim to achieve these goals
in the context of the existing and emerging
challenges in the region.

Institutional and legal frameworks: Par-
ticular attention is given to the role of

considered as the ‘organizing authority’ of
such services. An organizing authority is a
public or publicly-owned body with legal
and political responsibility to plan or regu-
late services in a specified area.” It deter-
mines the ownership model, level of com-
petition, and sets accessibility, affordability,
technical and environmental standards.

Access: The latest data on the coverage
and quality of basic local services are re-
viewed, as well as the disparities between
countries and within them. In some cases,
this task is complicated by a lack of reli-
able or comparable data, or controversies

8 Extracted from UCLG, De-
centralization and Local De-
mocracy in the World, 1st
GOLD Report, Washington,
World Bank, 2008.

7 Definition from 1SO 24510
standard for water and
waste water: “the respon-
sible authority is the entity
that has the overall respon-
sibility for providing the
service to the population in
a given geographic area.”
See also: http://www.uitp.
org/public-transport/organ-
ising-authorities/



8 UNICEF and WHO, Prog-
ress on Drinking Water and
Sanitation; 2012 Update,
Joint Monitoring Programme
for Water Supply and Sa-
nitation, 2012.

9 UNICEF and WHO, 2012.
" UNICEF and WHO, 2012.

" UNICEF and WHO, 2012.
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around how to define ‘adequate’ service
standards. For example, in high-income
(and many middle-income) countries, ad-
equate provision for water is defined as
drinking quality water piped into each home
24 hours a day. However, the only global da-
taset on water provision® only indicates the
proportion of residents with water piped to
their premises and the proportion with ‘im-
proved provision.’ This includes public taps
or standpipes, tube wells or boreholes, pro-
tected springs, protected dug wells or rain-
water collection. Those with access to just
a public tap or standpipe are still classified
as having ‘improved provision’ even when
fetching water involves long queues, spo-
radic availability, punishing loads and often
undrinkable water. There are comparable
problems for sanitation. In high-income
(and many middle-income) countries, ad-
equate sanitation is understood as a wa-
ter-sealed toilet (WC or pour-flush) in each
home with provision for the safe collection
and treatment of waste water. The only in-
dicator available globally defines ‘improved
provision,” which includes, without disag-
gregation, pour-flush to a piped sewerage
system, septic tank or pit latrine, ventilated
improved pit latrines, pit latrines with a slab
and composting toilets.® Another data issue
is the reliance of national governments and
international agencies on sample surveys
that reveal the proportion of the urban or
rural population with services but do not
break down the data any further. Informa-
tion on local inequalities in provision is thus
very limited. Census data is rarely available
to local governments in a form that makes
it possible to locate where provision is de-
ficient. Such surveys are aimed at national
governments and international agencies,
rather than at the local governments re-
sponsible for provision.

Despite data limitations, the scale of the
differences in the quality and extent of pro-
vision of basic services across the world is
evident. In high- and some middle-income

countries, all, or nearly all, of the popula-
tion is well-served. In most middle-income
countries, the proportion of the population
with access to basic services increased
significantly between 1990 and 2010. How-
ever, in low- and some middle-income na-
tions, half or more of the population still
lacks provision. In 2010, in sub-Saharan
Africa, only 16% of the population had wa-
ter piped to their premises — a 1% increase
from 1990. In Southern Asia, the figure
was 25% in 2010, up from 20% in 1990.
Even with the low standards set for ‘im-
proved provision’ of sanitation, only 30%
in sub-Saharan Africa and 41% in South
Asia had access to such services in 2010.
41% and 25% still relied on open defeca-
tion in South Asia and sub-Saharan Africa,
respectively.'

Management and finance: The design
and implementation of management and
financing models are analysed. Man-
agement models include direct public
provision, privatized provision and pub-
lic-private partnerships, public-NGO and
public-community partnerships. Where
provision is not provided directly by the
public sector, a focus is given to the ca-
pacity of local governments to provide
oversight of external operators, and to
ensure appropriate tendering, moni-
toring, enforcement and sanctioning of
contracts.

In terms of financing, chapters examine
the extent to which local responsibilities
are accompanied by fiscal decentraliza-
tion (particularly local powers over taxes
and service tariffs). They also review fi-
nancing from the ‘3Ts’, a framework of
the sources of funds for services initially
developed by the OECD to ensure sus-
tainable funding in the water sector, but
applicable to any public service. The 3Ts
categorize the main sources of funds for
basic services as: Tariffs paid by service
users, Taxes (local or national) paid by



citizens and distributed through govern-
mental subsidies, and Transfers from for-
eign donor agencies. In addition to the
3Ts, bank loans, bonds or investments
by private operators are also examined
as important financing instruments that
help to bridge gaps in cash flows. How-
ever, given the fact that they must be re-
paid, these are not funding ‘sources’ in
the same way as the 3Ts. The role of ser-
vice tariffs and subsidies in guaranteeing
access to the poor is also considered.

Existing and emerging challenges:
Each chapter draws out the main factors
that are currently constraining optimal
service provision, as well as the eco-
nomic, demographic, and environmen-
tal challenges (such as climate change
and disaster prevention) that are likely to
have an impact on basic services in the
near future.

Case studies: In each of the regional
chapters, for every challenge in the field
of basic services, examples are given
of innovative solutions from local gov-
ernments and their partners. Cases of
both success and failure can be valua-
ble learning tools for local governments
across the world.

Basic service provision in an urbanizing
world

GOLD Il places a particular emphasis on
urban areas and the challenges present-
ed to basic service provision by the rapid
pace of global urbanization. Over the last
few decades, some metropolitan gov-
ernments have had to respond to a more
than twenty-fold growth in population; in
some cities, there has been more than a
hundred-fold increase. In high- and upper-
middle income countries, most of the pop-
ulation (and economy) is already based in
urban areas. However, an urban focus is
also relevant to low- and middle-income
countries, which are currently undergoing
rapid urbanization. UN projections suggest
that almost all the growth in the world’s
population over the next few decades will
be in urban areas, almost all of it in today’s
low- and middle-income countries.?

A defining influence on the global future will
be the extent to which the vast backlog in
basic service provision in urban areas is
addressed, and whether national and sub-
national governments are able to provide
basic services to the world’s 1.4 billion new
urban-dwellers.

2 United Nations, World Ur-
banization Prospects: The
2011 Revision, Department
of Economic and Social
Affairs, Population Division,
New York, 2012: http://esa.
un.org/unpd/wup/index.
htm.



8 United Nations, 2012.
Note that during this period,
projections suggest that ru-
ral populations will not grow.

4 David Satterthwaite, “Ur-
ban myths and the mis-use
of data that underpin them”,
p.83-99, Jo Beall, Basudeb
Guha-Khasnobis and Ravi
Kanbur (editors), Urbaniza-
tion and Development; Mul-
tidisciplinary  Perspectives,
Oxford  University Press,
Oxford, 2010
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Figure 1: Projected increase in urban populations 2010 to 2030
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This report considers as ‘urban’ all set-
tlements defined by their national gov-
ernments as such. In some countries,
this includes centres with a few hundred
inhabitants, while in others, only settle-
ments with thousands of inhabitants are
considered as urban. Unfortunately, these
definitional differences make international
comparisons difficult, for instance, India
would be considered predominantly ur-
ban (rather than 30% urbanized) if it used
Sweden’s or Peru’s urban definition.
Rates of urban vs. rural service access in
this report should, therefore, be interpret-
ed with care.

The ability of governments to cope with
urbanization has profound implications for
basic service provision and for whether or
not international goals and targets for ac-
cess and quality are met. This does not
mean that basic service provision is less
important in rural areas. Even in an urban-
izing world, more than two-thirds of the

Northern Oceania

America

More
developed
regions

Latin America
and the
Caribbean

Europe

population in most low-income countries is
rural, and some of the greatest deficiencies
in basic service provision are found in rural
areas. However, there are significant differ-
ences in the forms of service provision and
institutional arrangements that are appro-
priate for urban contexts and those that are
suited to rural areas. Furthermore, urban
populations have distinct characteristics
and needs.

Large, densely populated urban settle-
ments require different kinds of services
for water, sanitation, solid waste collection
and management and public transport. For
instance, protected wells and pit latrines
can provide good quality water and sani-
tation provision in many rural contexts but
are totally inadequate in most large cities.
The UN system’s failure to recognize such
differences in, for example, its definition of
‘improved sanitation’, means that official
statistics can seriously over-state the quali-
ty of provision in urban areas.



There are also differences in the popula-
tions served by urban and rural govern-
ments. Cities often include dense concen-
trations of poor residents living in informal
settlements. The lack of infrastructure pro-
vision to these settlements can be a chal-
lenge but, in many places, the urban poor
have also organized and worked with local
governments to provide solutions. Many
of the social reforms that transformed the
living conditions and health of low-income
populations in cities in today’s high-income
countries were responses to the demands
of organized urban poor groups in the 19%
century. Today, organizations and federa-
tions of slum-dwellers' and other low-in-
come groups (such as self-employed
women and waste pickers) are taking on
a similar role in low- and middle-income
countries.®

Governance and multi-level governance

Governance

As well as examining the role of govern-
ment in service provision, GOLD Il seeks to
explore the nature of the relationships be-
tween levels of government, and between
governments, the private sector, and civil
society, i.e. the ‘governance’ of local ba-
sic services. The concept of governance
includes the mechanisms, processes and
institutions through which citizens, civil so-
ciety and the private sector articulate their
interests, exercise their legal rights and
meet their obligations.'”

Discussions of development for low- and
middle-income countries since the 1980s
have often made reference to the concept
of ‘good governance’. A focus on good
governance widens the scope of enquiry
from institutional and legal considerations
to include accountability and transparency,
checks on corruption, and scope for citizen
participation in decision making and ser-
vice provision.

The idea of good governance was first
used by aid agencies and development
banks with reference to national govern-
ments, with little attention to how it applied
to local governments. However, good local
governance played a central role in im-
proving basic services in what are today’s
high-income countries; in much of Europe,
more effective municipal government was
able to widen the quality and coverage of
basic services dates from the late 19" or
early 20™ century.'® More recently, improve-
ments in basic service provision resulting
from democratization, decentralization and
greater accountability and transparency in
many countries, as will be seen in this re-
port, have been a reminder of the impor-
tance of good governance at local level.

There is great diversity in the stakeholders
involved in the governance of local basic
services. The private sector alone ranges
from individual entrepreneurs selling wa-
ter in informal settlements to large multi-
national corporations working across the
water, sanitation, solid waste management
and public transport sectors. Civil society
is equally diverse, including trade unions,
NGOs, grassroots organizations, from small
savings groups to national federations of
slum- dwellers, and residents, profession-
al and business associations. Civil society
groups represent a range of (often compet-
ing) interests and priorities and they, too,
can apply ‘good governance’ principles to
their own operations.

Multi-level governance

As noted previously, the essentially ‘local’
nature of basic services, together with the
principle of subsidiarity, suggests a primary
role for local governments in the govern-
ance of basic services. Nevertheless, these
services are governed within complex sys-
tems in which authority is held at multiple
levels. The principles of decentralization
and subsidiarity, therefore, will only func-

' This report uses the term
‘slum’ alongside ‘informal
settlements’.  While the
word ‘slum’ has historica-
lly been pejorative, it has
recently been reclaimed by
the residents of informal se-
ttlements themselves, who
have organized in self-pro-
claimed ‘slum-dweller’ fe-
derations. The term ‘slum’
is also used for global es-
timates of housing deficits
collected by the United
Nations. For a discussion
of more precise ways to
classify the range of hou-
sing sub-markets through
which those with limited
incomes buy, rent or build
accommodation, see Envi-
ronment and Urbanization 1
(2) October (1989), available
at http://eau.sagepub.com/
content/1/2.toc.

6 See http://www.sdinet.
org/; also David Satter-
thwaite and Diana Mitlin,
Reducing Urban Poverty in
the Global South, Routled-
ge, London, 2014.

7 UNDP, Governance for
sustainable human develop-
ment, United Nations Deve-
lopment Programme, New
York, 1997

'8 Peter Clark, European Ci-
ties and Towns 400-2000,
Oxford University Press,
Oxford, 2009.



9 There is no universally ac-
cepted definition of multi-le-
vel governance. The OECD
defines multi-level gover-
nance as the explicit or im-
plicit sharing of policy-ma-
king authority, responsibility,
development and implemen-
tation at different adminis-
trative and territorial levels.
OECD, Water Governance in
OECD Countries; A Multi-Le-
vel Approach, OECD Studies
on Water, OECD Publishing,
Paris, 2011. In the context
of the European Union, “the
Committee of the Regions
sees the principle of Multi-
level Governance as based
on coordinated action by the
EU, the Member States and
regional and local authorities
according to the principles
of subsidiarity and propor-
tionality and in partnership,
taking the form of operatio-
nal and institutionalized coo-
peration in the drawing-up
and implementation of the
European Union’s policies”
(CdR 273-2011 fin)

20 Rod Hague and Martin
Harrop, Comparative go-
vernment and politics: an
introduction, p. 282, Palgra-
ve Macmillan, Basingstoke,
2007.

2 http://ppp.worldbank.org/
public-private-partnership/
agreements/full-divestitu-
re-privatization
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tion within an effective ‘multi-level govern-
ance’"® system. According to Marks and
Hooghe, multi-level governance “emerges
when experts from several tiers of govern-
ment share the task of making regulations
and forming policy, usually in conjunction
with relevant interest groups.”?°

Even in systems in which local governments
are the organizing authorities for basic ser-
vices, other government actors and external
stakeholders are usually involved in some
aspect of their regulation, financing, man-
agement or delivery. For example, urban
transport infrastructure may be financed
and managed by metropolitan governments
rather than individual municipalities. In the
European Union, shared governance be-
tween the European Commission, Member
States and local governments has become
important in standard-setting, financing and
procurement regulation. As well as vertical
coordination, the concept of multi-level gov-
ernance includes various forms of horizon-
tal collaboration; local governments may
decide, for example, to partner with neigh-
bouring municipalities to provide services.
This may be motivated by the identification
of shared goals and interests, or used as a
way to more efficiently manage limited re-
sources by creating economies of scale, as
is often the case for landfills or water treat-
ment plants. The implication of multi-level
governance, then, is that, even in a report
focused on local government, a full ex-
ploration of basic local services requires a
consideration of the effectiveness of the re-
lationships between public, private and civil
society stakeholders at local, national, and
international level.

The role of the private sector in basic
service delivery

As shown throughout the report, private
sector participation in basic service govern-
ance can take a range of forms, with asset
ownership, capital investment, commercial

risk, administration and contract duration
varying widely (see Table 1. on private sec-
tor participation in water and sanitation ser-
vices). This section provides a brief outline
of some of the most important models of
private sector participation.

At its most extreme, privatization or dives-
titure involves the transfer of ownership of
the service or its infrastructure from the
public to the private sector. However, most
private sector involvement takes the form
of a ‘public private partnership’ (PPP) in
which roles and responsibilities are shared
between the public and the private sector.

Even in the case of divestiture, public bod-
ies may maintain supervisory authority over
prices and quality. A private company may
buy equity in a government-owned enter-
prise and take over service management
with some degree of control over investment,
but the government generally retains some
indirect control and regulation by means of
granting licenses to deliver services.?'

Other models of private sector participation
do not involve asset transfer. At its simplest,
a private operator may be given a contract
by the organizing authority for specific pub-
lic works — for instance, building a public
toilet or set of standpipes. This may involve
a competitive bidding process.

Build-Operate-Transfer (BOT) is one of the
most common forms of PPP. Under these
agreements, generally the local govern-
ment delegates the building, operation and
maintenance of infrastructure (e.g. piped
water or sewers) to a private enterprise for
a specified period, during which it raises
the funding and retains the revenues. The
private partner manages the infrastructure,
with the government purchasing the sup-
ply. At the end of the contract, the assets
are generally transferred back to the gov-
ernment. BOT schemes are common for
Greenfield projects such as a water treat-



ment or waste water treatment plants, often
built on government-provided land.

A variation on BOT is BOOT, Build-Own-Op-
erate-Transfer — where the private enter-
prise owns the infrastructure until the con-
cession period ends. There is also BOO
— Build-Own-Operate, where the private
enterprise retains ownership of the assets.
Under concession contracts, the private
contractor takes over management of
the utility and invests in maintenance and

contracts are similar, but the private oper-
ator takes responsibility for operation and
maintenance, including billing, revenue col-
lection and user services. In both cases,
the operator collects the revenue but, un-
der an affermage, the contractor is paid an
agreed-upon fee (e.g. for each unit of water
produced and distributed). Under a lease,
the operator pays a lease fee to the public
sector and retains the remainder. Service
contracts are usually short-term agree-
ments whereby a private contractor takes

Table 1: Models of private sector participation in water and sanitation provision

Increasing private participation

Service Management Affermage Lease Concession BOT-type Divestiture
contract contract
Asset Public Public Public Public  Public Private /  Private
ownership public
Capital Public Public Public Public  Private Private Private
investment
Commercial Public Public Shared Shared Private Private Private
risk
Operations/ Private / Private Private Private Private Private Private
maintenance public
Contract 1-2 years 3-5years 8-15years 8-15 25-30 years 20-30 Indefinite
duration years years

SOURCE: Budds, Jessica and Gordon McGranahan (2003) %

expansion at its own commercial risk.
Concessions have longer terms than most
forms of contract to allow the operator to
recoup its investment. At the end of the
contract, assets are either transferred back
to the state or a further concession is grant-
ed. The role of the government is predomi-
nantly regulatory.

Under a management contract, the govern-
ment transfers certain operation and main-
tenance responsibilities to a private compa-
ny but retains responsibility for investment
and expansion. Payment is either fixed or
performance-related. Lease and affermage

responsibility for a specific task, such as in-
stalling meters or collecting bills for a fixed
or per unit fee. There are also joint ventures
where a utility company, formed by the pri-
vate company and the public sector, with
participation of private investors, takes a
contract for utility management.

While PPPs usually take the form of con-
tracts between a government body and a
private company, the term ‘partnership’
more generally refers to mutually shared
objectives and working arrangements that
go beyond the fulfilment of any contractual
agreement.

22 Jessica Budds and Gor-
don McGranahan, “Are the
debates on water privatiza-
tion missing the point? Ex-
periences from Africa, Asia
and Latin America”, Envi-
ronment and Urbanization,
2003, Vol. 15, No. 2, pages
87-114.
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Private sector provision depends on ade-
quate returns (or expected returns) on invest-
ment. This is easier to achieve where demand
is strong and tariffs are easily collected, or
where public budgets pay for private provi-
sion. However, there is great diversity on both
the demand side (many service users have
limited capacity to pay) and the supply side
(there are sometimes large deficits in infra-
structure and very limited city budgets).

The methodology of GOLD llI

GOLD Il is unique in its global scope, having
drawn on the expertise of both regional and
local practitioners, politicians and academ-
ics over the three years of its preparation.
The report is organized into seven regional
chapters in line with the regional structure of
United Cities and Local Governments. Each
of the regional chapters was prepared by one
or more authors, all of whom have worked
extensively on basic service issues. Each
chapter draws on questionnaires sent to na-
tional associations of local authorities and on
interviews with elected local government rep-
resentatives. In Latin America, there were 238
questionnaire responses from 19 countries,
including 29 from metropolitan governments.
In Eurasia, questionnaires went to cities in all
countries; 41 completed questionnaires were
returned, 25 of them by mayors. For Asia and
the Pacific, a survey covered 98 city and mu-
nicipal mayors and 39 heads of basic pub-
lic service departments in 15 countries. In
Europe, local government associations and
cities from 28 countries answered the ques-
tionnaire or contributed to the country sheets.
In North America, the Federation of Canadian
Municipalities (FCM) used a former survey of
its municipal members to determine the state
of their roads and water and wastewater sys-
tems. Of 346 municipalities surveyed, 123
responded, and these represented approxi-
mately half of the Canadian population. For
the USA, a National League of Cities (NLC)

survey focused on the adequacy of the local
infrastructure to meet a municipality’s current
population needs and received responses
from 232 municipalities. Draft chapters were
presented at regional workshops in early
2013 to gather and integrate the experien-
ces of more than three hundred practitioners,
academics, and representatives of local and
regional authorities and their national associ-
ations from 80 countries.

This report offers a synthesis of the evolution
of the governance of basic services across
the world over the last decade. In some re-
gions, authors were faced with shortages or
inadequacies in data and information which
have not always been possible to overcome,
particularly in relation to the financing of ba-
sic services. In regions where information and
analysis are more plentiful, the challenge has
been to sacrifice detail and diversity and to
draw out the main, cross-cutting common-
alities and trends. All chapters present con-
clusions on the main challenges to service
provision in the region, as well as recommen-
dations for the improvement of basic services
now and in the future.

On the basis of the conclusions and rec-
ommendations of the regional chapters, the
global conclusions chapter summarizes the
trends and challenges that emerge across
the world regions, and attempts to draw
out lessons on governance, management,
financing and partnership models. The con-
clusion then reaffirms the importance of ba-
sic services and the active participation of
local governments to the achievement of the
MDGs and the formulation of the post 2015
global development agenda. Finally, a set of
policy recommendations are addressed to
relevant stakeholders (local, national, and
international governments and institutions,
the private sector, and civil society) with the
aim of improving access to quality basic ser-
vices for all.



Basic services
are essential
for the
preservation
of human life
and dignity.
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AFRICA

Africa’s urban growth rate is unprecedented
in its history, and its future, like that of the
rest of the world, is urban. Between now
and 2050, its urban population will increase
threefold, from around 400 million people to
around 1.2 billion. This demographic shift
means, among other things, a huge chal-
lenge for local governments in the area of
basic service provision.

While efforts are being made to respond to
the rapid growth of the urban population,
changes have been neither sufficient, nor
fast enough. For the vast number of resi-
dents in informal settlements (where most
of this urban growth is taking place) in par-
ticular, improving health, welfare, educa-
tion and empowerment for women are all
dependent on improving access to water,
sanitation, waste collection, energy and
transport services.

Basic services are local by nature — serv-
ing local people, responding to local con-
ditions, dependent on local infrastructure.
They should, from a practical perspective,
be entirely, or at least partially, the concern
of local authorities. The extent to which
local governments are responsible for the
governance of network basic services in Af-
rica is the main focus of this chapter.

Institutional framework

Definition of roles and responsibilities in
basic service provision

African states are still young in institutional
terms, and efforts to adapt colonial struc-
tures and institutions to the social, econom-
ic and cultural realities of the continent are
a relatively recent phenomenon. The adop-
tion of democratic political systems and
political decentralization are giving birth to
new arrangements, with authority vested in
both central and local governments, and
permitting the emergence of new stake-
holders such as civil society organizations,
the private sector and community groups.
Local governments play a particular role as
the authority closest to the people. How-
ever, there is enormous variability across
Africa in the capacity of local governments,
and the partial commitment to decentral-
ization by most national governments has
impeded the improvement of service deliv-
ery.

Role of central governments

In all countries, the central government
takes charge of the upstream production
and generation of services and the linking
of production to consumption areas. It also
develops the overarching legislation and



EXECUTIVE SUMMARY

policy that governs the delivery of basic
services throughout the country. It is often
influenced in its standard-setting role by in-
ternational donor organizations, sometimes
with no reference to the local context.

In response to the capital intensive nature
of basic service support infrastructure, cen-
tral governments usually establish public
sector bodies, or utilities, to benefit from
economies of scale in the production and
delivery of services. In many cases, these
utilities take charge of all aspects of ser-
vice, except in countries where there is a
deliberate will to have local governments
involved in downstream delivery, as in
South Africa or Namibia. In these countries,
bulk water and electricity are delivered to
municipalities or regional entities which, in
turn, distribute them to end users. In many
cases, economies of scale require a more
collaborative approach between central
governments, the utilities and local govern-
ments, and affordability becomes a major
challenge.

Role of subnational or provincial govern-
ments

National governments tend to rely on sub-
national governments for integrated water
resource management, in particular, the
protection of water catchments and the
management of aquifers and river basins.
Subnational governments are also empow-
ered to plan and manage landfill sites but
most are ill equipped to fulfil these missions
efficiently, hence the need for a multi-level
governance approach, coordinating the in-
terventions of different tiers of governments
to improve efficacy and to avoid duplication
and fragmentation of efforts.

Role of local governments

The trend towards decentralization means
local governments have taken on greater
roles in basic service delivery to end users.
In East and Southern Africa, most cities buy

bulk water from official public (or private)
utilities and charge city-dwellers water tar-
iffs for delivery. In North Africa, more cities
are delegating service delivery to private
companies, but they still control the defi-
nition of delivery performance and water
tariffs. In Central and West Africa (with the
exception of Nigeria), public (or private) util-
ities are chosen by the central government
and carry out service delivery and establish
tariffs, bypassing city governments.

The access to, and management of, sani-
tation lag far behind the water sector. Many
major cities lack sewer systems and good
storm water drainage systems. Without
this infrastructure, sanitation provision be-
comes more difficult and, in most cities,
sanitation remains a major problem.

Local governments tend to be responsi-
ble for the collection and disposal of solid
waste, but often have limited funding and
weak management capacity. Local taxes
are mostly insufficient to cover costs, mak-
ing national government support necessary.
Throughout Africa, the provision and trans-
mission of electricity is a national responsi-
bility, and, in many cases, public utilities run
this service. In Northern and Southern Afri-
ca, however, many municipalities deal with
distribution, using it as a revenue source to
cross-subsidize other local services. Often,
service accounts are consolidated, mean-
ing that the electricity supply can be cut off
if bills for other services are not paid.

Many local governments have been autho-
rized to manage transport, and to build and
maintain roads within their jurisdictions.
However, most only set regulations and
control of private transport providers. Pub-
lic transportation is too challenging to be
mastered by local governments alone and
a collaborative approach between central
and local governments and, increasingly,
the private sector is most ideal.



In practice, there is considerable duplica-
tion in the work of central and local gov-
ernments, with ministries, rather than local
governments, holding operators account-
able for basic service delivery. The in-
volvement of international institutions and
partners contributes to this confusion — the
promotion of Sector-Wide Approaches (in
water, but also in some transport projects,
e.g. Bus Rapid Transit) managed by minis-
tries tends to ignore the subsidiarity prin-
ciple and encourages a narrow focus that
loses sight of the city as a whole.

Access to basic services

Many experts argue that a major reason for
Africa’s failure to reach MDG goals and tar-
gets is related to its lack of basic service
provision and to the lack of empowerment
and involvement of local governments in
basic service delivery (particularly water,
sanitation, electricity and solid waste).

Water and sanitation

Across the continent, almost two-thirds of
the population is estimated to have access
to “improved” water sources, and just over
40% to “improved” sanitation facilities. In
the context of rapid urbanization, there is
a growing urban gap between supply and
demand, and the share of those with piped
water is actually declining. While some cit-

ies have strategies to ensure that people
in informal settlements have access to at
least standpipes, this is not the norm. Most
African city-dwellers still rely on pit latrines,
often poorly maintained, or relieve them-
selves outdoors. Flush toilets are the ex-
ception in most cities.

Solid waste

While many cities have formal solid waste
removal systems, in others most waste is
disposed of by households through dump-
ing, burying or burning. Most cities lack
systems to move waste to transfer stations
(where they even exist) and to landfill sites
(which, when available, are seldom well-en-
gineered). Most engineered landfills are in
Northern Africa, South Africa, Botswana
and Zimbabwe. The rest of Africa relies on
open dumping, or on landfills that function
as open dumps because municipalities lack
the financial capacity to maintain them. The
need to comply with environmental regu-
lations is now pushing many central gov-
ernments to invest in landfill sites, using, in
a very few cases, the Clean Development
Mechanism under the Kyoto Protocol for
their financing.

Energy

In many major cities, less than 60% of
households have access to electricity,
and those that do contend with frequent

ﬁ 230/0 Northern Africa

280/0 Sub-Saharan Africa

Proportion of the 2011 population that gained
access to drinking-water sources since 1995 (%)

Source: Progress on Sanitation on Drinking-Water. 2013 Update. World Health Organization - Unicef.
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outages. Around 70% of Africa’s population
still uses solid fuels for cooking and heat-
ing, with a huge effect on the environment
and health.

Public transport

The uncontrolled sprawl of most African
cities has created a fragmented public
transport system. To reach what transport
there is, most people walk long distances
on unsafe roads. The private sector domi-
nates in urban transport, with stiff compe-
tition between informal minibus operators
and buses. Given massive congestion in
large cities, integrated transport and rapid
transport initiatives like Bus Rapid Trans-
port (BRT) have recently been implemented
in some cities. In South Africa and parts of
North Africa, tramways and railway trans-
portation are being developed. However, in
general, urban transport systems are inad-
equate.

Management and financing models

Management models of basic services
Historically, basic services in Africa have
been largely the preserve of central gov-
ernments, with local governments only
regulating, monitoring and, in some cases,
maintaining these services (with some ex-
ceptions). During the 1980s, in the context
of structural adjustment, there was a push
for privatization. In water and sanitation,
for instance, some international companies
developed a presence in various countries
in Africa in the 1990s, but their involvement
decreased in the 2000s. Full-scale privat-
ization has not become the norm. Where
private sector organizations are involved
(mostly in francophone countries), they
have involved management contracts to re-
vamp and integrate existing services.

Overall, the delivery of basic services is
still primarily managed through the public
sector, although with variations. There is
no single management model in the water

and sanitation sectors: around one-third
of African countries (mostly francophone)
have a national water utility; the rest have
decentralized water services to local level.
Models involving the participation of civ-
il society and the private sector have also
been adopted; and the role of small service
operators is increasingly important in areas
which currently lack service provision.

Of all the basic services under review, the
management of solid waste is probably the
most decentralized and fragmented. In al-
most all cities, the private sector (including
the informal sector) and civil society are
also involved.

In the vast majority of African countries, the
central government continues to manage all
aspects of the delivery of electricity. South
Africa is different: over 170 municipalities
are involved in the distribution of electrici-
ty. However, in twelve countries there has
been some degree of privatization, with a
range of models. Recently, many African
cities have been looking at solar initiatives
as a way of dealing with power shortages,
high costs or unreliability of electricity sup-
plied through the grid.

Local government financing of basic ser-
vices

To be able to take on the challenges that
rapid urbanization poses to Africa, an an-
nual investment of close to 5% of the con-
tinent’s GDP is required over the next 20
years. Current spending is half of that at
2.5% of GDP, two-thirds of which are do-
mestically sourced (USD3 billion a year).
The public sector is the dominant contribu-
tor to these investments and its resources
come from taxation or loans. The low level
of fiscal decentralization makes it difficult
for local governments in Africa to play a
significant financing role. Private sector
participation in basic service investment
funding remains very modest and the PPP
model promoted by the international com-



munity has only been implemented in cities
in middle-income countries, such as Jo-
hannesburg (South Africa) and Casablanca
(Morocco).

Existing and emerging challenges

The unavoidable role of small and medi-
um size service providers

A major problem for basic service gover-
nance in Africa lies in the dual nature of ur-
ban conglomorations, with informal neigh-
bourhoods alongside areas with formal
access to basic services. In these informal
areas, basic service provision will continue
to depend, for the foreseeable future, on
small independent operators from the in-
formal sector who provide services to the
poorest in society, often at a higher cost
than the official operator providing these
services in the richest neighbourhoods. Af-
rica’s local authorities must acknowledge
this fact and develop policies that manifest
a commitment to equality and inclusion and
promoting dialogue between all stakehold-
ers.

The partnership challenge

African countries and local governments
need to find ways of partnering with the
private sector. Local governments face
two important questions: how can they be
sure of the long-term economic viability of
the partnership? And, how can they equip
themselves to genuinely manage this part-
nership given that the private partner often
has more experience and training? At pres-
ent, almost no local government in Africa
is capable of facing this double challenge.
However, the example of Morocco, where
there is a state directorate to support lo-
cal authorities in negotiating Public-Private
Partnerships is an example of how this can
be achieved.

The planning challenge
The lack of regional planning and of spa-
tial and temporal coherence between var-

ious national, sectoral strategies for basic
network services is a critical problem for
basic service provision. Strategic basic
network service planning must go hand in
hand with land use planning at all levels of
governance. Given the impact of basic in-
frastructure in the increase in land value of
the area it serves, planning should also be
a tool for resource mobilization through the
capture of added land value deriving from
city development.

A momentum for alternative solutions
The immense backlogs in basic service in-
frastructure development compel African
cities and local governments to look for al-
ternative solutions to centralized grids and
networks. It is unrealistic to imagine that
whole cities will be served by such grids in
the near future. This is why semi-centralized
or decentralized solutions in water and san-
itation service provision, as well in energy,
have emerged. On-site solutions, increas-
ingly viable, present alternatives to basic
service provision by public authorities.

The affordability challenge

Addressing the costs of providing services
to city dwellers is a primary issue for local
governments. The cost of universal house-
hold connections to water and sanitation
networks is estimated at 1% of GDP, com-
pared with the estimated 6.5% GDP cost
of the lack of adequate access to these
services. In other words, given their sus-
tained GDP growth rate (beyond 4%-5%),
most African countries can build solutions
without waiting for outside resources. The
second issue is access for the poor. Afri-
can cities are among the most unequal in
the world. There is a huge divide in access,
with the poor paying more than the rich for
lesser quality services. This is why local
governments should implement pro-poor
policies using cross-subsidies.
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Adapting to climate change

Climate change has serious current and
potential consequences for African cit-
ies, as is evident in recurrent episodes
of flooding, coastal erosion, storm surg-
es and drought. Both central and local
governments are inadequately prepared.
There is an urgent need for bold steps to
improve the resilience of cities, in great
part through the provision of adequate
protective infrastructure such as storm
drains and all weather roads. This is an-
other compelling reason for the proper
provision of basic services to the urban
poor, who live disproportionately in the
areas most vulnerable to extreme weather
events.

Conclusions and recommendations

Ten conclusions and recommendations on

the governance of basic services in African

cities follow:

= Access to basic services is key to
improving the living conditions of
city-dwellers, the effectiveness of local
businesses, the attractiveness of cities
and, in the end, the competitiveness of
national economies.

= Progress in access to basic services is
positively linked to the greater involve-

ment of local government in their provi-
sion and delivery.

Progress is also much better when there
is a multi-level, collaborative approach
in the provision and governance of basic
services.

The infrastructure needed for providing
basic services is capital intensive and
requires the intervention of the state for
its funding.

In African cities, it is common for the
maintenance and management of basic
service infrastructure to be neglected
because of the poorly defined allocation
of responsibility among different levels
of government, with consequences for
access and efficiency in service delivery.
One of the main problems facing basic
service provision in Africa is the lack of
planning for support infrastructures as-
sociated with land use planning. Long
term strategic city planning should be-
come routine in all cities so that infras-
tructure development occurs in a coor-
dinated, coherent and timely manner.
Local governments throughout Africa
struggle with huge urban growth, which
creates moving targets in service de-
livery and a constant shortage in the
funding necessary to keep up with de-
mand.
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The affordability of basic services
for the majority of city-dwellers is a
daunting problem for local authorities,
complicated by the tension between
rights-based and market-based solu-
tions for delivery.

The recourse to taxation, tariffs and
transfers (the 3Ts) to finance the pro-
vision of basic services relies more on
grants from central governments and
transfers from donor community in order
to cope. Given the financial limitations of
most of central and local governments
there has been a move towards Pu-
blic-Private-Partnerships (PPPs), thou-
gh these have experienced a downturn
after the financial and banking crisis of
2008. Furthermore, upfront develop-
ment expenses before PPP implemen-

tation are huge. Hence, the need for a
strong capacity building program for
African cities to acquire the skills nee-
ded to negotiate and manage PPP con-
tracts and to improve public regulation.
For the time being, most African cities
continue have a dual system of service
delivery, formal and informal. This must
be recognized with local policies that
accommodate and interface the two
systems in a single whole city delivery
policy. All service delivery should be
people-centred, guided by the princi-
ple of reality, the diversity of solutions,
and the choices of citizens following a
democratic debate. In that sense, the
basic services debate is at the heart of
democracy.
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ASIA-PACIFIC

The 63 countries and territories of the
Asia-Pacific region are home to 4.2 billion
people, more than half the world’s popu-
lation. This report is based on information
from 17 countries that reflect the diversity
of the region and, with it, the challenge of
making generalizations that apply to every
local government. The region includes
countries as affluent as Australia and Ja-
pan, rapidly developing middle income
countries like India, Indonesia and Thai-
land, and several low income countries like
Bangladesh and Nepal. Some of these low
and middle income countries still pose a
tremendous challenge to the ability of gov-
ernments to deliver local basic services.
45% of the region’s people live in urban ar-
eas, and this urban population is increasing
at arate of 1.8% a year, greatly accelerating
the demand for services. Almost a third of
city-dwellers live in slums, an indication of
the depth of the inequalities in the context
of rapid economic growth. In lower income
countries, it is not uncommon for more than
half of urban residents to live in slums and
informal settlements, most of them without
access to basic services.

Despite considerable investment, many
large cities in the region suffer from air and
water pollution, traffic gridlock, intermit-
tent water supplies, power brown-outs
and uncollected waste. In many countries,

service provision in towns and small and
medium-sized cities is even worse. The
situation is exacerbated by climate change
and the increasing frequency of destructive
weather events in the region.

Institutional framework

Local basic services in the Asia-Pacific re-
gion are provided by more than a million
local governments, which typically share
responsibility for providing water, sanita-
tion, transport, energy, solid waste man-
agement, slum improvement and disaster
preparedness with central governments.
The allocation of the authority and pow-
er to organize these basic services takes
the form of deconcentration (as in China,
Pakistan, Sri Lanka and Vietnam), delega-
tion (Bangladesh, Cambodia, Fiji, Malay-
sia and Nepal) and decentralization/devo-
lution (Australia, India, Indonesia, Japan,
Korea, New Zealand and the Philippines).
In deconcentrated systems, the central
government assigns tasks to hierarchical
units led by appointed officials who act as
agents of the centre. In delegated systems,
authority and power can be exercised by
elected officials but their autonomy is lim-
ited. In devolved systems, the central gov-
ernment transfers wide-ranging powers to
local Governments for the management of
local affairs. China and Vietnam are special



cases where governance is centralized but
local authorities benefit from a significant
degree of autonomy that enables them to
provide basic services.

Provision of water and sanitation usually
involves collaborative efforts between var-
ious government agencies. Typically, cen-
tral government agencies are charged with
the management and protection of water
resources, ensuring water quality, con-
structing infrastructure, and enforcing per-
formance standards. Special Public Author-
ities (SPAs, also called government owned
or controlled corporations, public utilities
or parastatals) granted with autonomous
powers to manage and deliver services in
many provinces and large cities. In towns
and small cities, many small providers de-
liver water, while public-private partnership
(PPP) schemes are used in some metro-
politan areas.

In all Asia Pacific countries, sanitation
standards are set by central government
agencies. In big cities, sanitation is often
combined with water provision and man-
aged by autonomous Special Purpose
Authorities (SPAs). In smaller cities where
many people use pour/flush latrines, local
governments usually rely on private com-
panies to provide sanitation services.

Roads in most Asia-Pacific countries are
classified as national or local, and managed
by the corresponding level of government.
Transport systems range from privately
owned vehicles (like cars and motorbikes)
to light or heavy rail-based systems. Typ-
ically, central government agencies set
transport policies and safety standards. A
few metropolitan governments run bus net-
works and rail-based transit systems, but
most bus companies are privately owned.

The main form of energy used in Asia-Pacif-
ic is electricity. Policies for electricity provi-
sion are set by central governments or state/

provincial governments. In some countries,
electricity is provided by public utilities but,
increasingly, it is provided by private compa-
nies supplying energy to national grids.

In most Asia-Pacific countries, policies on
solid waste management are promulgated
by central or state/provincial governments,
while the collection of solid waste is usually
carried out at the city or municipal govern-
ment level, either by sanitation departments
or private partners. There are some met-
ropolitan governments where solid waste
disposal is managed collaboratively be-
tween neighbouring cities and municipal-
ities. Local government services are often
supplemented by community-based efforts
in solid waste collection, sorting, recovery,
recycling and composting.

Most Asia-Pacific countries have adopted
slum improvement policies and programs.
Many cities and municipalities have housing
programmes but, in general, their efforts are
hampered by a lack of funds, inappropriate
or irrelevant planning and housing stand-
ards, a lack of serviced land, and legal and
institutional constraints on the use of private
property. Often, slum improvement is carried
out by slum-dwellers themselves with the
help of local or international agencies.

With the increasing frequency and severi-
ty of disasters in many Asia-Pacific coun-
tries, most central governments have set
up disaster preparedness programs. Lo-
cal governments supplement these efforts
with a special focus on community-based
groups, especially those occupying dan-
gerous areas. Often, civil society and com-
munity-based groups participate actively in
disaster preparedness programs.

Management and financing
Management models

Management models for basic services vary
considerably across the region and gen-



EXECUTIVE SUMMARY

eralizations can be difficult. Nevertheless,
some broad patterns can be observed.

In the countries which face the greatest
challenges in providing basic services, lo-
cal governments tend to deliver services
though in-house departments. Most face
financing and technical challenges, weak
management capacities, and a lack of trans-
parency, which result in inefficient or inad-
equate service delivery. In higher-income
countries, SPAs, or public utilities, have
been used to great success. Their high de-
gree of autonomy and financial manage-
ment capacities have allowed them to man-
age projects demanding large investments,
wide geographic coverage, and complex
management approaches.

councils and territorial authorities in New
Zealand).

City Cluster Development (CCD), a form
of collaborative agreement recently intro-
duced in Sri Lanka and India by the Asian
Development Bank (ADB), allows auton-
omous local governments to link basic in-
frastructure like roads, water and sanitation
in an urban cluster. Recent ADB initiatives
have shown that CCDs benefit from econ-
omies of scale by clustering investment in
productive nodes, reducing transaction
costs, and attracting skilled labour and
managerial talent.

While few basic services in the region are
provided independently by large private
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A management method that is being in-
creasingly employed in the region is the use
of collaborative agreements between levels
of government. Such arrangements include
joint efforts by local governments to for-
mulate and adopt area-wide development
plans, pooling resources to set up and
manage basic services (like landfills and
incineration plants), agreements to protect
the environment, or setting up amalgamat-
ed local government bodies (i.e., regional

sector operators, there is an increasing
use of public-private partnerships (PPPs)
in middle-income countries. Usually, the lo-
cal government provides up-front financing
and private partners act as shareholders
and co-managers of joint ventures. Projects
may employ local staff as well as foreign
high level technical, financing and manage-
rial officials. Working relationships between
partners are formalized through contracts
that define the respective roles and respon-



sibilities of the partners. Outcomes have
been good on the whole, although there are
exceptions.

Many local governments in the Asia-Pacific
region have also entered into public-NGO
partnerships for the delivery of basic ser-
vices. Some NGOs started out as militant
activist groups, critical of government pol-
icies, but many now cooperate with govern-
ments. Their activities supplement public
programs in solid waste management, af-
fordable housing, environmental conserva-
tion and sanitation.

Where the private sector provides services
independently, this usually involves small
operators, often within the informal sector,
catering to the needs of low-income resi-
dents for transportation, solid waste man-
agement, sanitation, energy, and slum im-
provement service. Rickshaws and three
wheeled vehicles, for instance, may be
available for hire where there are no pub-
lic transport options, and waste pickers,
earning money by recycling usable items,
are a common alternative to municipal sol-
id waste systems. Private companies also
empty septic tanks where there is no trunk
sewerage. However, unregulated private
enterprise can also create problems. Trans-
port providers contribute to road conges-
tion, air pollution and high accident rates;
waste collectors may only collect useful

items and scatter other types of waste;
water vendors in slum areas often charge
higher rates than public utilities and some-
times sell contaminated water; and septic
tank service providers have been known to
dump effluent in rivers and streams.

Financing basic services

The financing of infrastructure in Asia-
Pacific is dominated by central and state/
provincial governments. Local govern-
ments have little capacity to raise funds for
day-to-day operations and infrastructure
investment. The private sector, through
PPP schemes, is starting to venture into
infrastructure finance, but faces complex
government regulations. In recent years,
domestic banks and other financial institu-
tions have started to finance projects, but
many local officials are reluctant to borrow
for infrastructure financing because they
lack knowledge of, and competence in,
credit financing.

Credit financing procedures are often very
complicated. Borrowing is often limited
(e.g. it must not exceed 30% of project
costs in China, or 5% of current budget ba-
lance sheets in Malaysia). In India and the
Philippines, local governments must obtain
acceptable credit ratings from public and
private entities. In all countries, internation-
al loans involving foreign currencies require
a sovereign guarantee.

Population
live in urban
areas

45%

21.8%

Urban
population
a year
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Most local governments are not authorized
to collect income, payroll or general sales
taxes. Only a few local governments are
empowered to collect property taxes. In-
come from local enterprises such as public
markets, barely meet operation and main-
tenance costs. In China and Vietnam, local
governments have financed infrastructure
by “monetizing” land values, but other Asia
Pacific countries have difficulty doing this
because most land is privately owned.

Some local governments seek to make ba-
sic services sustainable by collecting user
tariffs. Most get good returns from the elec-
tricity, water, and transport sectors where
consumption is easier to measure. How-
ever, user tariffs are often difficult to collect
for sanitation and solid waste services, es-
pecially from people living in slum areas.

PPP financing has been used in Asia-Pacific
for water and sanitation, electricity, trans-
port, and solid waste management. In most
PPP projects, investments are made by the
private sector, while governments make
contributions in the form of public land or
provide capital subsidies, tax breaks or
guaranteed annual revenues.

The notable success of some PPP schemes
in Asia-Pacific does not mean they have
been trouble free. Problems include the
following: some PPP projects are over-de-
signed and over-built because private
partners tend to use the latest technolog-
ical approaches, which can be expensive;
some projects are built in one stage instead
of in several stages, which often increases
costs; local governments often find it hard
to manage projects after the private part-
ners move on because staff development
programs are not included in the schemes;
the benefits from PPP projects tend to be
inequitably distributed among a city’s pop-
ulation since the poor often cannot afford
tariff charges); and PPP projects using for-
eign currency loans become expensive

when foreign exchange rates fluctuate and
local currencies are devalued.

Access to basic services

Based on a survey of a sample of ASCAP
cities, there appears to be a positive corre-
lation between the degree of decentraliza-
tion and the level of basic services. How-
ever, the main factor influencing access to
most services in Asia Pacific is the level of
economic development, as measured by
per capita GDP.

In high income countries like Australia, Ja-
pan and Korea, for instance, 100% of the
population has water piped to their premis-
es and access to adequate sanitation facil-
ities. By contrast, in Bangladesh only 6%
have piped water; and in Cambodia only
28% have access to adequate sanitation.
While the water and sanitation informa-
tion provided by the 2012 WHO-UNICEF
Joint Monitoring Program (JMP) points
to increasing coverage in the region, with
a number of countries “on track” to meet
full coverage for adequate provision, this
information also appears overly optimistic
in many cases, reporting rates exceeding
those reported by Demographic and Health
Surveys. The standards used to define ad-
equacy can also be misleading in many
urban settlements, where density often
affects the suitability of theoretically ade-
quate solutions. Provision in many urban
slums remains dire. In India, for instance,
almost 20% of urban residents still rely on
open defecation, and less than half have
access to toilets connected to drains; in
Karachi, Pakistan, water is supplied for an
average of four hours a day.

Electricity consumption in Asia Pacific is
similarly related to levels of economic de-
velopment, with high income countries hav-
ing 100% electrification rates but less de-
veloped countries having only intermittent
power supplies. In a number of countries,



less than half the population has access
electricity. At the same time, residents in
some Asia-Pacific cities with high numbers
of people in poverty (like Manila) pay the
highest electricity tariffs in the region.

The private car remains the main transport
mode in high income countries. Some cit-
ies have introduced rail-based rapid transit
and bus rapid transit systems, but tariffs are
usually too high for low income people. An
alarming trend in many Asia-Pacific cities is
the rapid increase in the use of motorcycles
and three wheelers, which are associated
with high accident rates and road conges-
tion.

Solid waste management continues to be
a problem in the region, despite the fact
that, on average, each person generates
only 1.05 kg of waste per day, compared to
4.0 kg per day in North America. Only about
63% of local governments in Asia-Pacific
have solid waste management programs.

increase in the urban population, with its
associated demands for improved provi-
sion, will continue to overwhelm urban gov-
ernments. In countries facing aging popu-
lations, there will be increased demand by
dependent people for particular services.

Many of the economies of Asia-Pacific
countries, especially those that are export
oriented, are vulnerable to global econom-
ic crises. Countries fearful of local gov-
ernments’ independent spending are likely
to re-centralize authority and power in the
context of economic crises. This, in turn,
will weaken the ability of local governments
to provide services.

Delivery of basic services in Asia-
Pacific will be seriously challenged by
environmental problems, particularly
rising sea levels and destructive weath-
er events. Many Asia-Pacific countries
are located in the “Ring of Fire,” where
earthquakes and other disasters are

20/0 Japan
23% Bangladesh

Proportion of the 2011 population that gained
access to drinking-water sources since 1995 (%)

Source: Progress on Sanitation on Drinking-Water. 2013 Update. World Health Organization - Unicef.

Many cities rely on open dumps rather than
sanitary landfills. The problem is particular-
ly acute in slum areas, which are seldom
served by municipal systems.

Existing and emerging challenges

While population growth has been declin-
ing in the Asia Pacific region, the persistent

frequent. Some Pacific Island coun-
tries are losing land to rising sea lev-
els. Port cities in the Asia-Pacific are
also vulnerable to rising sea levels and
weather-related disasters.

Economic and social inequality among social
groups, and between growing and lagging
areas, is widening in the Asia-Pacific. The
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550 million or so people who live in slums
are glaring proof of this inequality. In many
cities, the rich enjoy modern services in gat-
ed communities, while most slum dwellers
lack basic necessities. The increasing ine-
quality may cause social unrest.

Conclusions and recommendations

Central governments dominate the deliv-
ery of basic services, but it is local govern-
ments that are closest to the people and lo-
cal officials who are best placed to develop
practical solutions. In order to support the
principle of subsidiarity, however, local gov-
ernments need adequate financial, mana-
gerial and technical-professional resources
to deliver basic services. Governance re-
forms are needed, including legislation to
change institutional and legal frameworks
to grant more authority and power to local
governments.

Comprehensive regional development plan-
ning should be used to integrate the deliv-
ery of basic services in metropolitan areas
to avoid fragmentation and achieve coordi-
nation and cooperation.

With their autonomous status, SPAs avoid
many of the problems associated with tra-
ditional city or municipal operations, such
as overly bureaucratic procedures, admin-
istrative fragmentation, and over-staffing.
When established as special purpose ve-
hicles in PPP schemes, they have been
shown to function as effective mechanisms
for managing basic services.

In many Asia-Pacific countries, the main
challenge facing local governments is how
to provide local basic services through tra-
ditional government departments or units.
Local governments should monitor and
evaluate local needs and provision op-
tions, and adopt service delivery systems

appropriate to the local context. In the
more technologically advanced countries
in the region, many local governments are
shifting from the role of “service provider”
to that of “service buyer,” while some city
governments, after long experiences using
private service providers, are considering
the “re-municipalization” of basic services.
Local governments need to adopt collabo-
rative arrangements to increase local reve-
nues and strengthen their abilities to finance
infrastructure projects. They should coordi-
nate tax rules and regulations on common
methods of property assessment, common
tax rates, common incentive schemes to
attract investors and common tax collec-
tion schemes. They should pool assets to
improve their credit ratings, enabling them
to borrow to invest in large infrastructure
projects.

Local basic services need to be delivered
in an equitable way, with special attention
given to meeting the needs of the poor and
marginalized groups. Services provided to
these groups by NGOs and CBOs should
be integrated into government delivery
mechanisms. The active participation of all
segments of society is an important factor
in service provision. In many Asia-Pacific
countries, consultation with citizens has
proven useful, both in eliciting inputs during
program formulation and in gathering feed-
back from the public about actual perfor-
mance.

The setting up of “one stop” service centres
by local governments to gather information
from service users and respond to com-
plaints and suggestions should be encour-
aged. Experience in the Asia-Pacific region
also shows that the efforts of NGOs and
community organizations need to be inte-
grated into municipal service delivery sys-
tems to reach difficult to serve communities
of the urban poor.



EURASIA

After the breakup of the Soviet Union, the
Eurasian countries under review (Armenia,
Georgia, Belarus, Kazakhstan, Kyrgyzstan,
Moldova, Russia, Tajikistan, Ukraine and
Uzbekistan) were left with sufficiently de-
veloped water supply and sanitation, dis-
trict heating and urban public transport. In
terms of the share of population with ac-
cess to these basic services, levels were
almost comparable to those in developed
countries.

Though infrastructure created during the
Soviet period was characterized by high
capital intensity and energy consumption,
service delivery was reliable. At that time,
the major shortcoming stemmed from the
fact that infrastructure facilities were de-
signed with unreasonably high levels of
consumption of water and heating in mind.
This resulted in a situation in which public
utilities in Eurasian countries had to bear
significant overheads and other costs relat-
ed to the maintenance of a redundant in-
frastructure that were not covered by user
tariffs.

In contrast to other basic services, little at-
tention was paid during Soviet rule to the
management of solid waste. Solid waste
infrastructure facilities were financed from
state budget transfers, while operating
costs were mostly covered from high tar-

iffs set for industrial users on the basis of
cross-subsidies.

The break-up of the USSR triggered numer-
ous structural changes in the public sector
in the countries of the Eurasia region. The
absence of any renewal of fixed assets
caused a deterioration of the quality of
public services as well as a rise in the acci-
dent rate in utility facilities and networks. In
many cities, water supply services became
unsustainable. Facilities for waste water
treatment and solid waste disposal stopped
working. District heat services were discon-
tinued in many cities of the Caucasus and
Central Asia, including in capital cities.

Over the past decade, the degradation of
the utility infrastructure in most countries
has been halted and, to some extent, re-
versed. Governments in region have adopt-
ed a range of legislative, institutional and
economic measures aiming to reform ur-
ban basic services, provide incentives for
enhanced efficiency of service provision
and encourage an enabling environment for
public participation. Despite these efforts,
public service provision often fails to reach
the levels of the Soviet period. For example,
the capital cities of Armenia (Yerevan) and
Georgia (Tbilisi) are currently experiencing
enormous difficulties in providing heating
services.
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Institutional framework: responsibilities
of local government in basic service
provision

In most countries of the Eurasia region, lo-
cal governments are allocated responsibil-
ity for the provision of water and sanitation
(with the exception of Armenia and Geor-
gia), district heat supply (with the excep-
tion of Moldova and Tajikistan), solid waste

issues relating to tariff policy for public
services.

Despite the implementation of decen-
tralization reforms in most countries of
the region, and the development of local
self-governance, decentralization pro-
cesses are frequently inspired by the wish
to get rid of the excessive centralization
inherited from Soviet times, rather than by
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management, and intra-urban passenger
transportation services. A survey of rep-
resentatives of cities in Russia, Armenia,
Georgia, Ukraine, Moldova, Kyrgyzstan,
Kazakhstan, Tajikistan and Uzbekistan re-
vealed that responsibility for the provision
of basic services falls to municipal govern-
ments in 88% of cases. Central and region-
al governments play a minor role.

At the same time, in most countries, al-
most all regulation of basic services is the
domain of central government (with the
exception of the haulage and disposal of
solid waste and passenger transportation
services, in some countries). State or re-
gional public authorities, or specially cre-
ated national regulatory bodies, tackle the

an understanding of the advantages of a
proper distribution of authority between
various levels of power. As a result of de-
centralization reforms, many local author-
ities had to assume the responsibility for
the provision of basic services without the
relevant authority or resources required to
do so successfully.

Access to basic services

In the 1990s, the countries of the Eura-
sia region witnessed a general decline
in the access of the population to pub-
lic services and a downward trend in
service quality. In the past decade the
situation, as noted, has stabilized and
shows some signs of improvement.



Water supply and sanitation

Access to water and sanitation services
varies greatly across the region. More
than 75% of the urban population in Rus-
sia, Belarus, Armenia, Kazakhstan, Uz-
bekistan, and Ukraine has access to wa-
ter and sanitation services. The highest
proportion of the urban and rural popu-
lation with access to a centralized water
supply and sanitation is found in Russia,
at 100% in cities and 96% in small towns
with less 10,000 residents, but even here
only 31% of rural settlements have ac-
cess to a piped water supply. Access
rates for piped sanitation services in Rus-
sia are 100% in cities, 82% in small towns
and 6% in rural settlements.

More than half of the population in Kyr-
gyzstan and Uzbekistan lack access to
reliable sources of drinking water, and a
major part of the urban and rural popu-
lation gets water according to a fixed
schedule (whether delivered or supplied
via pipelines). In Georgia, most settle-
ments also suffer from interrupted water
supplies. Inadequate access to drinking
water is a significant problem in Moldo-
va and Tajikistan, especially for poor and
rural populations. Access to improved
sanitation (piped sewers, slab-covered
pit latrines or toilets connected to septic
tanks) is insufficient in Central Asia.

Heat supply

District heat supply systems, drawing on
piped steam or hot water from centralized
plants, are widely used in Russia, Ukraine,
Belarus, Kazakhstan, Uzbekistan and
Kyrgyzstan. Over 70% of housing stock
relies on these systems in Russia, over
60% in Ukraine, and above 50% in Bela-
rus and Kazakhstan. According to nation-
al policies, the countries plan to gradu-
ally increase the proportion of the urban
population with access to district heating
by constructing thermal power plants and

introducing innovative high performance
technologies.

Public transport services

In all countries of the region, except for
Kazakhstan, there has been a decline in
the quality and use of public transporta-
tion as a result of such factors as fare in-
creases, deteriorating service and grow-
ing levels of car ownership. Over the past
two decades, the only type of transport
to have experienced a slight increase in
investment and construction is under-
ground railways.

Solid waste management

Waste management in Eurasia, as a rule, is
limited to collection and transportation of
waste to be dumped in landfills. Waste is
not “managed” in the modern sense of this
term. Delays in collection, non-sanctioned
landfills and illegal dumping are common
problems for most countries in the region.

The legal regulation of waste management
in the Eurasian region is targeted mainly
at environmental pollution, rather than the
reuse and recycling of solid waste. Most
countries lack a system of separate collec-
tion for different kinds of waste. However,
a number of cities of Russia, Ukraine, Ka-
zakhstan, Belarus and Uzbekistan have be-
gun to implement selective collection, sort-
ing, and recycling.

Management and financing

Management models

In Eurasia, there are positive trends in the
evolution of management models, and
most local authorities select the models
they find most appropriate for managing
the enterprises that provide basic services.
At the same time, local authorities gener-
ally lack the power to set tariffs for servic-
es, which makes it difficult for them to fulfil
their responsibilities for provision.
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In almost every country in the region water
supply and sanitation facilities are owned
by municipalities or higher-tier govern-
ments. In Kyrgyzstan, Tajikistan, Ukraine,
Belarus and Russia, most water is provided
by state- or municipally-run public utilities.
In Armenia and Georgia, water supply and
sanitation systems are managed by pri-
vate operators. In Russia, about 25% of
the population is provided with water and
sanitation by private operators under PPP
contracts.

Access to
District Heating

The heat supply situation varies across
Eurasian countries. In Russia, Kazakhstan,
Uzbekistan, Ukraine and Kyrgyzstan, the
heating market is patchy, with segments
under the control of various owners, includ-
ing joint stock companies (privatized or with
a stake held by state) that own large com-
bined heat and power sources and heat-
ing pipes from combined heat and power
plants, and state or municipally owned util-
ities that, generally, hold low-power heat
sources (municipal boiler houses) and heat
distribution networks. In Belarus and Tajik-
istan, the practice of vertically integrated
heat providers, centrally controlled and lo-
cally operated, continues, though there are
fewer than in the Soviet era.

The models applied for managing the utili-
ties engaged in solid waste management
vary between countries. In Uzbekistan and
Kyrgyzstan, these services are provided by

municipal agencies or utilities authorized
by local governments. In some cities, pri-
marily in Uzbekistan, Russia, Ukraine, Ka-
zakhstan, Armenia and Georgia, local gov-
ernments rely on private operators for the
collection and removal of solid waste.

In the sphere of public transportation, the
proportion of municipally owned transport
is minor — all electric vehicles and some
buses. Private operators dominate the taxi
and bus markets. Municipal governments
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typically seek to encourage private involve-
ment in the provision of passenger trans-
portation services, with the aim of incentiv-
izing demand-based competition.

Financing

Regardless of the form of enterprise man-
agement (state, municipal or private), most
of the enterprises providing basic services
in the countries of the Eurasian region are
faced with a shortage of finance. Our sur-
vey of local government leaders revealed
that representatives of all cities are of the
view that there are serious financial prob-
lems with regard to basic service provi-
sion: 31% of respondents reported a lack
of funds for even basic operational activity;
53% emphasized that the funds available
could hardly cover the operational activity;
and only 16% confirmed that enterprises
and the city had enough funds to both cov-
er costs and to invest.



Role of the private sector

Private operators are being attracted to the
utility sector in the Eurasian region, and
various models of public-private partner-
ship (PPP) are in operation. This approach
is practiced primarily in Russia, Ukraine
and Armenia. Over recent years, both the
legal and institutional conditions neces-
sary for the implementation of PPP projects
have been established. The legislation of
Kazakhstan is also geared to the develop-
ment of PPP mechanisms, and the country
plans to implement pilot PPP projects in the
urban heat supply sector in 2013.

The most widely used forms of private sec-
tor participation in the utility sector in the
region are lease contracts. In this model,
a lessee assumes responsibility, not only
for management, but also for the collec-
tion of payments for services. Authorities
remain responsible for investments, which
can be made, partially or fully, using lease
payments. There are also cases where the
private operator is also responsible for in-
vestments under lease contracts.

In terms of PPP development, Eurasian
countries can be divided into four groups:

Armenia and Russia: The involvement of pri-
vately owned enterprises in the water and
sanitation sector is common in these coun-
tries. Despite different forms of cooperation
between businesses and authorities, public
private partnerships have generally been
successful in these countries.

Georgia, Kazakhstan and Ukraine: Recently,
these countries have been doing a lot to try
to attract privately owned enterprises to the
utility sector. However, the involvement of
private companies in this sector is still rare,
with only a few examples.

Kyrgyzstan, Moldova, Tajikistan and Uzbek-
istan: In these countries, the participation
of private sector in basic services provi-

sion is either non-existent or very modest.
However, there is a sound basis for private
involvement due to the decentralization of
utility management.

Belarus: This country has a centralized na-
tional system that manages the utility sec-
tor. All responsibilities in the sector rest with
the state authority. Privately owned com-
panies are not welcome in the utility sec-
tor and, moreover, it would be impossible
to attract them without radical institutional
changes.

Existing and emerging challenges

Despite significant efforts in the region to
reform the frameworks for basic services
and improve efficiency, there is a long way
to go to solve the problem of universal ac-
cess to quality basic services. Constraints
include rising energy prices, inadequate
financing, and substantial deterioration of
infrastructure due to a lack of support by
higher-tier governments.

Increasing energy costs in the utilities
sector mean that user tariffs are dedicat-
ed to covering these price rises, rather
than to investment in repairs of worn-out
utility infrastructure.

The chronic shortage of financing of basic
services is one of the crucial causes of their
low efficiency. Tariffs and collection rates in
some countries (especially in Central Asia)
are too low, meaning that investments to
improve efficiency cannot be made. Most
of the revenue of basic service providers
comes from user tariffs, with the remainder
provided with the help of state transfers.
Repayment financing from private sources
is still very insignificant.

In most cases, the condition of basic ser-
vice infrastructure is worn out and fails to
meet the requirements for sustainable, high
quality basic service provision. This has
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also led to growing accident rates, disrup-
tions to service provision, over-spending of
material and technical resources, and an
inefficient use of energy and water. Dete-
rioration in the quality of services observed
over recent years in the region is, as a rule,
the first sign that their fixed assets have not
been adequately maintained.

The importance of ensuring a reliable wa-
ter supply and the reduction of pollution will
only increase in the context of global climate
change. Some countries in the region are
already experiencing an acute shortage of
water (Kazakhstan, Turkmenistan and Uz-
bekistan). This shortage is even a problem
for some regions in countries “rich in water
resources” (for example, southern parts of
the Russian Federation and Ukraine).

Conclusions and recommendations

Decentralization: at present, in most coun-
tries of the region, centralization process-
es are underway. Government statements
concerning the legal decentralization of ba-
sic services contradict the centralization of
decision-making witnessed on the ground.
Legal decentralization of authority over
basic services should be accompanied by
both administrative and financial authority
and capacities. Decentralization also re-
quires the co-financing of basic services at
the local level and tariff policies designed
with due regard for people’s ability to pay.
The small scale of basic service provision
at the local level and the poor competen-
cies of local managerial staff should be ad-
dressed, not through the transfer of author-
ity to “higher echelons of power”, but rather
by developing horizontal links in the form
of inter-municipal cooperation and private
sector partnerships.

Increase in the financing of basic
services and an improvement in the in-
vestment climate: the task of attracting
investment in basic services is essential
to enhancing the level and quality of ser-
vices. The major challenge in the region is
to improve tariff regulation, increase cost
recovery through user tariffs, and target
state assistance to low-income house-
holds. Moreover, to improve the investment
climate, it is necessary to create a system
of incentives for service providers to cut
expenses, modernize their operations and
enhance the level and quality of services.
Verification of the financial sustainability of
basic services should be a central consid-
eration when setting tariffs and schemes to
support access for low-income households
should be established or strengthened.

Attention to maintenance: it is most im-
portant to prevent the further deterioration
of fixed assets by conducting repairs and
renovation, since these costs will only grow
if investment is delayed.

Improved multi-level governance: many
challenges in basic service provision are
of both local and national concern. The
accessibility and quality of basic servic-
es in Eurasian countries is crucial for the
political survival of both local and national
elites. It is important that this should not re-
sult in centralization and the concentration
of power at the state level. It must instead
contribute to the development of well-bal-
anced policies based on the decentraliza-
tion of responsibilities and resources, with a
parallel creation of national mechanisms to
encourage the development and moderni-
zation of services through legislative frame-
works and state programmes to support
local reforms.



EUROPE

Unity and diversity

Compared to other world regions, Europe,
with its small area and average population,
has a relatively high density of inhabitants.
European countries have a long history of
free local government administration on the
one hand and, on the other, of public serv-
ices. This report presents an overview of the
provision of basic services in the European
Union and in three other non-EU countries.
Across Europe, local public authorities
have responsibilities for basic public serv-
ice provision and management. Local basic
services are the expression of an essential
dimension of local autonomy.

In Europe, the basic services under analysis
are described as “public services” or “serv-
ices of general interest” (SGI). The specific
history, traditions, culture and institutions
in each country continue to mark the na-
ture and evolution of these services across
the continent. The definition of basic public
services, as well as their level of geographi-
cal provision, the authorities responsible for
them and the economic and management
models (public, mixed, private or associa-
tive), vary across Europe.

Amidst national diversity, there is a pro-
found unity in Europe as regards basic pub-
lic services. In each European state, these

services are subject, not only to common
competition law and market rules, but to
specific laws regarding their organization
and regulation. These common rules have
the following aims: guaranteeing the right
of each inhabitant to reach essential goods
or services; building European solidarity;
ensuring economic, social and territorial
cohesion; taking into account long-term
considerations; and creating the conditions
for economic, social, environmental and
sustainable development. These objec-
tives of general interest are at the heart of
the system of values which characterizes all
European countries.

There are three major trends at work in

shaping basic public services in Europe:

= National histories, traditions and institu-
tions, which continue to mark modes of
organization and regulation.

= Sectoral logic, i.e. telecommunications,
electricity, water, and transport cannot
be organized in the same way or be sub-
ject to the same rules.

= The process of “Europeanization” of
basic public services over the past 25
years. This does not mean that all serv-
ices are regulated or organized centra-
lly (due to the principle of subsidiarity).
Europeanization works in parallel to na-
tional traditions and the specificities of
each sector.
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Today, there is a European Acquis (body of
shared law) in the field of public services
that defines the framework for the organ-
ization of basic services and gives clear
guarantees to local governments (see Box 1.
in the Europe Chapter of the full report).

Institutional framework: the
responsibilities of local authorities

In Europe, basic services are at the heart

of multiple and complex tensions between:

= Balancing the realization of an idealized
common internal market with the fact
that basic public services are anchored
in specific local areas that have their
own needs and objectives;

= Fulfilling public service obligations, in
general and for each precise sector, to
carry out “particular tasks” defined by
public authorities to meet general inte-
rest objectives;

= |mplementing the subsidiarity principle
in the context of shared authority be-
tween European, national, regional and
local levels in order to offer optimal pu-
blic services;

= Working towards the objective of
economic, social and territorial cohe-
sion of the EU.

Basic public services in Europe continue
to be defined, organized, commissioned,
financed, controlled and regulated in di-
verse political, administrative, economic,
geographical, demographic and cultural
contexts. In almost all European countries,
the responsibility for water and sanitation
management falls under the jurisdiction of
municipalities or other local institutions.
Municipalities are also generally responsi-
ble for municipal solid waste collection and
transfer, though the recycling, treatment
and disposal of solid waste sometimes
falls under the jurisdiction of other authori-
ties. Responsibilities also vary according to
waste type (hazardous or non-hazardous,
municipal, industrial, agricultural, commer-

cial, or construction). The (re)organization
of waste services has been influenced, in
some cases, by the increasingly rigorous
environmental standards imposed by EU
law. Urban transport is generally the re-
sponsibility of cities, a particularly impor-
tant service, given the fact that about 70%
of the European population lives in urban
areas. The responsibilities of local authori-
ties for electricity are limited in most coun-
tries, despite some moves towards the de-
centralization of energy policy.

In each sector, the Europeanization of basic
public services has led to common rules that
frame the “free administration” powers of
national, regional and local authorities. How-
ever, transversal rules for basic public ser-
vices have also been adopted, in particular
regarding funding and public procurement.

Member States and sub-national govern-
ments are free to choose the management
model used to deliver basic public services.
The EU is neutral on the issue of the owner-
ship of basic service providers.

Overall, there is a general trend towards the
sharing of powers and responsibilities be-
tween different levels of government, and
between different institutions in each coun-
try and region, though differences exist in
the intensity and scale of these interactions.
This sharing of authority may be vertical or
horizontal, inter-sectoral, or some combi-
nation of all three dimensions. Thus, in Eu-
rope, basic public services are increasingly
subject to multi-level governance.

Multi-level governance implies the de-
velopment of cooperative relationships
and partnerships between stakeholders,
the definition of appropriate geographical
area of each service and, on that basis, the
establishment of ‘organizing authorities’ for
basic public services. Organizing authori-
ties do not have exclusive responsibility for
service provision; rather, they are tasked



with coordinating the links between all rele-
vant stakeholders.

Converging public action from micro-lo-
cal to European level in a non-hierarchical
way to combine self-government, subsidi-
arity and solidarity is a challenge in which
national governments continue to play a
crucial role.

Management and financing

Management models

Diverse management models for basic
public services are used in Europe. Each
is shaped by history, national and regional
evolution, sectoral characteristics, the im-
pact of European policies, Europeanization
and globalization, and new public manage-
ment approaches.

Historically, in most European countries,
basic public services were defined, organ-
ized, provided and financed by local public
authorities, even if some countries delegat-
ed the management of these services to
autonomous or private actors at a very early
stage (e.g.: water and transport in France).
In Northern Europe, local authorities have
significant jurisdiction and responsibilities
in the fields of social and basic services. A
particular public service management mod-
el used in Germany is the multi-service en-
terprise (Stadtwerke), which allows horizon-
tal cross-subsidization between different
local services (e.g. profits from electricity or
water used to finance transport services).
Central and Eastern European countries
have been influenced by their transition to
democracy and a market economy since
1990. Local governments are improving
their institutional capacity to collaborate in
the provision of local basic services with
both the private and not-for-profit sectors.

However, if ‘national models’ ever existed,
it is clear that reforms in the field of basic
public services over the past 25 years have

destabilized them and further complicat-
ed the situation. Hybridization is under-
way, meaning that paradigmatic models
no longer exist and management models
vary greatly among countries and sectors.
Local public provision of services wheth-
er directly, in partnership with other public
authorities, or through public undertak-
ings, remains dominant. The development
of public-public partnerships according to
new public management approaches has
been a particular growth area.

In the field of water and sanitation, serv-
ices are managed by public authorities in
almost all EU Member States. On average,
private operators provide water and san-
itation to just 26% and 23% of the Euro-
pean population, respectively. Only in two
countries is more than half of the popu-
lation is served by private enterprises: in
France through delegated management,
a legacy of the 19th century, and in Eng-
land and Wales, where infrastructure and
management were privatized in the 1980s.
The European water market is thus highly
fragmented, comprising tens of thousands
of different operators. Traditionally, local
public water enterprises were organized at
the level of each local authority and were
therefore small size providers, in contrast
to other network services, such as elec-
tricity and telecommunications. Although
regroupings have occurred, the public en-
terprises of this sector are not transnation-
al companies. In some cases, such as in
Paris and Bergkamen, local public author-
ities have decided to initiate re-municipal-
isation of some local services.

In the field of solid waste management,
service delivery models include direct
public management and delegated man-
agement to mixed or private operators
for some or all waste services. In France,
Germany and the UK, public and private
operators have a roughly equal role in mu-
nicipal waste collection and processing.
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Some municipal companies also operate
across European borders.

European organizing authorities can
choose, in accordance with the law, after
having defined the aims and purpose of
services, to directly manage services in-
house, or to delegate their management by
means of external partnerships.

No proven and universally superior single
management model: the research dem-

agement model is a public system of
regulation, based on the democratic par-
ticipation of all stakeholders. This marks
a move from regulation by ‘experts’ to
regulation by ‘actors’. There is an increas-
ing acknowledgement of the necessity to
involve all stakeholders, not just public
authorities and service operators, but
also consumers (domestic and industrial
users, both large and small), citizens, lo-
cal authorities, elected officials, staff, and
trade unions.

91-100%

Proportion of the population
using improved sources of
drinking-water in 2011

Source: Progress on Sanitation on Drinking-Water. 2013 Update. World Health Organization - Unicef.

onstrates no universally superior single
management model. The optimal choice
between externalisation and re-municipal-
isation can only be made on the basis of
case-by-case assessments of the advan-
tages and disadvantages of each model by
public authorities. The performance of ser-
vice operators under both delegation and
direct management depends on the capac-
ity of public authorities to control quality,
price, and access, whether the operator is
private or public. The relationship between
the organizing authority, provider and users
is central, regardless of the management
model used.

Democratic participation of all stakehold-
ers: crucial to the success of any man-

Guaranteeing free choice, allowing exper-
imentation and reversibility: no single sys-
tem has demonstrated its universal superi-
ority in the field of service management and
regulation. The most important criterion for
successful service provision seems to be
the ability of a public authority to mobilize
knowledge and expertise. Public authori-
ties should be guaranteed a free choice of
management models for basic services and
be able to experiment with different man-
agement models and reverse their deci-
sions if they prove unsuccessful.

Financing basic public services
European countries boast again a rich va-
riety of financing models for basic public
services, including:



= Free service provision to all or some
users a funded by general taxation.

= Financing the entire cost of services by
user tariffs, according to the principle of
“full cost recovery”.

= A system of subsidies or participation
by other actors (as in the case of urban
transport in many French municipalities).

= Co-financing by national, regional and

central government but, since 1990, de-
centralization has been accompanied by a
reduction in this source of financing.

Investments in the water sector are mainly
financed by public subsidies and loans. In
this respect, EU structural funds can play a
very important role in some local contexts.
In the solid waste sector, sub-national

700/0 Population lives in urban areas

local public authorities, as well as Euro-
pean or international funds.

= Cross-subsidies, which can be geogra-
phical (e.g. a single, universal price for a
postage stamp), social (between gene-
rations or to smooth returns on invest-
ment over the mid- to long-term) or be-
tween sectors (profits from one activity
being used to finance deficits in others).

Often, a combination of these models of fi-
nancing is used, which sometimes makes it
hard to make transparent the ‘true costs’ of
service provision.

The funding of urban public transport, for
example, only partly relies on the fares paid
by passengers. Most costs are financed by
public subsidies and provider revenues, and
financial participation from other economic
operators. In France, cross-subsidies be-
tween different municipal services are used
to finance transport, while in Germany reve-
nues resulting from associated commercial
transport activities are used. In Central and
East European countries, urban transport
services were traditionally financed by the

grants are sometimes provided to meet en-
vironmental targets. In the field of water, EU
policy goals are evolving to increase em-
phasis on cost recovery from water users.
However, very few countries have managed
to recover all economic and environmental
water costs through tariffs (Denmark is a
notable exception). Rates of tariff collection
also vary widely among countries.

Access: meeting the needs of the
population: solidarity, social dialogue
and citizen participation

Basic public services exist to meet the
basic needs of citizens and communities.
Services therefore evolve over time accord-
ing to evolving needs and technological
change.

Overall, in Europe, access to basic services
is much more developed than in other parts
of the world. At the same time, available
statistics show that access is not yet univer-
sal. For instance, there is still an East-West
divide in access to safe drinking-water in
Europe. In many Western countries, access
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to piped water is close to 100%, while in
the Eastern part of the continent, access is
improving but remains lower, particularly in
rural areas. In Northern Europe, more than
85% of the population has access to im-
proved sanitation, while in southern Euro-
pean countries the proportion falls to 40-
60%, with access levels even lower in the
East. There is also a significant rural-urban
divide in this sector. Access to solid waste
services also varies. Not all households are
provided with solid waste collection servic-
es; this is particularly the case in Central,
Eastern and Baltic countries, as well as in
Cyprus, Greece, Ireland, Italy, and Spain.
Broadband is still only considered a ba-
sic public service in a few countries, but
increasing numbers of municipalities are
setting up free Internet access in public
places. Similarly, the provision of child and
elderly care services varies considerably
between countries.

Organizing the expression of needs: the
effective governance of basic public
services requires the organization of the
changing needs of citizens. By combining
different levels of organization and facili-
tating a democratic debate with citizens
and users, solutions can be found to en-
sure that needs are met. Methods of par-
ticipation vary by country, and may take
the form of open meetings of local coun-
cils, referendums, online debate and feed-
back, public meetings, and public con-
sultations. Participation includes public
debates on different alternatives (techni-
cal, economic, sectoral, inter-modal solu-
tions) between stakeholders (users, ser-
vice operators and their staff, and elected
officials).

A strategic social dialogue: effective gov-
ernance requires the development of a
strategic social dialogue to converge users’
expectations with those of workers and
trade unions. The 2008 European Commis-

sion report on industrial relations included
a typology of national industrial relations
arrangements, which groups the EU Mem-
ber States into five regimes, according to
union and employer organization, the pow-
er relations between them, levels and styles
of bargaining, the space for social partner
intervention in public policy and for state
intervention in union-employer relations:
North (the “organized corporatism”, Centre-
West (the “social partnership”), South (the
“state centred” approach), West (the “liber-
al” pluralism), Centre-East (a “mixed” ap-
proach - polarised or state-centred regime).

The essential role of citizens and elected
officials: public authorities and elected offi-
cials play an essential role in organizing the
evaluation and control of services to ensure
their adaptability to changing needs. Taking
into account the needs and expectations of
users gives them a better knowledge of the
challenges they face and the choices on offer.
At the same time, public authorities must as-
sume the ultimate responsibility for defining
the objectives of each public service, imple-
menting the best ways to achieve them, and
organizing and evaluating results and adapt-
ing the decisions they take accordingly.

Developing evaluation and control and im-
plementing changeability: improved eval-
uation of the performance of basic public
services is needed in Europe. The use of
specific indicators to evaluate the perfor-
mance of basic services and municipali-
ties is being developed at national and lo-
cal level. Some indicators are made public
and/or involve the direct or indirect partici-
pation of service users. European rules do
not require Member States to create regu-
latory agencies for the basic public services
covered in this report, with the exception of
electricity. Such agencies are uncommon at
national and local level.



Existing and emerging challenges

The financial, economic and social crisis
that began in 2008 has brought new chal-
lenges to the field of basic public services.
There is a ‘scissor effect’ developing: on
the one hand, an increasing proportion of
the population is vulnerable or living in pov-
erty, and meeting their needs is the raison
d’étre of public services; on the other hand,
public services have fewer resources from
which to draw from due to adjustment and
austerity policies.

mean that exemplary and innovative man-
agement is essential in order for basic public
services to be delivered effectively. Govern-
ance innovation in local government touch-
es on central policy debates in Europe: the
growing quest for efficiency and effective-
ness, the definition and implementation of
new services, the development of forms of
partnership between public authorities, the
participation of community and non-profit
partners as well as private operators, and
the definition of solidarity-based funding
models (e.g. free access or subsidies).

b 260/0 Water _ 230/0 Sanitation

Provided by private operators

Meeting the challenges of the crisis and
its effects: basic public services have act-
ed as a ‘shock absorber’ of the effects of
the crisis by providing essential services to
the population. From this perspective, the
current situation requires both access and
quality to be strengthened.

Profound changes: local communities in
Europe face a diversity of challenges and
have different resources with which to deal
with them. At the same time, there are sev-
eral common issues currently affecting ba-
sic services and their sustainable develop-
ment across the region: demographic and
climate change, energy efficiency and the
development of renewable energy, and ICT.

More efficiency and quality: cuts to pub-
lic sector spending and human resources

Conclusions and recommendations

The definition, organization, financing, reg-
ulation and governance of basic public
services in Europe are not uniform; they
are inextricably defined by unity and diver-
sity, convergence and singularity. These
characteristics are bound up in the idea of
multi-level governance; a concept that is
neither linear nor hierarchical, but rather re-
ciprocal and based on partnership.

Combine unity and diversity: for each local
public service, governance involves tak-
ing into account the specificities of each
area and organizing the expression of the
evolving needs of citizens and users. It
is only on a case-by-case basis that the
most appropriate geographical area and
organizing authority for each service can
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be defined. However, this cannot be the
exclusive responsibility of local govern-
ments. In all sectors, in each local area, in-
stitutional levels should cooperate to build
horizontal relationships, share knowledge,
draw on synergies, and develop a holistic
approach.

Clarify the distribution of competences and
responsibilities: there is a need to clarify
powers and responsibilities by taking into
account sectoral specificities, as well as na-
tional histories, traditions and institutions.
Current transformations and governance
innovations should be used to develop a
mapping of competences, which cannot be
absolute but must evolve according to tech-
nological change and users’ preferences.

Establish simple, operational, but not
standardizing common rules: the existence
of some common European rules reflecting
the general principles and common values
is appropriate. However, these rules should
be guided by the subsidiarity principle, un-
der which decisions are taken at European
level only if it is more effective than taking
them at lower levels of government.

Support diversity: for all services that re-
main under the “wide discretion of national,
regional and local authorities” (Protocol 26
of the Lisbon Treaty), European institutions
should not only respect sectoral diversity
and the diversity of local realities, but also
encourage innovation and experimentation,
and develop exchanges of good practices
and benchmarking.

Articulate economic, social, territorial and
environmental dimensions: basic public serv-
ices play an essential role in guaranteeing
the fundamental rights of each person and

in promoting social, territorial and economic
cohesion. They should fully take account of
the challenges of climate change and sus-
tainable development. In Europe, the largest
part of carbon dioxide emissions is generated
in cities, particularly by transport and public
services. Therefore, public services have an
essential role to play in sustainable develop-
ment.

Improve evaluation: evaluation could increase
the efficiency of basic public services and
allow them to better meet citizens’ needs.
Evaluation may focus on the predefined ob-
jectives of the service or on its performance.
This does not imply the creation of new top-
down constraints for local public authorities,
or comparisons between countries, operators
and public authorities. Instead, it should fos-
ter exchanges of innovative experiences with
an open flow of information about innovation,
successes and failures. Evaluation should be
a tool for the adaptation, evolution and mod-
ernization of local public services.

Implement all the provisions of the EU trea-
ties, in particular Protocol 26: the Lisbon
Treaty reinforces the powers and responsi-
bilities of local governments. The new pro-
visions of the EU treaties should be imple-
mented, in particular those on services of
general interest, and most especially Pro-
tocol 26, which states that non-economic
services of general interest are not bound
by European competition law or the internal
market. According to Protocol 26, services
of general economic interest should take
into account the diversity that may result
from different geographical, social or cul-
tural situations, as well as the values of ser-
vice quality, safety and affordability, equal
treatment and the promotion of universal
access and user rights.



LATIN AMERICA

In recent decades, there have been signif-
icant improvements in both the coverage
and quality of basic services in Latin Amer-
ica. The region already meets, or is predict-
ed to meet, the Millennium Development
Goals for water and sanitation. However,
there are still hurdles to be overcome to
ensure access to quality basic services for
all. This report presents an overview of the
role of local government in providing ba-
sic services in seventeen countries in Latin
America.

Economic growth in Latin America over the
last decade, along with redistributive poli-
cies in several countries, has led to a rela-
tive decline in poverty in the region. Howev-
er, major economic and social inequalities
still exist: a third of the region’s population
still lives in poverty and 13% in extreme
poverty.

Although Latin America is one of the most
urbanized continents (80% of the popula-
tion lives in cities), Latin American cities,
especially its metropolises, are still ex-
periencing intense urban expansion that
is very difficult to manage. It is estimated
that urban areas will gain a further 90 mil-
lion inhabitants between now and 2020.
Cities reflect the social heterogeneity that
characterizes the region. About 30% of the
urban population (138 million people) lives

in slums. Marginalized neighborhoods and
informal settlements exist alongside exclu-
sive residential areas and gated communi-
ties. This feature of the region has signif-
icant implications for the governance of
basic services. Stark contrasts in service
access and quality are observed across the
region.

As described in the previous GOLD Reports
(2008 and 2010), the democratization that
began in Latin America in the 1980s was ac-
companied by significant decentralization.
Despite the strong centralism that charac-
terizes Latin American states, decentraliza-
tion processes have transformed the insti-
tutional relationship between central and
sub-national governments. Although there
are still serious disparities between coun-
tries, local governments have gradually ac-
quired greater responsibility for the provi-
sion of services, as well as the financial and
professional capabilities necessary to meet
these responsibilities.

Institutional framework

The legislation in most countries allocates
the responsibility for the basic services to
local governments. Latin American munic-
ipalities often share the running of these
public services with intermediate and na-
tional levels of government, with each level
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of government managing particular parts of
the services. However, in many countries
there is a need to improve coordination be-
tween levels of governments. For example,
in the water sector, a recent OECD study
points to significant coordination problems
in policymaking, the management of fi-
nance, and technical, information and con-
trol capabilities.

In recent decades, new laws or regulations
for water and sanitation have been imple-
mented in most countries of the region, as
well as laws concerning solid waste in at
least seven countries. Regulatory bodies
have also been created to oversee basic
services (water and sanitation in particular).
The survey of local authorities carried out
for this report confirms the need to improve
the legal framework in which local govern-
ments operate, particularly with regard to
clarifying the distribution of responsibilities
and setting the terms for partnerships with
external stakeholders (e.g. private sector
operators).

Access to basic services

In water and sanitation, there has been a
steady increase in coverage over recent
years. However, of the 90% “improved
water” coverage reported by the JMC, no
less than 25% consists of irregular or illegal
sources. Of the more than 80% “improved
sanitation” coverage, 37% have only pre-
carious access to sanitation. There are also
significant disparities between services.
Service quality is patchy in many countries.
This deficit is particularly notable in the in-
terior and in disadvantaged urban areas
and communities. The current coverage of
wastewater treatment systems, although
improving, is still low, and is estimated to
reach only 26.3% of the total population of
the region.

The collection of solid waste has also been
extended noticeably over the last decade,

with coverage expanding at a faster rate
than population growth. As of 2010, sol-
id waste collection reached 93.4% of the
population, though quality and technolo-
gies vary widely. Of waste collected, only
54.4% is processed in sanitary landfills,
while the remaining 45.3% is disposed of
in open dumps. There has been limited yet
significant progress in waste sorting and
recycling, but informal recycling is wide-
spread.

From the late 1980s, public transport was
deregulated in almost all Latin Ameri-
can countries. The supply of small- and
medium-capacity vehicles increased, as
did very small private operators, leading
to a significant deterioration of public ser-
vices to the detriment of users and cities
(causing traffic congestion and air pollu-
tion). However, during the last decade,
there has been renewed interest from local
governments in public transport. In addition
to the construction or extension of metro
systems (Buenos Aires, Mexico, Panama,
and Sao Paulo) and the modernization of
suburban trains (in Brazilian cities, Buenos
Aires, Santiago) and trams (Buenos Aires),
the most important initiatives have been
preferential bus lanes (Bus Rapid Transit).
The reference point for this new generation
of transport is the Transmilenio in Bogota,
opened in 2000, which became the model
for other metropolises in the region. Today,
many large cities in the region have one or
several lines of this type.

Management and financing of basic
services

Management

During the 80s and 90s, many Latin Ameri-
can countries implemented policies dereg-
ulating and privatizing the markets for basic
services. The involvement of the private
sector aimed to bring significant innova-
tions and investment in basic services, and
to improve efficiency and effectiveness in



service delivery. As demonstrated by the
surveys carried out for this report, local au-
thorities agree that privatization has led to
neither a massive influx of resources nor to
lower costs, but this is often blamed on a
lack of monitoring and transparency in the
implementation of externalization. In 2000,
several externalization processes were fur-
ther damaged by the economic crisis (Ar-
gentina) and public protests (Bolivia).

In Latin America, water is generally provid-
ed by the public sector. Around a third of
the countries surveyed have direct munic-
ipal systems for water supply and sanita-
tion, in the form of local utilities that provide
services in urban areas. Rural provision is
dominated by water boards (under different
models, including community associations
and cooperatives). Regional governments
play an important role in providing water
services in Argentina, Chile, Brazil, Mexi-
co, and Venezuela, while national utilities
dominate in Costa Rica, El Salvador, Hon-
duras, Nicaragua, Panama, Paraguay and
Uruguay.

The municipal management of solid waste
(by municipal workers or autonomous mu-
nicipal utilities) makes up 50.6% of waste
collection services in the region and 52.8%
of final disposal. Chile is an exception; it
has granted concessions for most solid
waste collection services, and directly pro-
vides services to just 18% of the popula-
tion. In terms of final disposal, El Salvador,
Colombia and Chile are the countries which
have externalized services to the greatest
degree (over 80%) while, at the opposite
extreme, 70% of services are provided
directly by municipalities in Bolivia, Ecua-
dor, Guatemala, Honduras, Dominican Re-
public and Uruguay. A major change in the
organization of the sector is the increased
inter-municipal cooperation through inter-
municipal associations in order to achieve
better economies of scale and enforcement
of regulatory standards. These partnerships

are especially important for both large met-
ropolitan areas, where most urbanized
municipalities or districts lack the land
for treatment. Service provision by micro-
enterprises, cooperatives and NGOs is also
growing, particularly in slums and informal
settlements. Provision by micro-enterprises
and non-profits currently stands at 3.3%
overall, rising to 7.8% in large cities.

In general, urban transport services in Lat-
in America are divided into several sectors:
the formal sector is managed by a few large
operators (either public or private), while the
informal sector, which provides most urban
transport, is made up of numerous small
private operators. The Bus Rapid Transit
projects (BRT) reflect a significant evolution
in service governance: the BRT are man-
aged by local governments via concessions
granted to the private sector. Everywhere
where they have been introduced in the re-
gion, BRT have helped change the vision
and practices of cities, and made possible
the re-appropriation of public spaces. They
are, in this sense, the beginning of a real
change in Latin American cities. Neverthe-
less, the institutional systems for integrated
transport management are still weak. Many
cities lack appropriate planning instru-
ments, or are unable to implement them.

Along with the public management of serv-
ices by different local, regional or national
bodies, private sector involvement in basic
service provision continues to grow. Private
sector involvement usually takes the form
of public concessions made by local, state,
or central governments. In most countries
of the region, there are laws, regulations
and standards governing Public Private
Partnerships (PPPs), many of which have
been established in the last decade. The
characteristics of private sector partners
vary, ranging from large multinational com-
panies to local or national providers, includ-
ing non-profit organizations, cooperatives,
and small-scale providers closely linked to
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the voluntary sector. There is also an in-
formal sector that works in specific niches
(e.g. waste-pickers in waste-sorting and re-
cycling).

Financing

In recent decades, there have been great
efforts to invest in basic local services in
Latin America. Policies have focused on
access to drinking water, rural electrifica-
tion, sanitation and transport. These efforts,
alongside initiatives by international financ-
ing bodies (IDB, WB, CAF) have contribut-
ed to improving access to basic services.
There has also been progress in the financ-
ing of basic services by means of direct
user tariffs, although these have often been
subsidized. Local governments have also
contributed by improving the mobilization
and management of their own resources.

inadequate to keep up with the region’s
growth. It is estimated that, over the next
few decades, an average annual invest-
ment of USD 12.5 billion will be required to
close the infrastructure gaps for drinking
water and sanitation in Latin America.

In the waste management sector, the most
worrying issue is insufficient cost recovery.
It is estimated that current average cost
recovery is around 51.6%, with a slight
improvement seen over previous years, in-
sufficient to guarantee the financial sustain-
ability of services.

Public transport in Latin American cities is
less heavily subsidized than in their Euro-
pean counterparts. Most subsidies are for
railways and metros (60%), but there are
also subsidized bus systems (e.g.: Buenos

94%

Trends in urban drinking-water
coverage 2011: water piped to
premises

Source: Progress on Sanitation on Drinking-Water. 2013 Update. World Health Organization - Unicef.

However, transfers from central or interme-
diate level governments are still the most
widely used mechanism for improving and
expanding basic services. Increases in in-
vestment have improved access levels, but
financing is still insufficient to meet current
demand.

Despite significant investment in water and
sanitation over recent years, this has been

Aires, Montevideo, Santiago and S&ao Pau-
lo). In almost all countries, transport fares
are regulated by states or municipalities.

Public security, a top priority

Over the past decade, the issue of violence
and insecurity has come to the forefront
of public concern in the region, particular-
ly in large cities. As never before, national,



subnational and local governments have
been confronted with public order situa-
tions of such complexity that they have
even affected their ability to govern. Local
governments can play a central role in pro-
viding safe neighborhoods, schools and in
regenerating public spaces, as long as they
can rely on the systematic support of other
levels of government to build effective hor-
izontal relationships between citizens and
the police. Community organizations them-
selves have become active participants in
warning, reporting and information provi-
sion to prevent insecurity and delinquency.

Conclusions and recommendations

A review of the responsibilities of local
governments and sub-national entities
in providing basic local services in Latin
America shows great diversity across the
region. Some powerful municipalities in
large and intermediary cities play a lead-
ing role in basic services. Their growing
technical capacity and resources have
enabled them to improve services through
municipal utilities or collaboration with
the private sector and the community.

However, most municipalities in the re-
gion are not equipped with the financial
resources and management skills of large
metropolises. Services in these munici-
palities generally have lower quality and
access indicators. Rural municipalities
face even greater challenges in meeting
the needs of smaller, dispersed popula-
tions. The decentralization of the provi-
sion of services requires strong incen-
tives, driven by central governments.

Despite these difficulties and challeng-
es, local governments in the region have
been important, if not decisive, players in
improving the coverage of basic services,
either directly or in partnership with oth-
er levels of government, the private sec-
tor or communities. However, at present,

the percentage of local governments that
implement strategic planning for all basic
service sectors is still limited. Compre-
hensive sectoral management plans are
necessary to improve access and quali-
ty. These plans must be coordinated with
urban strategic development and/or ter-
ritorial development plans, to encourage
coordination between the different insti-
tutions and stakeholders and, above all,
to set more ambitious long term goals.

The deficiency in planning contributes to
the persistence, despite some improve-
ments, of unequal access to basic ser-
vices. Social and spatial fragmentation in
the cities of the region has a direct impact
on the governance of the services. Due
to levels of poverty, universal access to
services can only be achieved through
appropriate social policies that include
the granting of large subsidies, the archi-
tecture of which needs to be revised to
improve its equitability in many countries.

Moreover, local authorities are faced with
increasing urban sprawl (urban peripher-
ies will grow by 90 million people over the
next decade), the backlog in infrastruc-
ture provision to slums and the deteriora-
tion of historic urban centers.

The growing impact of climate change is
also posing new challenges to the sec-
tor. Cities that are supplied by mountain
sources of drinking water (La Paz, Areg-
uipa, Quito and Bogota) have recorded
significant drops in their glacial water
supplies, requiring them to look for new
water sources and to establish alternative
seasonal storage systems and divert river
flows. There is also a need to reduce the
vulnerability of infrastructure to increas-
ingly extreme weather phenomena (floods
and droughts resulting from El Nifio or La
Nifia) and the impact of natural disas-
ters (particularly Mexico, Central Ameri-
ca, the Caribbean and the Andes). These
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threaten both basic service infrastructure
and human life, particularly for the poor.

These developments present both local
and national governments with a complex
financing challenge. In many sectors, cur-
rent investments must be multiplied must
be tripled or quadrupled over the coming
years. To reduce these gaps, further na-
tional investment in these sectors will be
required, as well as public, private and in-
ternational financing.

Once again, the role of local government
is vital at all levels: to drive social policies
and target subsidies so that they reach
the most vulnerable; to improve the effi-
ciency of departments or municipal utili-
ties to reduce costs (e.g. loss reduction,
improved productivity, new management
methods and technologies); to mobilize
more resources by improving payment
collection and local taxation; to promote
closer cooperation, not only with the pri-
vate sector, but with small service pro-
viders and the informal sector. Policies
to strengthen local management of ser-

vices, combined with appropriate regula-
tory frameworks and better collaboration
between different stakeholders and levels
of government, can help to reduce the fi-
nancing gap.

This report suggests that, where decentral-
ization processes allow local governments
to gradually take on greater responsibilities,
local governments can greatly improve ba-
sic service access and quality. More effi-
cient governance requires national policies
that promote social inclusion and enhanc-
ing the role of local governments in the de-
velopment of their communities. It also re-
quires active, efficient local leadership and
a private sector engaged with the needs of
the community.

In short, improving access and quality of
basic local services in Latin America de-
pends on the strengthening of decentral-
ization and the role of local governments,
increased public investment and stronger
cooperation between stakeholders, includ-
ing the private sector and civil society.

800/0 Population lives in urban areas

30% Population lives in slums



MIDDLE EAST

AND WEST ASIA

Countries in the Middle East and West
Asia region share a socio-cultural context,
a tradition of centralized and multi-tiered
administration and some significant chal-
lenges. More than half of the region’s
population is under the age of 25, and
the annual urban population growth rate
of 2.6% is well above the world average
of 1.97%. There is a high concentration
of youth in urban areas and youth unem-
ployment rates of over 30%. Widening dis-
parities aggravate perceptions of injustice
and social exclusion. Recurrent periods of
war and civil unrest in the past half centu-
ry have complicated the situation in many
countries.

Despite these commonalities, countries in
the region also vary dramatically. Per capi-
ta incomes, for example, range from some
of the world’s lowest (Afghanistan) to some
of the highest (Qatar). The MEWA region
may be divided into three economically
and geographically related sub-regions:
the Eastern Mediterranean Region (Leba-
non, Palestine, Syria, Turkey); the Middle
East extending into West Asia (Iran, Iraq,
Jordan, Afghanistan); and the Gulf Co-
operation Council (GCC) area (Bahrain,
Kuwait, Oman, Qatar, Saudi Arabia, UAE,
Yemen). The GCC is the most affluent and
urbanized of these sub-regions, with over
80% of the population living in cities.

Countries in the region are both the source
and the recipients of large flows of mi-
grants. In Kuwait and Qatar, for instance,
refugees and migrants make up over 70%
of the population. However, in the non-oil
producing countries, high unemployment
rates and the rising cost of living have led
to the massive out-migration of young peo-
ple seeking employment, with Europe and
the GCC their primary destinations. Not all
migration in the region is economic or vol-
untary; wars and internal conflicts over the
past 50 years have caused political insta-
bility, damage to infrastructure, and stunt-
ed economic growth. The civil unrest that
started in the spring of 2011 will continue to
hamper urban economic growth, especially
in Syria and its neighbours until the political
situation stabilizes.

A major task facing the region’s authorities
is the need to address issues of inclusion in
the provision of urban basic services. How-
ever, centralized governance structures
have posed clear challenges to recent ef-
forts to improve the management of cities
and the delivery of public services. Despite
progress in the affordable housing sector,
the rate of urbanization, together with the
limited resources outside the GCC, has
stressed the ability of urban governments
to deliver on their responsibilities. The se-
rious underfunding in the urban sector has
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resulted in a backlog in construction of
needed infrastructure and public facilities,
leading to continued densification and ex-
pansion of under-serviced informal settle-
ments. In some countries (Irag, Yemen, and
Lebanon, for instance), over half of the ur-
ban population lives in slums. The dynam-
ics of the land and real estate markets has
also led to wasteful sprawl around larger
cities.

Institutional framework

In most of the MEWA region, three levels of
sub-national administration provide servic-
es to urban areas: governorates, districts,
and municipalities. Major infrastructure in-
vestment decisions are made at the central
ministerial level, while local authorities are
responsible for the enforcement of devel-
opment regulations and the delivery of ser-
vices. With the exception of Turkey, where
major institutional reforms have recently
been made to devolve decisions powers to

T

the local level, inadequate coordination be-
tween central and local authorities has of-
ten resulted in imbalances in the coverage
and quality of urban services.

Since the 1970s, local governments have
been slowly gaining more powers through
the deconcentration of specific responsibil-
ities. However, in most cases a lack of au-
tonomous financial resources has hindered
their ability to effectively discharge their
new responsibilities, while overlaps be-
tween central and local authorities in some
sectors continue to pose a challenge in the
coordination of planning and the delivery of
services. The resulting neglect of infrastruc-

ture and inadequate service levels in infor-
mal settlements and lower-income neigh-
borhoods have contributed to the current
unrest in the region. The degree to which
MEWA countries will continue to pursue de-
centralization is unclear at this time. Most
governments are implementing modest re-
forms in response to restive young popu-
lations; some are retaining greater central
control while introducing minor changes in
their legal frameworks.

Central / local
providing services
All countries in the region, with the excep-
tion of Iran and Turkey, have been depleting
their water resources. The need to manage
a scarce resource and the cost of trunk in-
frastructures has led central governments
to assume the primary responsibility for the
regulation, planning and management of
water and sanitation systems. Municipal-
level water utilities typically have limited
involvement in planning and financing, and

50% < 25

Population years

responsibilities in

their primary responsibility is to provide wa-
ter and sanitation services to end-users and
maintain the existing delivery infrastructure;
tariffs are generally too low to permit the
proper maintenance of the delivery and col-
lection systems. In many cities, as a result
of low collection rates and low pricing, cen-
tral government transfers subsidize water
and sanitation provision.

Transportation ministries in the region are
typically responsible for developing and
implementing transport policies, as well as
planning, building and maintaining national
and regional roads while the construction
and maintenance of local roads are dele-



gated to the municipalities. The centrali-
zation of transport policy has resulted in a
lack of coordination between transporta-
tion investments and urban spatial growth
strategies, which are the responsibility of
municipal and regional governments. In-
vestments in urban public transport have
been limited and have resulted in a growing
reliance on private vehicles.

Solid waste management, by contrast, is
decentralized throughout the region. Waste
collection and disposal are typically the re-
sponsibility of municipalities or provincial
administrations. Ministries of Health and the
Environment establish performance stand-
ards, regulate municipal and private sector
performance, and initiate and implement in-
frastructure projects, including landfills.

Access to and quality of basic services

Inthe past decade, access rates to improved
drinking water sources and sanitation have
risen to over 90% in most countries and to
over 95% in most cities. However, house-
hold connection rates to publicly supplied
water, as well as connections to sewers and
wastewater treatment facilities, vary widely
throughout the region, with access higher
in cities than in rural areas. Water shortag-
es have led to intermittent supply in many
cities while leaks in the collection network
or failures in treatment plants have resulted
in the discharge of effluent that is not fully
treated.

Private water suppliers or natural sources
cover the gaps in public supply. Desalinat-
ed seawater has become a major source of
drinking water in the GCC countries, while
treated wastewater for irrigation and, in a
few cases, drinking water, are becoming
more frequent, in spite of high capital costs.

The rates of solid waste collection are
highest in cities. However, open dumping
remains a challenge, particularly in infor-

mal settlements, and many sanitary land-
fills are not maintained to intended stand-
ards.

Urban sprawl and increasing car ownership
in all MEWA countries has caused signifi-
cant and unsustainable traffic congestion
in city centers and on major arterials. In
spite of a growing demand for urban public
transportation, this tends to consist mainly
of privately operated minibuses and tax-
is. Publicly operated light-rail and buses
are limited to a few large metropolitan ar-
eas. The inadequate regulation of private
transport operators has led to increased
accident rates and urban air pollution. The
network, especially on the urban fringe, has
lagged behind urban growth and city roads
are insufficiently maintained and deteriorat-
ing. Some large metropolitan areas, howev-
er, are developing major integrated trans-
portation plans to increase their economic
competitiveness and relieve congestion.

Management and financing

Local financial resources are limited and,
with the exception of Turkey where half of
municipal revenues are based on the prop-
erty tax, municipal budgets depend on
transfers from central governments and, to
a lesser extent, on the collection of tariffs.
The financing and construction of major
infrastructure remains the responsibility of
central governments while the role of local
governments is limited to the operation of
basic services. Outside the GCC, interna-
tional donors have been major contributors
to the construction of transportation, wa-
ter and solid waste infrastructure projects,
though external financing covers only cap-
ital costs.

Local recurrent expenditures for basic ser-
vices: Given the lack of financial and hu-
man resources to effectively carry out the
responsibilities devolved to them, local
authorities give greatest priority to the criti-
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cal services that affect the daily life of their
populations. Expenditures on the mainte-
nance of existing infrastructure are usually
deferred until absolutely necessary.

In spite of the steady rise in the value of de-
veloped land, real estate taxes provide little
public revenue in MEWA countries relative
to global norms. Key constraints on the
municipalities’ ability to generate revenue

The resulting neglect of infrastructure and
inadequate service levels in informal set-
tlements and lower-income neighborhoods
are contributing factors to the current un-
rest in the region.

Public-Private Partnerships: Governments
in the non-oil producing countries are look-
ing at a greater involvement of the private
sector in the financing of infrastructure pro-

88% w asia

Trends in urban drinking-water
coverage 2011: water piped to
premises

Source: Progress on Sanitation on Drinking-Water. 2013 Update. World Health Organization - Unicef.

from property taxes and user tariffs include:

= Alack of authority for local governments
to set rates for existing taxes and tariffs
or levy new taxes and tariffs.

= Obsolete cadastral records that do not
reflect development on the urban fringe
or the market value of property transfers.

= Tax laws that hinder the ability of local
governments to generate revenue from
properties that are commensurate with
the services they must provide.

= Adisparity between existing tariffs levels
and collection rates and the real cost of
providing services: tariffs are centrally
subsidized in all MEWA countries.

= Government reluctance to take action
on tax arrears.

jects but the global financial crisis and the
civil unrest of 2011 have led to a general
decrease in both domestic and foreign pri-
vate direct investment in the MEWA region
outside the GCC and Turkey.

Private sector participation in infrastructure
can take many forms in accordance with
the structure of contractual agreements
and the degrees of risk sharing and co-
operation between the public and private
parties. They include outsourcing conces-
sions, divestitures and greenfield projects
with government guarantees and other in-
centives to make the scheme attractive to
private enterprise and offset investment
risks. However, given the current financial
context and common perceptions of insta-



bility in the region, governments have found
it difficult to develop financing models at-
tractive to the private sector.

Special funds for financing municipal de-
velopment: MEWA countries do not have
as many privately-managed funds or in-
novative funding mechanisms that target
local development as other developing
regions. They also lack microfinance insti-
tutions that offer products to finance hous-
ing and assist lower income households to
upgrade basic services and improve the
living environment in slums and informal
settlements.

As long term financing is difficult to obtain
in the MEWA countries, municipal financial
institutions have been created to specifically
provide local governments with investment
capital. These institutions receive funds pri-
marily from central governments with sup-
port from international development organ-
izations. Most funds are allocated to finance
infrastructure projects, although there is a re-
cent trend towards targeted funding of pov-
erty-reduction and environmental projects.

Land-based financing: Local authorities
have turned to peripheral urban land and
strategically located infill sites as a pivot-
al asset in the financing of urban projects
and social projects, particularly in develop-
ing countries. Land obtained by local au-
thorities is typically used for rights of way
for public utilities or for public facilities in
underserved neighborhoods. Local au-
thorities have recently utilized instruments
that allow them to recover the market price
of land through clearance of dilapidated
blocks, infrastructure upgrading and the re-
platting and resale of part of the land. The
significant difference between the value of
land and the value of the improvements
built on it allows them to capture a share
in the value added by public investments in
infrastructure and services.

Existing and emerging challenges

MEWA cities face several common long-
term challenges. Foremost among these
is the combination of rapid urbanization
and demographic trends that are driving
the demand for jobs, housing and urban
services. The youth bulge is a particular-
ly prominent factor: with 50% of MEWA’s
population under the age of 25, young
people migrate to cities in search of em-
ployment and educational opportunities.
Meeting the resulting demand for such ba-
sic urban services as clean water, sewer-
age, solid waste management, and trans-
portation will be high priorities as a high
rate of urbanization continues for the fore-
seeable future.

Political unrest and violence has disrupt-
ed the response to development pres-
sures over the past decade, especially the
wars in Afghanistan and Iraq, the civil war
in Syria, and the “Arab Spring” protests.
Damaged infrastructure will have to be re-
built, adding to the costs already incurred
by the disruption of the economy and loss
of foreign investors. In addition to natural
and youth-driven growth, cities have be-
come magnets for refugees.

The greatest environmental challenge to
the region is the dwindling water supply. As
most areas are arid and receive little rainfall,
the supply of freshwater has always been
a challenge. Rising demand from growing
populations is only increasing the strain
on rivers and aquifers, many of which are
depleting faster than their natural recharge
capacity. Already, many cities in the re-
gion ration water consumption, leading to
an irregular, intermittent supply that is not
reflected in the formal figures that indicate
high potable water access rates in the re-
gion. Climate change will exacerbate this
trend, with drier areas becoming drier and
precipitation events more intense. Natural
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disasters such as flooding and earthquakes
affect the dense populations of cities most
severely, and will continue to be a source
of concern as urban areas expand. Cities
also suffer the environmental and health
impacts of inadequately treated wastewa-
ter, inefficient solid waste management and
vehicle-related air pollution.

Conclusions and recommendations

MEWA municipalities have gradually been
gaining more authority over the provision of
basic services and local finances. However,
many local governments remain incapable
of levying the funds necessary to provide
the services devolved to them. Addition-
ally, overlapping responsibilities between
national, regional and local governments in
service provision have led to uncoordinated
activities in several sectors. There is a par-
ticular need to adopt coherent spatial plans
and land management policies that reduce
sprawl and improve services in informal
settlements, the fastest growing areas of
MEWA cities, and use land-based fiscal in-
struments to promote the construction of
affordable housing.

Major investments are needed in the wa-
ter delivery infrastructure and sewage
treatment networks and facilities. Signifi-
cant investments are also needed in urban
transportation as traffic congestion has

reached levels that threaten the MEWA cit-
ies’ competitiveness. These investments
exceed the capabilities and resources of
local authorities and are usually under-
taken by national ministries, directly or
through PPPs.

Tariff reforms may help reduce consump-
tion but will not suffice to finance infrastruc-
ture improvements. Cities must leverage
the high value of urban land and capture
a share of rising values in areas serviced
by public investments in infrastructure and
services. A key issue will be the ability of
cities to leverage urban improvements to
promote the creation of local jobs through
a combination of outsourcing construction
and maintenance contracts to local firms
and partnerships with NGOs to improve the
quality of services.

Turmoil and civil war have set back the fi-
nancial decentralization process. Cash
strapped governments facing civil strife
have opted to keep local finances under
strong central control even when such
moves deviate from governance laws.
This state of affairs may last for an unde-
fined interim period until political stability
is restored. Except in Turkey, there is little
agreement at this time as to the degree of
autonomy that should be granted to local
authorities or the financial resources that
should be made available to them.

A 0
2-6 /0 Urban population annually



NORTH AMERICA

Introduction

Basic local services, referred to as public
infrastructure services in North America, are
often described as the ‘backbone’ of the
economy and quality of life in Canada and
the United States (U.S.). While access to
basic public services is not a key challenge
in the region, after decades of underinvest-
ment both countries are confronted by sig-
nificant ‘infrastructure deficits’ — backlogs
of delayed repairs and construction needed
to sustain and improve current infrastruc-
ture and strategic investments needed in
additional infrastructure to support future
growth. These infrastructure deficits are
visible to the general public in the form of
crumbling roads and crowded buses, sub-
ways, and roads, but are also often less
visible in the form of decaying drinking wa-
ter systems, sewer systems, and structural
deterioration of bridges. Without significant
reinvestment in public infrastructure, local
leaders in the region warn that it will be-
come increasingly difficult to sustain eco-
nomic growth and quality of life.

The challenge goes beyond traditional
mechanisms for delivering basic local ser-
vices and financing public infrastructure
services. On their own, local governments
in the U.S. and Canada lack the revenue
tools to rebuild infrastructure. Local gov-

ernments in both countries own and op-
erate the largest shares of the respective
nations’ infrastructure, but collect much
smaller shares of the total tax dollars paid.
Reinvestment must happen in concert with
provincial and state governments, national
governments, and the private sector. Amid
constrained resources at all levels, par-
ticularly in the context of the recent reces-
sion, reinvestment will also have to better
integrate infrastructure systems (transpor-
tation, water, sanitation, solid waste, and
energy). This reinvestment will need to be
sustainable - integrating the goals of eco-
nomic growth, stewardship of resources,
and equity in access to and costs of infra-
structure systems.

This report is drawn from several sourc-
es, including: existing research on local
responsibilities and authority, governance
models for service delivery, financing mech-
anisms, and existing and emerging chal-
lenges; national-level data sources includ-
ing Statistics Canada and the U.S. Census
of governments; surveys of local officials
addressing the provision of local infrastruc-
ture services; and examples of promising
practices that have been implemented by
local governments in both countries.

A defining feature of North America is that
the provision, governance, financing, and
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challenges confronting basic local servic-
es are nested within complex federal sys-
tems that devolve authority in varying de-
grees across basic local service sectors.
Management and financing models in both
countries are heavily influenced by institu-
tional frameworks and governance models,
and for this reason these issues are dealt
with together in this report.

Governance, management and financing
Urban transportation

North American local and state/provincial
governments have lead responsibility for

most transportation and transit infrastruc-
ture, but the federal governments in both
nations have important regulatory and fis-
cal influence roles. In the U.S., the federal
government often plays a significant role in
multi-jurisdictional projects and planning.
This role has evolved over the past century,
and currently includes investing in new in-
frastructure, maintaining existing transpor-
tation infrastructure, and regional and mul-
ti-jurisdictional coordination. In Canada,
these functions are generally performed by
provincial governments. No single level of
government has the fiscal capacity to cover
the full range of transportation needs. How-
ever, while governance and finance cross
levels of government, neither country has a
cohesive national transportation plan.

Roads and highways
The U.S. has an extensive federal Interstate
Highway System and responsibilities for

surface transportation—roads, highways,
and bridges are shared between levels
of government. Local, state, and federal
governments play a variety of roles from
the raising of revenues, to spending on
constructing and operating transportation
systems. Most local roads fall under the
jurisdiction of local governments. Howev-
er, while local governments have most of
the authority over local roads, the funding
comes primarily from other sources, like
state and metropolitan/regional planning
authorities/organizations. This creates a hy-
brid system where local authority is deeply
entwined with the U.S. federal system.

2009: public transit in the U.S. was provi-
ded by nearly 8,000 different organizations
ranging from large multi-modal systems to
single-vehicle service providers.

Highways are provincial responsibilities
with no Canadian equivalent of the U.S.
Interstate Highway System or regular fed-
eral presence in the creation and main-
tenance of urban expressways. Most of
Canada’s roads and bridges are owned
and operated by local governments. Many
new municipal roads, however, are built
through public-private partnerships. In
both Canada and the U.S., most new sub-
urban areas (subdivisions) are built by de-
velopers as a result of an agreement with
the relevant municipality. The agreements
usually require the developer to build the
public infrastructure (roads, water-supply
pipes, and sewers) and, as the project
nears completion, give ownership to the
municipality.

Transit
As with roads, the Canadian federal govern-
ment has no programme that specifically



relates to urban transit, although it has
been funding particular transit investments
from its recent infrastructure programmes.
All provinces provide some form of capital
funding for transit infrastructure, which in-
clude the purchase of new buses, but the
formulas vary dramatically from province
to province. Many U.S. transit systems are
operated by separate regional and special
authorities, but city governments are preva-
lent as well. As of 2009, public transit in the
U.S. was provided by nearly 8,000 differ-
ent organizations ranging from large multi-
modal systems to single-vehicle service
providers. As in Canada, the U.S. federal
government provides some capital funding
for transit infrastructure.

Water and sanitation

Provision of water and sanitation (referred
to as sewer and wastewater systems) in the
U.S. and Canada is primarily done through
local governments. In the U.S., most provi-
sion is local, with federal and state govern-
ments playing a significant role in terms of
regulation and, in part, funding. In Canada,
authority for water systems is mostly prov-
ince-based, but the delivery of most wa-
ter services is done by local governments.
The governance of water and sanitation
systems in the U.S. and Canada often oc-
curs through multi- and sub-jurisdictional
special authorities and districts. Financing
mechanisms include a mix of fare- and rate-
based systems, local taxes, debt-financing
(particularly for capital investments) and
funding provided through province/state
governments and the federal governments
of the respective countries. Access to ba-
sic water and sanitation is not an issue for
the overwhelming majority of people in the
region.

Solid waste management

Solid waste management in North America
is almost entirely the responsibility of local
governments. In Canada and the U.S., the
management of solid waste, recycling, and

other waste services happens at the local
level, with some subsidies and regulations
from the federal governments. Multi-juris-
dictional collaboration and partnerships
and the use of private sector providers are
common in both countries. The full-scale
contracting out of solid waste management
services is particularly common among U.S.
local governments. Several local govern-
ments in the region are increasingly exper-
imenting with new waste-to-energy tech-
nologies and cradle-to-cradle approaches
to solid waste management.

Energy and broadband

Although pivotal to local residents, ener-
gy (including electricity and natural gas)
and broadband/telecommunications tech-
nologies, operate mostly outside the pur-
view of local governments in North Amer-
ica. This is largely due to issues of scale,
with the delivery of electricity and natural
gas spanning continents or, in the case of
broadband, much of the populated world.
Issues of geographical scale, in fact, like-
ly explain why the delivery of water-supply
and sanitation systems is almost always a
state/provincial-local responsibility in North
America while electricity, natural gas, and
broadband are typically addressed at the
national level.

In contrast to the other infrastructure cat-
egories, U.S. electricity, natural gas and
broadband services are often provided by
the private sector. Few local governments
provide these services through publicly
owned and operated enterprises. However,
regardless of the provider, federal and state
governments have significant regulatory
authority in these sectors.

Existing and emerging challenges

North America’s complex federal systems
are not the only challenges to the provision
of basic local services. In both countries,
scale and geography complicate all stages
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of planning investment and delivery. Both
countries are geographically large and the
U.S. and Canadian governments provide
services to 300+ million and 33 million peo-
ple, respectively. The costs of building and
maintaining some infrastructure services
across these large geographies and popu-
lations often results in natural monopolies,
operated by a mix of public and private en-
terprises and, increasingly, public-private
partnerships. Regional, multi-jurisdictional
special authorities and districts are com-
mon in transport, water and sanitation, and
solid waste management services.

Other long-term challenges confronting the
provision of basic infrastructure services for
local governments in North America include:

(1) Aging infrastructure and deferred
maintenance issues that present poli-
cymakers with difficult choices between
maintaining current infrastructure and
more costly replacement at a later date;

(2) Demand for new infrastructure fueled
by the continued population growth and
expansion of urbanized areas;

(3) Identifying and implementing finan-
cing and pricing mechanisms that are
sustainable over time, politically viable,
and that more effectively price the full
costs—construction, operation, and
maintenance, of infrastructure; and,

(4) Equity and access issues, while rela-
tively lesser in scope in comparison to
other regions, nevertheless present cha-
llenges in terms of variation in service
quality across jurisdictions and, in some
notable exceptions, access to basic ser-
vices for specific, small populations.

Among these, financing to address infra-
structure deficits remains the key challenge
for the region. In 2012 the Federation of Ca-
nadian Municipalities (FCM) and National
League of Cities (NLC) surveyed each of its
municipal members to determine the state
of their roads and water and wastewater
systems.

Canada’s “Infrastructure Report Card” was
a joint project of FCM, the Canadian Con-
struction Association, the Canadian Public
Works Association, and the Canadian Soci-
ety of Civil Engineers. Of 346 municipalities
surveyed, 123 responded, representing ap-
proximately half of the Canadian population.
The respondents rated about 30% of the in-
frastructure as being in either “poor” or “very
poor” condition. The replacement costs for
these assets alone totals 171.8 billion CAD.

The NLC survey garnered similar results.
With 232 municipalities responding, most
reported that infrastructure systems—
drinking water, sanitation, solid waste,
recycling, and electricity and gas—were
poorly maintained and lack enough ca-
pacity to meet growing needs. Only
roads and bridges, transit, and broad-
band received adequate quality ratings.

Conclusions and recommendations

A broad consensus exists among poli-
cymakers and other stakeholders in the
region about the challenge of ongoing
and increasing infrastructure deficits and
the implications of not addressing those
deficits for future economic growth,
competitiveness, and quality of life in the
U.S. and Canada. Beyond the need for
reinvestment, there is near universal ac-
knowledgement that future investments
require better planning and integra-
tion between levels of government and
across sectors. While a broad consensus
exists among policy makers and stake-
holders on the most pressing issues for
infrastructure systems in the region, pro-
posed solutions to these challenges are
more controversial.

The complexity of the public infrastructure
systems described in this chapter, and the
myriad challenges confronting these serv-
ices, require that reinvestment in, planning
for, and ensuring the sustainability of the



region’s infrastructure systems should be
top priorities for policymakers and stake-
holders. Failure to address the challenges
that confront basic services in Canada and
the U.S. threatens the future quality of life
in communities and the economic com-
petitiveness of the region. Policymakers
in both nations are increasingly moving in
positive directions, particularly as local,
regional and national economies emerge
from the recent economic downturn. How-

ever, significantly more action is needed
in order to maintain and strengthen the
region’s “backbone” of economic growth
and prosperity. The overarching recom-
mendation that emerges from the analysis
of the region is that each country should
move to develop and implement a national
infrastructure plan that defines the roles,
responsibilities, and financing mechanisms
for the various levels of government and
other key stakeholders.

~91-100%

Proportion of the population
using improved sources of
drinking-water in 2011

Source: Progress on Sanitation on Drinking-Water. 2013 Update. World Health Organization - Unicef.
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METROPOLIS

Introduction

“Metropolises -not states- rule the world
now.” This claim is constantly reiterated
to multinational corporations and policy-
makers by financial analysts, and it raises
a number of questions. How should it be
interpreted? What institutional transforma-
tions and new opportunities and responsi-
bilities will this paradigm shift mean with re-
gard to basic service provision? What new
relationships, professions, balances and
rivalries will be involved? What models and
rules of governance will it entail?

Already producing over half of global
GDP, metropolises (here defined as cities
of over one million people) are the most
visible and studied, and attractive urban
geographical unit, yet they are neither
homogenous nor easily deciphered. The
regional chapters of this report demon-
strate disparities in the implementation
of decentralization, as well as a wide di-
versity of realities, opportunities, limits,
and challenges to basic service deliv-
ery today. This same diversity is true of
metropolises, where, depending on the
socio-economic, political and cultural
contexts, a wide variety of delivery mod-
els, knowledge and capacities, funding
and management models are found, with
unequal results.

This chapter attempts to read the current
trends in the metropolitan management of
basic services. It considers the many con-
straints to universal provision, including: the
exponential urbanization of the planet and
the geopolitical re-balancing this entails;
the conditions for effective wealth shar-
ing; the ecological and social transitions of
societies; climate change and the preser-
vation of natural resources; demographic,
cultural, technical and technological trans-
formations, and their consequences for our
practices, relationships and institutions.
The chapter also reflects on initiatives with
the potential to address these challenges.

Basic services: metropolitan
specificities

As agents of the state, and as providers or
overseers of basic services, districts, met-
ropolitan regions, and urban agglomera-
tions have responsibilities and powers that
are defined by frameworks of decentraliza-
tion that are not always coherent or evenly
applied. These ‘megacities’ are significantly
distinguished from other units of local gov-
ernment by organisational realities, roles
and powers defined by the institutional
and national policy context. Engaged in
the (inter)national dynamics of ‘attractive-
ness’ and ‘competitiveness,’ these national
shop windows maintain strong relation-



ships with their central governments, which
encourage them to meet service needs to
contribute to local development, as well as
to the state’s reputation for effectiveness.
Metropolises can be political and cultural
capitals, economic hubs, financial centres,
geo-strategic gateways, centres of excel-
lence, specialised or centripetal cities or
‘ordinary’ agglomerations. Each of these
characteristics, sometimes in combination,
defines the profile of a specific metropolis,
with its comparative advantages, disadvan-
tages and consequences. Johannesburg is

provoke tensions, instabilities, bottlenecks,
insecurities that primarily penalize the most
vulnerable segments of the population.

Several other variables affect the quality
and accessibility of basic services in metro-
politan areas: national and global contexts,
socio-economic, political and environmen-
tal, including such challenges as conflict,
insecurity, corruption, climate change, pol-
lution and contamination); administrative
and institutional planning, decentralization
and managerial capabilities; choices of op-

‘Megacities’ are significantly distinguished from other
units of local government by decentralization realities,
roles and powers defined by the institutional and

national policy context.

not Cairo, Shanghai is not New York, Bue-
nos Aires is not Moscow, and Lagos is not
London. These metropolises may be differ-
ent in their form and status as cities, gover-
norates, or metropolitan regions, but all are
confronted by the same need to offer their
inhabitants high quality basic services.

There are a number of limits on metropoli-
tan action in basic service provision: short-
comings in governance (and revenues), ad-
ministrative borders often made inadequate
by demographic spill over; institutional
fragmentation that results in confusion
around responsibilities; complex multi-lev-
el governance, influenced by a plethora of
economic, political and social actors (inter-
nationally, nationally, or regionally); strate-
gic investment choices uninformed by cit-
izen participation; the strength of elite and
rentier economies; massive flows of people
and consequent spatial sprawl; socio-eco-
nomic disparities and segregation which

erating model (public/private/mixed); tools
for monitoring and reporting; capacity for
adaptation and innovation; the quality of
political leadership; demographic indices
(aging populations/booming youth); the
growth of middle-class demands; socio-
economic tensions from unmet demand;
level of budgetary and fiscal autonomy; pay
scales for civil servants and contractors;
obsolescence or saturation of infrastruc-
ture; and the relative maturity of economic
models and the technical and technological
solutions for each service.

Concrete examples of these challenges have
been documented in Mexico City, Bamako
and Casablanca, each the subject of a full re-
port by IRD researchers, available in addition
to the GOLD IIl chapter. Metropolises that
have been studied in other contexts include:
Sao Paulo, Santiago de Chile, Moscow,
Mumbai, Shanghai, Manila, Dakar, Harare,
Lagos, Cairo, Johannesburg, and Detroit.
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As hotbeds for technical and technological
innovation, benefiting from instantaneous
exposure, metropolises are in the best po-
sition to bring together partners and fund-
ing, and promote hybrid models of pool-
ing resources for investments in services.
In the absence of clear, agreed rules for
equalization at the national or local level,
this can mean reductions in the financial re-
sources available to smaller cities or those
not judged to be strategic or of high priority
by policymakers. In response, and to en-
sure access to services, local authorities,
but also other stakeholders in the area, are
constantly employing strategies to access
financing that may be in changing, coordi-
nated, compartmentalised or even contra-
dictory.

Among the challenges faced by metropol-
itan governments, insufficient or poorly
conceived land management constitutes
a significant handicap as it renders essen-
tial, long-term strategic planning difficult, or
even impossible. This is notably the case
for several African cities, two important ex-
amples of which (Dakar and Antananarivo)
are explored in the report.

Based on these trends, and through numer-
ous examples, this chapter tries to prioritize
the identification of strategies, instruments,
and management models, as well as the
financial models that facilitate universal
basic service provision in metropolitan are-
as. It also raises some questions about the
benefits and risks associated with these
practices. How do we guarantee and im-
plement universal access? What conditions
and resources need to be brought together,
following what social and political agree-
ment and organization? Containing exam-
ples of the most radical segregation (gated
communities, favelas/slums) as well as the
most dazzling urban science (Bus Rapid
Transit, Metrocable, etc.), metropolises, in
all their diversity, may not offer universal
solutions, but they do provide examples to

explore and emulate. (See, among others:
Medellin, Bogota, Sao Paulo, Portland, To-
kyo, Shanghai, Vancouver, and Melbourne).

Management models

Given the combined effects of neo-liber-
alism and structural adjustment on the or-
ganization of public services, the levels of
investment and demand required today, the
growing complexity of standards and the
imperatives of sustainability, metropolises
find themselves obligated to renew their
approaches to basic services, especially
through the implementation of new forms
of partnership and provision.

Administrative organization and oper-
ation reconsidered

To fulfil their responsibilities, maintain their
attractiveness, and correct the disjuncture
between identified needs, available reve-
nues, and limits to institutional manoeu-
vring, certain metropolises have begun to
engage in reforms to reposition the role of
the city as the organizing authority over ba-
sic services. Such reforms include changes
to accounting and computerization proce-
dures; improved standards of service to
users and client relations; stronger internal
competencies and better managed human
resources (e.g. in some Chinese cities like
Shanghai, but also in Sao Paulo and Cape
Town).

These changes in practice create favour-
able and empowering conditions for ex-
ploring new partnerships that are more
diverse, equal, and effective: delegations
and public-private partnerships (PPPs);
public-public; public-small private opera-
tor; public-community based organization
(CBO) or non-governmental organization
(NGO). The legal frameworks for these part-
nerships today are already in place, most
of the time. They are favoured by central
governments as a means to withdraw from



direct service management and provision,
but are often accompanied by a transfer of
human and financial means incommensu-
rate with identified local needs.

There is no evidence of the superiority of
any specific model of basic service man-
agement, either at the global or regional
level. However, the politico-institutional and
socio-economic environment of the me-
tropolis allows for the development of com-
mon composite criteria for success. To be
effective, the metropolis must have all of the
key competencies to co-develop, monitor,
and follow partnerships in the long term.
In light of extremely complex procedures
and a variety shared management models
(mainly for PPPs), numerous gaps in roles
and responsibilities can result from unbal-
anced information and mismatched juris-
dictions between the delegating authority
and the delegated provider. When the pub-
lic organizing authority is not able to play a
full monitoring and oversight role, contracts
are often ineffectively implemented, with
negative effects for service provision and
sustainability. These shifts provoke social
tensions and harmful and time-consuming
litigious attitudes. Only cities with the pow-
er to negotiate, plan, and organize internal-
ly are able to create, with private partners,
real conditions for provision that fit the
initial, negotiated framework. Clearly, the
delegating authority’s guiding principle of
acting in public interest can be challenged
by the market logic of the private sector.
Mechanisms, and especially practices, of
dialogue and safeguards to align the inter-
ests of stakeholders are essential. In the
metropolitan experience, these governance
and transparency mechanisms are uneven-
ly understood and applied, and demand the
invention of more tailored approaches.

There are several examples of metropolis-
es creating autonomous public enterprises,
governed by private law and functioning as
satellite agencies of the municipality (e.g.

Medellin or Shanghai). These managing
and regulatory authorities aggregate sever-
al levels of government, or bring together
resources at the horizontal, territorial level
to respond to a demand for basic services
on a scale too vast for a single metropolis
or its partner cities. In this way, public au-
thorities’ borrowing capacity and power to
act, and more affordable financial, technical
and technological innovation, are facilitated.

Some metropolitan areas, after conceding
the management of services to external
partners, find that direct operation is more
efficient. Other large metropolises have
never ceased to provide services direct-
ly. Tokyo, for example, manages its water
supply network (26,000 km of pipes, 3.6%
leakage) for 13 million service subscribers
and recovers 99.9% of bills. In this case, it
would make little sense to transfer service
management to the private sector.

Instruments for allying with small pri-
vate operators, CBOs and NGOs consti-
tute, if not an innovation, at least a model
to monitor. These mechanisms can be a
valuable source of methodological, techni-
cal, and pricing innovation. Responding as
closely as possible to unmet needs, these
alternative and complementary forms of
production, delivery, and maintenance of
services are paths towards the invention
of new models. They reach informal set-
tlements at substantially lower costs than
those required by traditional infrastructure
networks. Strongly linked to cheap labour,
these instruments render the city more
‘liveable’ for underserved segments of the
population through a redistribution of rev-
enue, however small. Yet, in doing so, they
join the economically dominated mecha-
nisms of urban poverty reproduction with
the expensive formulas they offer to users.
Service standards and quality may be is-
sues, as well as resistance to reforms and
change. Because they take a great variety
of forms, their replication and scaling-up for
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economic integration is potentially difficult.
They require reinforcements in their plan-
ning, management, and investment capac-
ities (human, capital, and material) for their
sustainability or transformation (see Mapu-
to or Casablanca, Dhaka, Cape Town, Rio
de Janeiro, Bamako, and Ho Chi Minh City).

The decentralized production of services
by individuals or small businesses (‘off
grid’ or ‘post-network’) is becoming in-
creasingly possible and affordable (through
solar panels, miniature wind turbines, small
sewerage treatment plants, etc.). Disrupt-
ing the model of universal networked infra-
structure, this trend transforms the provid-
er/user relationship, as the user becomes a
co-producer or a supplier to the network.
This change in user status challenges man-

T

and smart grids) are underway to explore
the possibilities of low carbon systems
and the coupling of basic services with
high technology. These innovations inte-
grate computer controls, develop mobile
applications, promote efficient consump-
tion (adjusted user cost, choice of provid-
er), and adjust network losses. In addition
to generating gains in productivity and re-
source savings, the data produced in the
course of the consumption of basic ser-
vices becomes a resource for new urban
contractors and multinational corporations
(including Cisco, IBM, Siemens, General
Electric, Veolia and Suez) seeking to adapt
their products and strategies to user needs.
These advances can result in services that
are more responsive, focused, better moni-
tored, and high performing for metropolitan

The data produced in the course of the consumption of
basic services becomes a resource for new urban con-
tractors seeking to adapt their products and strategies

to user needs.

agement and production models, and the
economic, financial, technical, and insti-
tutional foundations of basic services. As
with alliances with small private opera-
tors, CBOs, and NGOs, this trend calls into
question the governability of local access
management by multiplying the number of
partners and blurring the boundaries be-
tween their roles and status (e.g. in London
and Stockholm).

Technical and technological progress

Numerous initiatives (such as waste-to-
energy, circular economy, smart meters

areas. However, here again, there must be
increased vigilance to avoid a privatization
of the government and to ensure solidarity
with isolated populations.

The practice of local marketing is increas-
ingly common. Communication campaigns
dealing with the challenges of urbanizatio-
nand basic services encourage citizens to
engage in key urban issues and to appro-
priate and preserve resources and common
goods - see metropolises like Vancouver or
Medellin. The remarkable communication
campaign for the new Metro Bus system
in the City of Curitiba, which has inspired



numerous other metropolises, is a good
example of effective place-based market-
ing to strengthen local action.

Access to services and sustainable fi-
nancing

The generation of sufficient revenues for
universal access to basic services organized
by the metropolis is underpinned by spatial
planning investment planning, the definition
of global funding strategy, the hybridisation
of resources and the strengthening of local
economies. The challenge is to anticipate
the needs over long periods and to commit
often considerable investments. Projects
such as the lle de France Region’s commis-
sioning of five or six new metro lines in 2030
(200km; 72 stations; 27 billion euros) or Ri-
yadh'’s 175 km of new metro line at 17 billion
euros cannot be improvised.

The conditions for such strategies are rare-
ly met and never in an exemplary manner.
Metropolitan regions are living and mov-
ing organisms. They need to take into ac-
count institutional, environmental, social,
and economic contexts that are complex to
control. No metropolis possesses the mag-
ic formula for profitable financing of all ba-
sic services in its territory; and the rules for
performance and efficiency in the most or-
ganized metropolitan administrations resist
transposition into environments that may
be experiencing exponential growth in de-
mand for services, investment obligations,
fees and costs of maintenance, with limit-
ed user ability to pay, over-indebtedness or
widespread corruption (see the “exempla-
ry” case study of Antananarivo).

In the shift toward the financialisation of
economies, to the detriment of real, local
economies and the environment, two dy-
namics have been triggered more sharply
than ever before. First, resource hybridisa-
tion (local, national, in banking and financial
markets, from international donors, special-
ised financial institutions, etc.) now tends

to be better exploited by metropolises.
Equally, an endogenous approach, directed
to the local area, where the local economy
is the primary contributor to local develop-
ment, complements traditional schemes of
tax recovery, state grants, PPPs, and other
funds from capital markets. Even if we are
only beginning to take back and re-local-
ize our economies, these steps introduce
a revolution in economic thought in which
competition does not take precedence over
the network of inter-communal, inter-gen-
erational and inter-territorial solidarities.

Innovative financial vehicles and practic-
es diversify resources by mobilising local
and international resources that are rarely,
if ever, used. Supported by diverse interna-
tional donors or members of the banking
and financial sector, city networks, private
sector and NGOs, metropolises can raise
their creditworthiness and credit ratings
following criteria adapted to the socio-eco-
political principles guiding public policy.
Among these vehicles are: impact invest-
ment/output-based aid (OBA); infrastruc-
ture, retrofit, and endowment funds; local
investment funds and carbon funds (clean
development mechanism, local carbon
exchange markets); migrant remittances;
sub-sovereign loans from bilateral agencies
(with or without the guarantee of the state);
and access (progressive or accompanied)
to bond issuance upon empowerment of
the administration and elected officials (we
will discuss examples from New York, Cas-
ablanca, Melbourne, Tokyo, Sao Paulo, Bo-
gota, Medellin, Ahmedabad, and Lima).

Land and property taxes are discussed and
promoted these days as a panacea for me-
tropolises that are legally able to implement
them and define their ratios, including tax-
es on residence, property, land-value gains,
but also on land holdings, anticipated land
purchases, commercial and real-estate
valorisation of nodal spaces (transport
stations), and small business increment fi-
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nancing (SBIF). However, these procedures
imply secure access to property (land ten-
ure), a complete land registry, real prop-
erty taxation, land management tools and
project management with a social housing
dimension in order to mitigate the risk of
the poorest populations becoming victims
of the valuation of the district. These con-
ditions are prerequisites for the success of
operations of this kind (examples will in-
clude Tokyo, Chicago, Istanbul, Shanghai,
Bogota and Brasilia).

Other strategies and complementa-
ry budgetary, economic, or monitoring
tools are also being employed. They are
able to: transform the organization of local
authorities or associated institutions; pro-
mote equal access to basic services; and
engage a new cycle of dynamic relation-
ships with inhabitants. Examples include:
participatory budgeting (Porto Alegre and
Yaoundé), social and local currencies (Rio
de Janeiro, Bristol, Paris, Toulouse, and
Amsterdam), new indicators of wealth (Bo-
gota and Sao Paulo), reduction of working
hours (El Paso-USA), etc.

Frameworks for parallel political, so-
cio-economic and technical manage-
ment action are equally necessary includ-
ing (@among other actions): city-to-city/de-
centralized cooperation and peer-to-peer/
inter-territorial cooperation; taxes on the
total payroll of businesses, transportation
subsidies paid by entrepreneurs for their
employees and urban congestion charg-
es; in-depth work on economies of scale,
costs avoided and valorisation of positive
externalities of urban interventions in ba-
sic services; the equalization of revenues
from basic services; differentiated tariffs
including exemptions, population targeting
and cross-subsidising; cooperation with
networks for social and solidarity economy
and finance (cooperatives for citizen ener-
gy production, for example); negotiated en-
gagement with the private sector through

Corporate Social Responsibility (CSR) pro-
grammes; local crowd-funding; and local
microcredit for households and entities
working on the development or delivery of
basic services. These elements will be illus-
trated with the case of Antananarivo, Ber-
lin, Sao Paulo, Durban, London, Singapore,
Semarang, Casablanca, Johannesburg, and
Rio de Janeiro.

This diversification of resources (and part-
ners) needs to be conducted with full aware-
ness of the potential negative consequenc-
es of the financialisation of territories. With
the withdrawal of the state, the recourse to
practices of the banking sector and the fi-
nancial system (including forms of PPPs like
Build-Operate-Transfer) and, relatedly, the
use of their technical logic in urban fabric
(mortgage, debt, securitization, derivatives)
will have a de facto, direct impact on budget
trade-offs and therefore, prioritization.

The logic of these financial actors, often out-
side the scope of the local, is, in fact, highly
heterogeneous. It refers to time scales that
are completely inconsistent with those of
the locality. The short term logic of financi-
ers exists in opposition to long term urban
processes and bases itself on risk-return
without integrating the social/solidarity cri-
teria that elected officials and administrative
staff are responsible for placing at the heart
of their policies and actions (e.g. in Banga-
lore and Chicago).

Challenges, conclusions and recommen-
dations

The quest for basic service delivery for all
presents some of the most fundamental
and significant challenges for local officials
in metropolitan areas, as they struggle to
meet existing needs and to anticipate future
needs.

The future is part of the present for local
authorities, as it is for central governments;



there is no excuse to ignore it. The chal-
lenge lies in the urban form of cities, and
their urgent need for densification. It is no
longer tolerable, in terms of service man-
agement, to have to plan water, sanitation,
or transportation networks over hundreds
of kilometres, rather than tens of Kkilo-
metres. If density is the aim and the ideal
city on this model is Manhattan, then the
safest, fastest, and most economic model
for public transport is neither the bus nor
the metro, but the elevator — paid for by the
public or private sector, and used for free!
There are solutions, though many of them
are yet to be invented. These solutions can
be trusted to the dynamic of local powers
and administrations to innovate, with their
private partners, but also with the support
of the population.

Local geography is a ‘total social fact’. It
applies to all members of society and is

created by all its members in constant in-
teraction, taken either together or separate-
ly. However unique they may be, with their
complex metabolism, all metropolises are
intrinsically dependent on basic services
whose production, provision, management,
access, and quality they organize - whether
or not they have the mandate, responsibili-
ty, or means. Deeply rooted in the realities
of their localities, metropolises stand at the
forefront of such pressing issues as climate
change, where states, prisoners of their
national interests, fail to agree on mecha-
nisms and joint actions. While these cities
themselves, for all the reasons mentioned,
do not manage to fully organize subsidiarity
and coordination of their actions within their
boundaries, they remain indispensable to
the potential capacity of human societies to
bring to life a utopia for the common good.
In this respect, the battle for dignity and eqg-
uity will be won -or lost- in metropolises.
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GONCLUSION:

Globhal trends in basic service provision

David Satterthwaite

INTRODUCTION

By 2030, the world population is project-
ed to exceed 8 billion, rising to 9 billion by
2050. Most of this growth will be in cities
and towns, which are expected to grow
by 1.4 billion over the next 15-20 years.
This trend offers considerable opportuni-
ty. Economies, in general, tend to grow as
countries become more urban. Concen-
trations of people and investment, econo-
mies of scale and proximity, high levels of
exchange, can all foster vitality, innovation
and development, ideally with benefits for
all. However, urbanization also brings chal-
lenges. The future inhabitants of these cit-
ies, towns and their surrounding regions
will need water, food, shelter, energy, san-
itation, and transport, as well as jobs, ed-
ucation, and health care. There are already
considerable difficulties in meeting current
demands; these are just a prelude to the
enormous challenges ahead.

GOLD lll focuses on how local governments
can help guarantee the universal provision
of basic services. It shows progress made
by local government in service provision,
and by many national governments and
international organizations in recognizing
the importance of local government in this
area, as well as in ensuring more account-
able and transparent governance. However,
there are also exceptions to the decentral-
ization trend. Some countries have kept
decision-making and funding centralized
or even recentralized powers, and many
international agencies still ignore local gov-

ernments. The importance of basic service
provision to economic development is of-
ten overlooked, leading to lack of support
for local governments in managing urban-
ization and the demands it generates.

This conclusion considers the global trends
in service provision, both the progress and
the unmet needs in each region, as well as
the levels of investment needed in the near
future. It reviews issues of governance,
management and funding and considers
local government engagement with com-
munity organizations and the private sector
(international, national, local and informal).
The chapter ends by discussing emerging
challenges and the role of decentralization
and basic services in the MDG and Post-
2015 Development Agenda.

REGIONAL OVERVIEW

Local governments across the world are
facing, to varying degrees, the effects of the
economic and financial crisis, environmen-
tal constraints, demographic changes, and
rapid urbanization. The financing of basic
services is a particularly significant chal-
lenge. Beyond these common challenges,
the regional chapters in this report present
a diverse picture. They show improvements
in service delivery in many middle-income
countries, serious backlogs in most low-
and lower-middle income countries, and
new constraints in high-income countries,
including changing institutional frame-
works, deteriorating infrastructure, and
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aging populations. They also show great
variety in how basic services are provided,
funded and governed, and in the allocation
of responsibility between different levels
of government, public utilities, private en-
terprises (from local to multinational) and
civil society. This diversity is found not just
between regions, but between and within
countries.

In Africa, the greatest challenge is still the
provision of basic services to both the rural
and urban poor, particularly the region’s 225
million slum dwellers (almost 40% of the
urban population). In Asia Pacific, service
access and quality varies widely both be-
tween high, middle and low-income coun-
tries, and between large, well-resourced
cities and their smaller counterparts. Ac-
cess to basic services for the more than
550 million slum dwellers is also a critical
problem. In Eurasia, almost every country
has halted the deterioration in services after
the breakup of the Soviet Union, but ren-
ovating infrastructure remains a challenge.
In Europe, access and quality is good but
service budgets are under pressure after
the global financial and economic crisis.
Latin America has seen progress in both
decentralization and basic service provision
over the last two decades, with an innova-
tive role often played by local governments
in partnership with civil society. In the Mid-
dle East and West Asia, service provision
is generally centralized at national govern-
ment level, except in Turkey. Water stress
is a particular challenge across the region.
In North America, the greatest issue is the
backlog of underinvestment in infrastruc-
ture, a problem, both for improving services
and maintaining current levels of provision.
In both Africa and the Middle East, many
countries face additional challenges of con-
flict and insecurity that affect basic service
infrastructure and provision.

While central governments tend to play an
important role in service provision in small

countries, state or regional authorities are
often more important in countries with large
populations, especially those with feder-
al structures. Countries also differ in how
many levels of government they have, de-
pending on their size, population and polit-
ical factors.

Much of the regional variation in basic
service provision, however, relates to the
structure of local governments. There are
1.1 million of them in Asia and the Pacific
alone, around 2 million globally, and they
are very diverse; their jurisdictions range
from a few square kilometres to tens of
thousands, with populations from a few
thousand (or less), to over 20 million. Re-
gional, provincial and state governments
can serve over 200 million inhabitants, and
the largest metropolitan authorities have
populations larger than most countries. It
is difficult to generalize about local govern-
ments within countries, and even more so
at international level. Geographical, social
and institutional diversity all influence the
capacity of local governments to deliver
services. The disparities are even starker in
many low- and middle-incomes countries
where rural municipalities face even greater
challenges in meeting the needs of smaller,
dispersed populations, especially in periph-
eral regions.

ACCESS TO BASIC SERVICES:
THE SCALE OF UNMET NEEDS

Water and sanitation: GOLD Ill points
to impressive improvements in both the
coverage and quality of water and sanita-
tion services in many regions over recent
decades. Many countries in Asia, Latin
America, and North and South Africa are
approaching almost universal coverage
of water from ‘improved sources,” meet-
ing MDG targets." However, coverage is
declining in Sub-Saharan Africa and there



have been setbacks in the Caucasus and
Central Asia. The MDG targets on access
to ‘improved sanitation facilities’ will not be
achieved, despite the remarkable progress
in South-Eastern Asia. In 2010, 2.5 billion
people were still living without improved
sanitation; Southern Asia and Sub-Saharan
Africa are especially off-track.? Even where
targets will be met at national level, there
are often disparities between and within
regions and cities. The MDG monitoring
system doesn’t include data on the extent
of water and sanitation provision by city or
district. The only disaggregated data glob-
ally is on the national proportion of the ur-
ban and rural population with provision.

Despite improving urban access globally,
there has also been evidence over the last
ten years of growing inadequacies in urban
areas, especially in the informal settlements
that are now home to nearly one billion peo-

ple. Between 1990 and 2010 the number of
urban-dwellers without access to improved
water sources increased from 109 to 130
million people, while it decreased in rural
areas from 1.1 billion to 653 million people.®
Compounding the situation is the fact that
official standards for ‘improved provision’
are inappropriate for assessing adequate
water provision in dense urban contexts,
and fail to consider either regularity of sup-
ply or quality. We will focus, then, on access
to water piped to premises — a very differ-
ent indicator. In 2010, for instance, 85% of
Bangladesh’s urban population had access
to water from ‘improved sources’ but only
20% had water piped to their premises.*
The same year, 97% of India’s urban pop-
ulation was reported to have access to
‘improved water’ but only 49% had water
piped to their premises. Figure 2 highlights
countries where much of the urban popula-
tion still lacks water piped to their premises.

Figure 2. The proportion of the urban population with water piped to premi-

ses in 2010
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4 CUS, NIPORT and Mea-
sure Evaluation (2006)

5 Countries with declines of
10-20 percentage points:
Madagascar, Kenya, Haiti,
Yemen, Zambia, Tanza-
nia, Zimbabwe, Domini-
can Republic and Malawi.
Countries with declines
of 20+ percentage points:
Rwanda, Nigeria, Mongo-
lia, Sudan and Democratic
Republic of the Congo.

8 UN-Habitat (2006). This is
the case for the following
cities, each with at least a
million inhabitants: Addis
Ababa, Bamako, Brazzaville,
Dar-es-Salaam, Douala,
Ibadan, Kaduna, Kinshasa,
Kumasi, Lagos, Lubum-
bashi, Mbuji-Mayi, Port
Harcourt and Yaoundé. A
useful new source on the
inadequacies in provision for
water and sanitation in cities
of sub-Saharan Africa is at
www.iwawaterwiki.org/xwi-
ki/bin/view/Articles/African-
CitiesSanitationStatus.

"Legros et al (2009)
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The proportion of the urban population with
water piped to their premises has increased
by more than 20 percentage points in many
countries since 1990, but there are many
other countries where this provision stag-
nated or declined between 1990 and 2010.°
In 2010, in sub-Saharan Africa, less than a
third of the urban population had such pro-
vision, lower than in 1990, when 43% were
so served. In Southern Asia, the proportion
fell from 53% to 51%.

The only urban sanitation data in most
countries is on ‘improved sanitation facili-
ties.” The introduction to GOLD Il describes
the inadequacy of this standard in most ur-
ban contexts. However, even accepting the
definition, half the urban population of many
countries still lacks access (Figure 3). Most
urban centres in Asia and sub-Saharan Af-
rica lack sewers or, if they have them, they
serve a very small proportion of the popula-
tion.® For dense cities, high sanitation stan-
dards are hard to achieve without sewers.

It is not enough to assume that inadequa-
cies in water and sanitation provision will
be automatically addressed as countries
get wealthier. Countries with average per

capita incomes between USD 2,000 and
USD 5,500, for instance, can differ great-
ly in levels of provision. Over 90% of the
urban population in many Latin American
countries with incomes in this range have
water piped to their premises; in India and
Indonesia, half or less. Governance is a key
factor explaining the higher levels of provi-
sion in Latin American countries (see sec-
tion below).

Energy: In urban areas in high-income
and many middle-income nations, con-
nection to electricity and the use of
‘clean’ fuels are universal; the main issue
is energy costs for low-income groups. In
low- and some middle-income countries,
the lack of electricity and widespread
use of cheap ‘dirty’ fuels and equipment
can cause high levels of indoor air pol-
lution and the risk of fire. An estimated
700 million urban-dwellers lack access
clean fuels and 279 million to electricity.”
Figure 4 shows countries with the lowest
proportions served.

Solid waste management: In high-income
countries, around 90% of waste is collected
and treated, and the implementation of the

Figure 3. Urban populations with under 50% improved sanitation, 2010
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Figure 4. The countries with a low proportion of their urban population with

electricity

45

Source: Legros et al (2009)

‘3 (or 4) Rs’ (reduce, reuse, recycle and
recover) is improving. Just 40% of waste
in OECD countries is sent to landfills. In
middle-income countries, the average col-
lection rate is 75%, but nearly two thirds
is sent to landfills and the remainder to
open dumps. There have been improve-
ments, with increased mechanization, bet-
ter treatment processes and recycling.®
InLatin America, use of controlled landfillsin-
creased from 22.6% to 54.4% in the 2000s.°
However, improvements in middle-income
countries in other regions have not kept up
with increased waste generation. Although
low-income countries generate relatively
little household waste, they also have low
collection rates, averaging around 41%.
Africa’s collected waste is almost exclu-
sively dumped or sent to poorly engineered
landfills. There is also enormous variation in
service across and within cities, especially
between slum and non-slum areas.

Public transport: Many cities in high- and
some middle-income countries have exten-
sive public transport systems, with provi-
sion for walking and, increasingly, cycling,
which helps keep down the proportion of
private automobile trips and helps reduce
air pollution and traffic congestion. Howev-
er, there is widespread under-investment in
public transport. Most cities struggle with
traffic congestion, particularly in low- and
lower-middle income countries where roads
are often unsurfaced and public transport
is poor. Despite efforts to provide innova-
tive transport solutions in recent years, new
systems have been insufficient and often
poorly integrated with existing transport
systems. In most large cities in low- and
middle-income countries, the lack of public
transport and/or its high cost makes daily
mobility a challenge. Low-income commu-
nities located in city outskirts face particu-
larly poor transport provision.

8 Hoornweg and Bhada-
Tata (2012).

¢ Latin American Chapter —
GOLD 1l



© On the concept of mul-
tilevel governance used
here, see the introduction.
Also, Claire Charbit (2011);
OECD (July 2013).
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Box 3. Estimating the costs of basic services, including

addressing backlogs

A number of estimates of the costs of addressing backlogs in basic service pro-
vision suggest capital sums far beyond current investments. The OECD estimat-
ed the need for infrastructure investment at USD 75 trillion by 2030, nearly half
of it for water and sanitation. Other sources estimate the infrastructure financing
needs for low- and middle-income countries at USD 57 trillion up to 2030.

Sub-Saharan Africa needs around USD 93 billion per annum in infrastructure
spending, 15% of regional GDP, with two-thirds needed for capital works and
one-third for operations and maintenance. For water and sanitation specifically,
21.9 billion is needed, double the current investment. In Asia, infrastructure in-
vestment of USD 4.7 trillion is needed over the next 10 years. For East and South
Asian countries, total necessary investments represent between 6.5% and 7%
of GDP.

Significant investments are also required in high-income countries to replace
aging infrastructure and adapt to new constraints (e.g. climate change and ag-
ing populations). In 2012, replacements of basic infrastructure in Canada was
estimated at USD 165.6 billion; in the USA, at USD 1.5 trillion in 2009 (more than
double planned spending). It is clear that for most countries and sectors, current
investments are inadequate, both in terms of absolute amounts and as propor-
tions of the levels required. The gap between needs and investment is still wider
if resilience to climate change is factored in.

Source: OECD (2006); Bilal (2013); Foster and Bricefio-Garmendia (2010) p. 8; ADB (2012); North

American GOLD Il chapter.

GOVERNANCE AND
MANAGEMENT OF BASIC
SERVICES

On decentralization and multi-
level governance

Local governments play a critical role in ba-
sic service provision. As a result of decen-
tralization, they are responsible for the pro-
vision of basic services in most countries,
responding to local demands, ensuring
accountability and transparency and often
deciding on management and funding.

Basic service provision increasingly
takes place within complex multi-level,
multi-stakeholder governance systems,
with increased interaction between lev-
els of government, and an important role
for external partners, from large interna-
tional holdings to small-scale local enter-
prises and community organizations. The
term ‘multi-level governance’ is used to
describe and analyse the effectiveness of
the relationships between different levels
of governments (vertical coordination) and
between local governments (horizontal co-
ordination).



The UN International Guidelines on Decen-
tralization and Access to Basic Services
calls for the clarification of roles and re-
sponsibilities in the organization and deliv-
ery of basic services and for partnerships
between stakeholders, within a framework
of decentralization."” Three factors influ-
ence the extent to which decentralized
governance can fulfil its potential of im-
proving the efficiency and accountability
of service provision: 1) decisions about
which powers are decentralized and to
what level; 2) technical and financial dif-
ferences between services; and 3) the
influence of political factors and existing
governance on decentralization and on
cohesion between levels of government
and across regions.

On the first issue, constitutional or legal
reforms have generally transferred respon-
sibilities for basic services (except energy)
to local governments. The principle of sub-
sidiarity (that the organizing authority be as
close as possible to the people, while still
being efficient) is critical. Local proximity,
knowledge and accountability are import-
ant, but so are economies of scale. Some
services are better provided locally; others
work better on a larger scale, integrating a
number of municipalities (e.g. metropolitan
transport) or at regional level (watershed
management).

In terms of the second issue —technical and
financial differences between services- the
distribution of responsibilities should be
adapted to the logic of each sector. Each
stage of service provision can be managed
in different ways. Local authorities have
traditionally been responsible for water,
sanitation, waste and local transport and,
in a few cases, for the distribution of elec-
tricity. However, the landscape of service
provision is evolving due to technological
and economic changes. Shared respon-
sibility between supra-municipal entities,
intermediate governments, and even with

central governments, is increasingly com-
mon. In some cases, central governments
has created public operators to manage
the whole process, including servicing lo-
cal populations (often the case for water
in West and Central Africa and the Middle
East, as well as in some small countries
in Asia and Latin America). Regulation and
planning is a national responsibility (car-
ried out by sectoral ministries or special-
ized agencies). Financing is increasingly a
shared responsibility, though local govern-
ments are still usually heavily dependent
on central governments.

This brings us to the third factor: the effec-
tive transfer of responsibilities, not only of-
ficially, but in practice, is vital. This includes
the autonomy of local governments over
local policies, management and funding,
upward accountability (degree of discretion
in decision-making and resource mobiliza-
tion, etc.) and the coordination between dif-
ferent levels of government. Downward ac-
countability is also critical: if basic service
provision is the responsibility of local gov-
ernments but higher levels of government
continue to carry out the tasks transferred
to local governments, or fail to support
their autonomy, to what extent can local
governments be genuinely accountable to
citizens?

The regional reports show how different de-
grees and forms of decentralization across
the world affect service delivery. In countries
with widespread provision of good quality
services, local governments generally have
greater autonomy and accountability, le-
gally recognized authority, qualified human
resources, the capacity to raise revenues,
and expenditures that are significant share
of government spending (averaging 24%
in Europe).” This situation is encountered
mainly in high- and upper-middle income
countries. While this doesn’t mean that
multi-level governance issues have been
resolved in high-income countries, it does

" See www.unhabitat.org/
pmss/listitemDetails.aspx
?publicationID=2613

2 See Europe chapter



18 UCLG (2011).

4 This issue was highlight-
ed in the OECD multi-lev-
el diagnosis approach to
the water sector in high-
income countries and Lat-
in America. OECD (2011).
See also: Akhmouch (2012).

5 Also see: Institut de
Gestion Délégué (IGD),
Contractual  Governance
of Basic Network Services,
Working Group chaired by
Jean-Pierre Elong Mbassi,
2012
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mean that local governments can act effec-
tively in a multilevel governance framework.

By contrast, in low- and middle-income
countries where basic service provision
is still lacking, local governments typi-
cally have limited powers and resources.
They lack professional staff and revenue
raising capacity. Their budgets are small
in both absolute and relative terms, (for
instance, less than 8% of central govern-
ment expenditure in Sub-Saharan Africa).’
In many of these countries, central gov-
ernments give a low priority to basic ser-
vice provision and necessary institutional
and legal reforms, particularly local gov-
ernment empowerment. The concept of
multi-level governance may be difficult
to apply in contexts where effective gov-
ernance has still not been consolidated.
However, it can still serve to highlight
problematic relationships between levels
of government, and between government
and other stakeholders, as well as to flag
up the negative consequences of its ab-
sence on service provision.

One of the main challenges to effective
multi-level governance is the unclear dis-
tribution of responsibilities and frequent
overlapping of roles due to weak institu-
tional frameworks and poorly-implemented
decentralization  processes. Ineffective
multi-level governance can result in weak
planning processes, backlogs in budget
executions, higher transaction costs, eco-
nomic inefficiencies and the recentralization
of decision-making.* Numerous and con-
stantly changing rules and regulations con-
tribute to the confusion. The promotion of
sector-wide approaches by international do-
nors and central governments that often fail
to include local levels undermines multilev-
el governance. This failure diminishes local
autonomy and accountability to residents.
All these dimensions have serious conse-
quences for both the quality of multi-level
governance and for service provision. Given

the growing complexity in the distribution of
powers and the incorporation of new stake-
holders into the field of basic services, there
is a need to clarify and regularly review the
relationships between institutions.

Local governments are also responsible for
cooperating at local level to improve hor-
izontal governance. Inter-municipal coop-
eration reduces institutional fragmentation,
enhances the potential of agglomeration
economies and fosters coherence and co-
ordination locally as well as with other lev-
els of government. Inter-municipal cooper-
ation is well entrenched in much of Europe
and increasingly in other regions, as noted
in the chapters on Asia and Latin America.

In order to be effective, multilevel gover-
nance should be rooted in the principle of
subsidiarity, respect for local autonomy and
genuine partnership. GOLD Il features ex-
amples of successful national policies imple-
mented with strong involvement from local
governments, as well as examples of failures
where local governments have been exclud-
ed from policy-making and implementation.

On governance and management'

At least four clear definitions are necessary
to clarify roles in the governance of basic
services: a) the identification of the ‘orga-
nizing authority’, b) its institutional powers
and human and financial resources, c) the
management model and how it is chosen, d)
the combination of financing sources. This
section analyses three of these four issues
(financing is explored in the next section),
and explains the governance constraints on
local authorities in different regions.

= A clear role for the ‘organizing
authority’ in ensuring the delivery of
basic local services

The ‘organizing authority’ is the public au-
thority legally and politically responsible for



ensuring provision of basic services in a
specific geographical area.'® Its role should
be clearly defined in legislation, vesting it
with powers to plan and regulate provi-
sion, determine the management regime
(in-house, external public utility, PPP, etc.),
impose standards of quality and access,
and ensure affordability, and technical, en-
vironmental and financial sustainability. The
organizing authority should respond to user
needs, identified through consultation and
participation.

However, while responsibility is often as-
signed to local governments (at least offi-
cially), their role as organizing authorities
often remains unclear or problematic. The
extent of this problem varies widely be-
tween services and according to the de-
centralization frameworks in each country.

The role of local governments is most clear-
ly defined in high- and some middle-income
countries. Europe has a long-rooted tradi-
tion of local autonomy in service provision,
although increasing EU regulations could
challenge local governments’ ‘room for ma-
noeuvre’. In the U.S.A. and Canada, and in
Australia, New Zealand, Japan and South Ko-
rea, both intermediate and local governments
also play a dominant role in service delivery.

By contrast, there are countries where the
role of local government in service delivery
is weak or unrecognized. This is the case
where there is no decentralization and cen-
tral or provincial administrations are the
organizing authority, or where local author-
ities act only as agents of higher level au-
thorities (as in many countries in the Middle
East and West Asia, Asia and Africa). The
same is true of some countries in Eurasia,
where local administration and governance
are still constrained by the centralization in-
herited from Soviet times.

Between these extremes are many coun-
tries where responsibilities transferred in

law are not decentralized in practice. In
West and Central Africa, for instance, de-
spite decentralization, central governments
continue to carry out most of the official re-
sponsibilities of local governments, through
national agencies and utilities (sometimes
in partnership with the private sector), or
ad-hoc special units for development and
infrastructure projects, often with support
from international donor institutions.

= [nstitutional powers and human and
financial resources to meet the needs
of the population

In addition to a lack of clarity on their role,
in many regions local governments lack the
resources — human and financial — to meet
their responsibilities.’”” GOLD Il highlights
wide differences between countries and
categories of local governments: those
in major urban areas are generally better-
resourced than those in peripheral and in-
termediate cities, towns and rural areas,
although large metropolitan areas in South
Asia and cities in Sub-Saharan countries
also have great backlogs in access. Even in
high- and upper-middle-income countries,
local governments struggle regularly with
inadequate resources and unfunded tasks
and responsibilities. For example, current
public sector and economic reforms in Eu-
rope could weaken local government ca-
pacity to respond to increasing demands
for basic services in some countries.

In other regions, four categories of basic
service governance can be identified. In the
first, mostly in middle-income countries,
progress in decentralization and service
provision are positively correlated. Most
of Latin America is this group. In the last
few decades, national policies have given
increased powers and resources to local
governments (their share of national ex-
penditure rose from 13% on average in the
1980s to 19-20% at the end of the 2000s).®
However, this process has been far from ho-

8 The organizing authority
and service operator are
different roles. The opera-
tor (public or private) runs
the service on a daily basis.
In some cases, the organiz-
ing authority may also play
the role of operator (e.g.
through a local government
department). The organiz-
ing authority may be a mu-
nicipality, but the dominant
operator can be a public
utility owned by the state/
province, as for water in
Brazil.

7 See WHO (2012). Over
90% of 74 developing
countries assessed have
decentralized responsibili-
ty for water and sanitation,
but only 40% have fiscal
decentralization and 60%
reported insufficient hu-
man resources to operate
and maintain urban drink-
ing-water systems, weak-
ening the capacity of local
governments to plan and
deliver services.

B GOLD II, p 99.



EXECUTIVE SUMMARY

mogeneous; in the low- and lower-middle-
income countries of the region, most local
governments still have difficulties manag-
ing basic services. In many countries, na-
tional public utilities continue to provide
some key services. In large countries, like
Brazil, there are wide differences in provi-
sion and intermediate governments play a
significant role.

In the second group, there has been little
or no progress in decentralization or service
provision. This includes much of Eurasia,
where local governments are responsible
for the provision of basic services but lack
sufficient authority or resources to cover
operational activities or deal with the con-
sequences of a decade of infrastructure de-
terioration. Powers and responsibilities are
unstable and higher levels of government
continue to exert significant control. Partic-
ular problems include national tariff policies
that do not reflect the increasing cost of ba-
sic services and the weak authority of local
governments over taxation and tariffs.

Cutting across these two groups are
middle-income countries in Asia, where
decentralization reforms have been imple-
mented over the last two decades. Prog-
ress in service delivery in wealthier urban
areas is accompanied by backlogs in inter-
mediate cities and towns. In India, where
decentralization is generally stuck at state
level, variations are even wider. In China,
local governments in large cities have been
granted authority to develop and modern-
ize basic infrastructure over the last twen-
ty years; but the situation with regard to
basic services is less positive in smaller
urban centres and rural areas. Across the
region, particularly in India, poor access for
slum-dwellers (one third of the population,
396 million people) is the critical issue.

In the third group are most countries in
Sub-Saharan Africa. Here, decentralization

reforms are underway but local governments
have neither the powers nor the resources to
assume their responsibilities. South Africa is
an exception; it has made significant prog-
ress thanks to constitutionally-entrenched
powers for local government and increased
collaboration between the central govern-
ment and empowered local governments,
particularly in major cities.

The fourth category includes much of North
Africa, where central governments still ex-
ercise strong control over basic services,
despite the presence of local elected au-
thorities. In Morocco, local governments
are more active. Data show improvements
in access to basic services in North Africa,
but investment is concentrated in coastal
areas, leaving intermediate interior cities
and other areas under-equipped (arguably a
factor in recent popular uprisings in the re-
gion). In the Middle East, elected local gov-
ernments (where they exist) also act under
tight central government control, although
there have been efforts to promote local
management of solid waste and regulation
of urban transport. An exception is Turkey,
where decentralization has increased local
government responsibilities and resources
for service provision.

While this simplified typology does not ac-
count for all cases, it suggests a significant
link between governance, decentralization
and improvements in the provision of basic
services.

= A strategic choice between
management models

Organizing authorities have a range of pos-
sible management choices for basic ser-
vices: direct management; contracting a
public provider or outsourcing to a private
enterprise; and partnership with NGOs or
community organizations. Total privatiza-
tion (divestiture) is rare. The complexities of



service provision do not make the choice
an easy one, and require consultation with
stakeholders, analysis of the local context
and strategic decisions on the models of
provision, financing, and governance for
each service.

Public management (either in-house,
shared or via public utilities) remains the
most widely used model. In principle, this
allows the organizing authority to monitor
the service, including its objectives and op-
eration, and minimizes transaction costs,
overlapping responsibilities and loss of in-
formation, as well as facilitating greater co-
herence and responsiveness. A public op-
erator can also reduce costs, since it does
need to make a profit."

However, public management is also crit-
icized for being uncompetitive and ineffi-
cient. Many public operators have opaque
management structures with little account-
ability and with decision-making powers
concentrated among a select few (see, in
particular, the regional chapters on Asia
and Latin America). Their cumbersome ad-
ministrative procedures do not always facil-
itate a good quality service at a lower cost.
Outsourcing service provision to the private
sector is sometimes then proposed as a
way of improving efficiency and responsive-
ness to customers’ needs. Competition in a
sector, in theory, impedes the emergence
of ‘natural’ monopolies, creates incentives
for operators to innovate, improves access
and quality, and lowers costs, which is ulti-
mately beneficial for local governments, for
service users and for taxpayers.

However, as stressed in the European chap-
ter, there is no empirical evidence that one
management system is intrinsically more ef-
ficient than any other.?® The optimal choice
between outsourcing and direct manage-
ment can only be made based on case-
by-case assessments of each situation by

public authorities. This is why the organizing
authority’s freedom of choice of manage-
ment models is essential. This facilitates ex-
perimentation and innovation and promotes
flexibility and adaptation to local contexts.

In practice, national traditions, sectoral
logic and the evolution of the institution-
al framework, influence how services are
managed. In Europe, there are different
models: German local multi-service enter-
prises (Stadtwerke) owned by local author-
ities; the longstanding French experience
of using public utilities, private companies,
or joint ventures; and the United King-
dom’s privatization of most basic services
in the 80s. Most of these national traditions
have become hybridized to some degree
over the last twenty years. Currently, three
quarters of Europe’s population is provid-
ed with water and sanitation by public op-
erators.

In Latin America, 90% of water and sanita-
tion is provided by public operators - utilities
in urban areas and, usually, water boards
in rural areas. Regional governments play
an important role in federal countries, while
national utilities dominate in smaller coun-
tries. In Africa, many francophone countries
retain a single national water utility, while
anglophone countries tend to have more
decentralized management.?' In both cas-
es, but particularly in francophone coun-
tries, private operators partner with nation-
al utilities or manage part of the service.
In Asia, many countries have moved from
direct management to national and local
public utilities and outsourcing, including
joint ventures with private partners. In Chi-
na, development over recent decades has
been supported by both strengthening the
capacity of local governments, and through
PPPs and joint ventures with foreign part-
ners In most of Eurasia, the majority of
water and sanitation providers are owned
by municipal and higher-tier governments

9 Cf. For the advantage of
public management http://
www.psiru.org/. See also:
http://www.fnccr.asso.fr/
documents/APE-Gestion-
PubliqueDeLEau_2.pdf (in
French).

20 Bel, Fageda and Warner
(2008) and Muhlenkamp
(2013).

2 Banerjee et al (2008) p.7.



22 Wollman and Marcou
(2010); Hall and Nguyen
(2012).

2 See Latin American
chapter
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or by a national utility (as in Tajikistan). In
recent years, more private operators have
been attracted to the utility sector in some
countries. In Russia, a quarter of the popu-
lation is provided with water and sanitation
by private operators under PPP contracts,
though recent laws have limited the privat-
ization of these assets.

Waste management is the most ‘decentral-
ized’ service in every region, often provid-
ed directly by local governments. However,
contracts with private operators are com-
mon in many countries. In Europe, 80% of
waste workers are employed by the private
sector.?? In Latin America, municipalities
manage about half of services, the private
sector 45%, and cooperatives 3%.% In
most of Eurasia, local governments con-
tract waste management out to private op-
erators.

Urban transport systems are often run by
special public authorities or agencies in
high-income countries, though there are
also private operators and privately owned
systems (i.e. bus and tram networks). In
less populated areas, local governments
run transport systems that would not be
profitable for private operators. In Eurasia
and Eastern Europe, after the fall of the So-
viet Union, responsibility for urban transport
was transferred to municipalities without
sufficient funding for operation and mainte-
nance; private operators sprang up as ser-
vice quality declined. In less affluent coun-
tries, local governments have authority over
transport routes, maintain roads, regulate
traffic, and sometimes own services (e.g.
Porto Alegre, Brazil), but the private sector
dominates the sector, with small providers
playing an important role.

Electricity is not usually a local government
responsibility but, in some cases, distribu-
tion is shared between central and local

authorities. The regional reports note cases
where local governments have promoted
renewable energies; or helped isolated ar-
eas with locally owned electric utilities or
cooperatives (in the USA and Latin Amer-
ica). In China, metropolitan authorities own
public electricity utilities.

Whatever the form of management- in-
house or not — the organizing authority is
responsible for ensuring accountability,
control over public goods and equity of
access. Therefore, when contracting out
services, local governments should ensure
systematic monitoring and control of ex-
ternal operators (public or private) and the
evaluation of their performance.

In many countries, local governments are
ill-equipped to negotiate with private part-
ners, who often have greater expertise and
resources to deal with complex contract-
ing processes. Asymmetric relationships
can lead to misunderstandings, increasing
uncertainty and risk and, in the long term,
costs. There is no universal formula for
success, but organizing authorities should
try to maximise their strengths. The region-
al chapters present many successful local
strategies for allowing competition between
operators, while maintaining in-house con-
trol and expertise.

This report highlights several local govern-
ment initiatives that assess municipal and
utility performance in service delivery. Vol-
untary and compulsory benchmarking ini-
tiatives include the World Bank’s IBNET, the
European Benchmarking Initiative for water,
ADERASA, and the network of regulation
agencies in Latin America. Local govern-
ments should be supported to strengthen
their monitoring capacity to promote effi-
ciency in basic services.



FINANCING BASIC SERVICES*

The financing role of local governments
takes different forms, depending on the
extent of decentralization, their resources,
and whether they are the organizing au-
thority for services. This section explores
the financing of basic services, tariffs and
affordability, and investment mechanisms,
as well as how these affect the governance
of basic services.

Basic services and public funding

Since the 2000s, there has been a move
away from the idea of ‘full cost recov-
ery’ through user tariffs to the concept of
Sustainable Cost Recovery (SCR), which
relies on a combination of tariffs, taxes
and transfers (the 3Ts).2 SCR also implies
the use of the 3Ts to attract loans, bonds
or equity for investment in extending or
maintaining services. While the 3Ts are
the main sources of financing, repayable
sources can play a crucial role in upfront
investment by extending repayments over
the financing period. Three main charac-
teristics of sustainable cost recovery have
been identified:?®

= amix of the 3Ts to finance recurrent and
capital costs and leverage other financ-
ing;

= predictability of public subsidies to facil-
itate investment (planning);

= tariffs that are affordable to all while en-
suring financial sustainability.

Sustainable financing requires that sectors
are not treated in silos. Cross-subsidization
is vital to bridge geographical inequalities
and implement inter-sectoral equalization
(where the profits from one service are used
to finance deficits in others).

Central governments remain a major source
of financing for basic services, but local
governments are providing an increasing
proportion in high- and middle-income
countries. SCR implies that public spend-
ing will complement revenues from tariffs,
particularly (but not only) in lower-middle-
and low-income countries, where afford-
ability is a significant constraint. For exam-
ple, while tariffs make up 90% of revenue
to the water sector in France, they account
for just 40% in Korea, and 10% in Egypt.?”
Donor contributions can be an important
source of investment capital in low-income
countries (equivalent to 1% of GDP in sev-
en countries).?®

The European chapter discusses a range of
ways of financing services: full cost recov-
ery through tariffs (i.e. water in Denmark);
financing solely through taxation (i.e. water
and sanitation in Ireland); a mix of subsidies
for various service providers (i.e. transport in
France and Germany); geographical, social
or sectoral cross-subsidies; co-financing
by national, regional and local public au-
thorities; and European or international
funds. Combinations of these models can
make it difficult to uncover the “true costs”
of service provision. Few countries recover
all water service costs through tariffs, and
investment is mainly financed by public
subsidies (local, national or international).
Public transport is also heavily subsidized
(by municipal and intermediary government
budgets, national grants, and commercial
sources).

While progress has been made in tariff col-
lection and financing in Latin America, sub-
sidies from local, intermediate and central
governments continue to be vital. In most
cases, profits from water utilities are insuf-
ficient for effective operation, particularly
for infrastructure investment. Most coun-
tries use tax subsidies and national grants

24 For more on financing,
see Appendix to this report
by Claude de Miras, Insti-
tut de Recherche pour le
Développement (France).

2 ‘Tariffs’ are fees paid by
service users, ‘taxes’ re-
fer to funds channelled to
basic services by central,
regional and local govern-
ments, and ‘transfers’ refer
to funds from internation-
al donors and charitable
foundations. Transfers in-
clude grants and conces-
sional loans, such as those
given by the World Bank,
which include a grant ele-
ment in the form of a sub-
sidized interest rate or a
grace period. OECD (2009).

26 Winpenny (2002)

27 OECD (2009). See also
Annex |. However, even in
France, public funds repre-
sent around 88% of public
investment in water sector.
Pezon (2009).cited in D.
Hall and E. Lobina (March
2012), Financing water and
sanitation: public realities,
PSI-PSIRU, www.psiru.org

28 OECD (2009).



2 See Latin  American
chapter, CAF (2012) and
ADERASA http://www.
aderasa.org/index.php/es/
grupos-de-trabajo/bench-
marking. The analysis is
based on a representative
sample of 10 countries,
30.7% of existing busi-
nesses in water sector and
19.5% of the population in
these countries.

30 Hall and Lobina (2009).

31 Foster and Bricefio-Gar-
mendia (2010) p. 299, table
16.6.

32 Komives et al (2005).

% Hoornweg and Bha-
da-Tata (2012). See Latin
American chapter.

3 CAF (2011), quoted in
the chapter on Latin Amer-
ica.

% OECD (2009) p. 17.

36 See chapter on Europe,
3.5 Financing basic public
services.

7 GAF (2012) p. 25.

% See Latin American
chapter, particularly Marti-
nez et al (2011).

3 Foster and Bricefio-Gar-
mendia (2010) p. 10. See
regional reports for differ-
ent modalities of billing.
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to finance water provision.?® In the Russia,
private water, sanitation and heat suppliers
are entitled to central government compen-
sation when tariffs regulations reduce their
revenues. In India, 90% of water and sani-
tation has been publicly financed in recent
years.®® In the Middle East, almost all basic
services receive substantial public financ-
ing. In Africa, taxes and tariffs make up two
thirds of water service financing, with the
remainder coming from external sources.?'
Only 30% of utilities internationally gener-
ate sufficient revenue to cover operation,
maintenance and partial capital costs.®?

Taxes and subsidies are even more critical
for sanitation and solid waste management,
as users are less willing to pay for these
than for water, electricity, and transport.
In high-income countries, waste collection
and management represent around 10% of
local budgets (with a larger part financed
from tariffs), in middle-income countries,
around 40%, and in low-income countries,
80-90%. In Latin America in 2010, the av-
erage cost recovery from tariffs was around
52%, though some cities do manage to re-
cover costs successfully.®® In Eurasia, tar-
iffs mostly cover operational costs of waste
collection (except in Tajikistan and Kyrgyz-
stan).

Urban transport is heavily subsidised in
almost all regions. In the USA, the main
source of funding for transportation, after
fares, is a tax on gasoline. However, the
gas tax has not been increased since the
early 1980s and more fuel efficient vehi-
cles and inflation mean that its contribution
has fallen, resulting in a growing backlog
in necessary infrastructure investment. In
Eurasia, almost 30% of transport financ-
ing comes from non-core activities and
subsidies. In Africa, urban transport sys-
tems receive regular subsidies from central
governments. This is less common in Latin
America.®* Funding for transport in Indone-
sia comes from direct grants from central

ministries and the budgets of provinces,
cities and regencies (kabupaten).

Tariff-setting, affordability and
collection

As well as contributing to the financial sus-
tainability of services, the payment of tar-
iffs by users also provides an incentive for
their efficient use. In recent years, there
have been considerable increases in reve-
nues from tariffs.3® Pricing models and the
capacity of service operators and munici-
palities to collect tariffs and taxes, strongly
influence the sustainability and affordability
of services.

In Europe, pricing is generally defined lo-
cally in contracts between organizing au-
thorities and operators, although European
regulations increasingly influence financing
and price-setting.*® In the water sector in
Latin America, prices are set by regulatory
agencies or national public utilities. In fed-
eral countries like Mexico, tariffs must be
approved each year by each state. Service
providers usually need approval from gov-
ernment to change tariffs.3 In the waste
sector, pricing is even more diverse, with
most municipalities undertaking collection
in-house.® In Africa and the Middle East,
national (or regional) authorities set tariffs.
In Eurasia, “socially acceptable” tariffs are
generally fixed at national or state levels;
with resulting gaps between costs and rev-
enues covered by public subsidies.

Collecting tariffs and taxes is a huge chal-
lenge in low- and middle-income countries.
Household surveys in Africa show about
40% of users not paying for utilities in the
water sector — up to 65% in some coun-
tries.®® In many cities, there is no system to
identify the address that should be billed.
For example, only 15% of the properties in
Maputo, Mozambique, are billed. A system
to identify streets is often the first step in



improving collection, but this is particularly
difficult in settlements where formal tenure is
not even recognized. Nevertheless, there are
examples in GOLD Il of the successful im-
plementation of adapted payment collection
systems by local governments or service
providers with the support of community or-
ganizations (e.g. in Manila, Philippines).

Striking a balance between affordability and
financial sustainability is a central challenge
of tariff-setting, but these goals are not
mutually exclusive. According to UNDP, to
guarantee the right to water, tariffs should
not exceed 3% of household income. In Eu-
rope in 2011, tariffs made up a small share of
average household incomes (1.7 % for water
and 4.4% for electricity), but these averag-
es hide substantial variation. If affordability
is a concern even in high-income countries,
it is even more of a problem in low- and
middle-income countries. The affordability
debate can be approached from two per-
spectives: a) a market perspective, assess-
ing household incomes and setting tariffs
which poor groups can afford; b) a human
rights approach, in particular for water, guar-
anteeing free access to a minimum level of
consumption.*® The rights-based approach
has been boosted by the UN General As-
sembly’s recognition of the right to drinkable
water and sanitation in 2010.4

In South Africa, the poor are guaranteed
minimum levels of free access to water,
electricity and solid waste collection.*? This
strategy has dramatically increased access
over the past 15 years, though it has not
provided universal access to drinking wa-
ter. It is more common to differentiate pric-
es, generally through cross-subsidization,
to support low-income households.®® An
alternative is direct subsidies through tar-
geted income support or cash transfers, as
practised in Chile and Colombia. There are
examples of subsidies for service connec-
tions rather than consumption in Asia, ef-
fective in targeting the poor where network

access is low. Subsidies should be pre-
dictable, transparent, targeted and, ideally,
phased out over time.

This report also gives examples of differen-
tial tariffs: social tariffs based on volume or
block tariffs in Latin America and Europe;
tariffs that vary by geographical area or
service standards (e.g. public standpipes
with cheap or free water in Africa and Asia);
support for community-action that lowers
costs and prices (like the construction of
public toilets in partnership with NGOs and
community associations, in Mumbai); and
the use of safety nets.* Policies that keep
tariffs low for all users are generally prob-
lematic, failing both to target poor and to
ensure financial sustainability. For example,
in Africa, about 90% of people who enjoy
subsidies for piped water or electricity ser-
vices belong to the richest 60% of the pop-
ulation.*® Affordability for unserved house-
holds that rely on informal vendors is also
critical. They often pay more than users of
network services, with dramatic impacts
on household incomes. Local governments
should monitor this situation.

Local budgets: a key but
problematic source of basic
service financing*

In most countries, there is greater decentral-
ization of responsibility than of revenues. In
OECD countries, sub-national governments
account for 22% of general government
revenues, but 31% of public expenditure.
In Latin America, local governments repre-
sent 12% of general government revenues
but 19% of expenditure;*® in Sub-Saharan
Africa, around 3% of revenues and 8% of
expenditure.*® There is a striking contrast
between high-income countries and most
middle and low-income countries in terms
of local government’s share of total public
expenditure. In the EU27 it averages 24.3%,
1.3 times that of Latin America and Asia,

.

40 A Directive of the Europe-
an Commission also prohib-
its disconnection of electric-
ity to ‘vulnerable customers’
in critical times. Same pro-
tections exist for water. See
European chapter.

“ UN General Assembly,
Resolution 64/292, The hu-
man right to water and san-
itation, 28 July 2010

42 See Africa chapter: every
poor household receives
the first 200 litres of water
per day and around 50-100
kWh per month for free. In
2012, the program reached
86% of all households.

4 Some international institu-
tions are critical of subsidies
arguing they ‘undermine ef-
ficient management’. See
Komives et al (2005).

4 See OECD (2009) pp. 21-
22 for a more detailed anal-
ysis of the pros and cons of
different social tariffs.

4 Foster and Bricefio-
Garmendia (2010) p. 11.
This policy is also criticized
in Eurasia and in some
countries in Latin America.

4 Information for this sec-
tion is extracted primarily
from GOLD Il Report and
refers to the late- 2000s.

4 OECD, Claire Charbit
(2011); in 27 European
Union countries subnation-
al governments represent
5.8% and 33.6%, respec-
tively, of public sector the
revenues and expenditures
in 2011, for Europe see
CEMR-Dexia, Subnational
public Finance in the Euro-
pean Union, Summer 2012,
11th edition. The GFS-IMF,
give the following average
values: In 2008, local gov-
ernments globally were re-
sponsible for 17.8% of pub-
lic expenditure; for 12.2%
of public revenues. In devel-
oped countries these per-
centages are: 22.6 % and
16.3% respectively and in
developing countries: 14.5
% and 9.4% (Om Prakash
Mathur, 2012).).

“8 Source GOLD II.

4 Source GOLD II. Thierry
Paulais (2012), calculated
the ratio of local expendi-
tures /public expenditures
at 11.7% in 2010.



% But ranges from EUR
15,872 in Denmark to EUR
97 in Malta (see Europe
chapter).

51 See GOLD II. In Eurasia
the average annual budget
expenditure/person of lo-
cal governments is around
USD 232; in Latin America
USD 138; in low- and mid-
dle-income countries in
Asia USD 92.

%2 On average develop-
ing countries raise 0.5%
of GDP from property tax
compared to 2% in de-
veloped countries. Prop-
erty tax is almost absent
in many countries (in Asia
and Middle East but also
in Africa, Eurasia and Latin
America). It is difficult and
expensive to administer,
all the more so in countries
without well-defined prop-
erty registers, with sizable
informal areas, and with
weaker local capacity for
value assessments, en-
forcement, and collection.
See GOLD II.

% Mathur (2012). This trend
of transfers is also stressed
by the OECD [Claire Char-
bit (2011)]. In Europe, local
taxes and fees increased
at a similar rate as grants
in the last decade (ex-
cept during 2009-2010),
and represent around
54.7% of local budgets
Grants and subsidies fell
in Europe from 2010 to
2012 (-5.5%), while own
revenues increased (see
CEMR-Dexia, summer
2012). In Latin America,
local governments raised
about 40% from own tax-
es and fees (average for 15
countries), with wide vari-
ation. In Africa an average
of 40% of local budgets
come from local taxes and
fees and 60% from trans-
fers (sample of 15 coun-
tries), with wide variations
between countries.

5 Zhang (2011); cited in
Mathur (2012) p. 32.
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and three times more than in Sub-Saharan
Africa. In the late 2000s, local governments
spent around USD 3000 - 4000 per person
annually in the USA and in Europe,*® but
just USD 36 in Africa.’’

The increasing gap between expenditures
and revenues is largely due to the limited
powers and capacity of local governments
to mobilise local resources, one of the main
elements of decentralization. Traditionally,
local government has been financed from
three main sources: 1) local taxes and tar-
iffs for services (‘own revenues’), 2) trans-
fers from higher levels of government, and
3) borrowing. Many local governments,
however, have a limited capacity to mo-
bilise their ‘own’ local resources and little
control over transfers.

Generally speaking, local governments
lack the buoyant tax sources that would
produce revenue growth in line with their
increasing responsibilities. The potential
of property tax, the most commonly rec-
ommended and globally used local gov-
ernment tax, remains unrealized.?? Political
barriers include both limitations imposed
by higher levels of government and reluc-
tance on the part of local government to
raise taxes. The other main source of ‘own
revenues’ is tariffs for services. In Canada
and the USA, local governments generate
a quarter of their own revenues through
fees, in the EU27, 10.6% in 2011. The sit-
uation is very different in many middle and
low income-countries where tariffs make a
limited contribution to local budgets, partly
due to affordability problems and partly to
weak local collection capacities.

Transfers from central government are sec-
ond source of revenues. According to a UN
Habitat study, they account for 47% of local
government revenues in developing coun-
tries and around 36% in developed coun-
tries, a percentage that rose in the 2000s, (as
the share of local taxes in local budgets de-

creased).®® Far from being an ‘easy’ solution
to better service provision, the use of trans-
fers poses a number of challenges, including
unpredictability and lack of transparency (as
in West and Central Africa); or vulnerability to
cuts with poor consultation (e.g. in Eurasia).
An excessive reliance on conditional grants
can also overly constrain local government
autonomy and shift their focus from local
to national priorities. Most importantly, sub-
stantial revenue-sharing can create perverse
incentives for local revenue generation, un-
dermining local resource mobilization and
local government accountability.

Resources can also be distributed very
unevenly, concentrated in main cities and
central regions. Large cities, with their larg-
er fiscal bases and greater capacity to mo-
bilize resources, tend to have less difficulty
in financing services, but it is in intermedi-
ary cities where the most significant growth
is expected and the greatest investment
is needed. Many countries lack effective
equalization grants, critical to improving
access to basic services in the least well-
served regions and towns. In Africa, just
a few countries (including Morocco and
South Africa) have introduced such mech-
anisms, and in the Middle East and West
Asia there are none. The situation is a little
better in Latin America. Some Asian coun-
tries use equalization transfers (e.g. Austra-
lia, Indonesia, and Japan), but others virtu-
ally ignore fiscal disparities.

The financial gap between responsibility
and the devolution of adequate revenues
has resulted in increasing pressures on local
government. Global trends towards decen-
tralization have, in fact, often been accom-
panied by the centralization of revenues.*
After two decades of gradual decentraliza-
tion, local governments across the world
face increasing problems in generating the
revenues to meet the recurring costs of ser-
vice provision. Problems are being handed
to local governments, but not the means



to find solutions. Local revenue generation
and autonomy are critical to enable local
governments to meet their responsibilities
for expenditure on basic services in an ac-
countable and efficient way.

However, sustainable financing of basic
services is not out of reach, even in the re-
gions with the greatest backlogs in invest-
ment. As mentioned in the African chapter,
the cost of full household connections in
water and sanitation networks is estimated
at 1% of GDP, compared with an estimat-
ed 6.5% GDP cost of the lack of adequate
access to these services. Given their sus-
tained GDP growth rate (beyond 4%-5%),
most African countries can build solutions
without waiting for outside resources. Oth-
er regions are confronted with the same
challenge. National and local governments
need to join forces to set appropriate taxes
and tariffs levels, improve efficiency of bud-
get management and experiment with inno-
vative financing models. In many countries,
structural reforms are still required to bridge
the gap in basic service access and allow
decentralization to fulfil its promise.

Borrowing and other alternatives
for basic service financing

Public financing through borrowing, local
taxes and tariffs has been the backbone of
most infrastructure investment in Western
cities over the past two centuries. Munici-
palities have led the process, supported by
central governments.% In emerging coun-
tries today, many cities are borrowing to
expand provision, and their traditional op-
tions are loans and, in some countries, debt
obligations on the markets (bonds). Other
financing models include land value cap-
ture (see Box 4) and PPPs, which have not
completely fulfilled the high expectations
many had for them (see below ‘partnership
with private sector’).

In OECD countries, the financing system is
conducive to sub-national borrowing, but
elsewhere it is a mixed picture. In many
middle-income countries, local govern-
ment borrowing is legally constrained. In
Asia, local governments in middle-income
countries are permitted to access loans,
but this is difficult in practice. Weak cred-
itworthiness and administrative constraints
curb access outside metropolitan areas
and large cities.®® The main exception is
China, where infrastructure financing in-
volves local borrowing from domestic and
international markets and the use of land as
collateral. In some municipalities, land has
financed up to 70% of local infrastructure
investment through leases or by serving as
collateral for loans. The China Development
Bank provides about 50% of infrastructure
funding, and the Urban Development In-
vestment Corporation, created by munici-
palities, places assets as collateral for local
loans under a single umbrella.?”

In Eurasia, loan mobilization from commer-
cial banks is often constrained by law or
the low credit-worthiness of local govern-
ments and utilities.%® In Latin America, local
governments in most countries can borrow
through loans or bonds, subject to annual
debt limits, and large cities are increasingly
issuing bonds. Municipal banks or national
funds dominate local government borrow-
ing, but commercial banks are also active.
Foreign borrowing is not allowed without
authorization from higher levels.’® Long-
term financing for local basic services is
also difficult to obtain in non-oil produc-
ing countries of the Middle East and West
Asia. What funds are available are allocat-
ed to infrastructure projects in major cities.
Some municipal financial institutions have
been created in the region to provide lo-
cal governments with investment capital.®®
Access to borrowing also remains very
limited in Sub-Saharan Africa, with a few
exceptions (South Africa). Municipal devel-
opment funds continue to dominate local

% Juuti and Katko (2005);
Barraqué (2007), cited in D.
Hall and E. Lobina (March
2012)

% See Asia Pacific Chapter.

57 Peterson and Muzzini
(2005) pp. 224-225.

58 See Eurasian Chapter.

% Latin American Chapter
and GOLD Il Report

8 See MEWA Chapter.



61 Paulais (2012).

82 For Africa, Paulais (2012,
pp.162-164) makes the
following distinction: SFls’
main focus is lending in
middle-income countries;
MDFs’ purpose is to chan-
nel resources from central
governments and donors
to local governments in
low-income countries. The
lending activities of this
last group are more re-
stricted and require a trust-
eeship agreement from
central government.

8 GOLD II; Paulais (2012)
p. 164.

8 Paulais argues that in
Africa, a paradigm shift is
needed. This could also be
applied to other regions.

 Latin American Chapter
and GOLD Il Report. USD
2 billion between 2006-
2012.

% Camdessus et al (2012).
Despite the global financial
crisis, the total amount of
development aid for water
and sanitation has risen at
an average annual rate of
5% in real terms from 2001
to 2009 (though it did fall in
2010).

67 Global Environment Fa-
cility (GEF), Carbon Part-
nership  Facility (CPF),
Climate change fund
(ACF-ADB), Carbon Mar-
ket Initiative, Clean Ener-
gy Financing Partnership
Facility (CEFPF), Gilobal
Climate Partnership Fund.

EXECUTIVE SUMMARY

investments through grants and borrowing
as commercial banks see insolvent or weak
local governments as too risky. It is very
rare for local governments to issue bonds.®"

= The role of intermediate financing
institutions

Municipal Development Funds (MDFs) or
Specialized Financing Institutions (SFls)
have been set up in more than 60 low- and
middle-income countries to support lend-
ing to local governments and services pro-
viders.®2 They are generally state owned,
though some have a para-public or private
status (e.g. the INCA in South Africa). In-
spired by the specialized public banks or
funds in high-income countries that pro-
vide financing to cities at reasonable costs,
these institutions have had disappointing
results, associated with the politicization
of lending decisions, problematic loan de-
signs, market narrowness or professional
weakness.%® However, there have been suc-
cess stories (Findeter in Colombia and FEC
in Morocco; local development banks such
as BNDES and CEF in Brazil). Despite their
shortcomings, SFls play an important role
in the credit enhancement of sub-national
governments and utilities.

The capacity of local governments and util-
ities to access lending in order to improve
basic services remains an issue. It is clear
is that ‘business as usual’ cannot contin-
ue. Investment in urban development re-
quires empowered local governments, an
enabling environment to mobilize endoge-
nous financing, and the bolstering of local
investment tools to access domestic loans
and capital markets.5

= Other international sources
International and regional development

banks already play an important role in
financing urban basic service infrastruc-

ture. In Asia and Latin America, they have
increased the number of loans in recent
years.® However, these banks lend to na-
tional governments and the private sec-
tor, hardly ever granting credits directly to
local governments. In order to overcome
institutional barriers other options should
be explored (e.g. innovative guarantees for
sub-national loans to reduce foreign ex-
change risks).

Donors continue to play a significant role
in financing infrastructure investments in
some low-income countries. In 2009-10,
annual average aid commitments for wa-
ter and sanitation amounted to USD 8.3
billion, 7% of total aid.®® There are con-
cerns about the distribution of this aid for
water however (around 45% goes to just
10, mostly middle-income, countries).
South-South cooperation has a growing
role — investments by China and India in
Africa rose from almost nothing in the ear-
ly 2000s, to about USD 2.6 billion annually
between 2001 and 2006. In most cases,
they provide funds to central governments
or to ad hoc financial intermediaries; only
a very limited part is then reassigned to
local governments. There are very few ex-
amples of donors making sub-sovereign
loans.

In the framework of the Kyoto Protocol,
some innovative sustainable development
mechanisms are also contributing to fi-
nancing specific projects. The Clean De-
velopment Mechanism (for reduction of
greenhouse gas emissions and clean tech-
nology investments) has supported sever-
al waste management and transportation
projects, but its current resources are lim-
ited (USD 70 million in 2012) and approved
projects have been concentrated in a
small group of sectors and countries (Chi-
na, India and Brazil). Other mechanisms to
finance climate change adaptation exist,
but access for local governments is re-
stricted.®”



= Capturing land value for investment

Capturing land value for public investment
is a method unique to local governments.
It works on the principle that public works
raise surrounding land values, so their costs
should therefore be shared by local prop-
erty owners. Land-based financing has a
long history in city development and infra-
structure financing in Europe and the United
States, and has also been implemented in
Asia, Latin America, North Africa, and Tur-
key, especially where cities are growing rap-
idly. The enormous urban growth in China
over the past two decades has been par-
tially financed by these land value capture
mechanisms. The Asian chapter explains
how rules were adapted to allow China’s
cities to use land as collateral for loans, and
gives examples of success stories. Land-
based financing mechanisms are closely
related to land management and planning,
which are also crucial to the provision of ba-

sic services. Most importantly, land-based
financing requires the development of land
ownership records which, in the long run,
make for easier ‘own revenue’ mechanisms
to be developed (see Box 4).

Closing the financing gap will require coun-
tries to mobilise financing from a variety of
sources, which may include reducing costs
(via efficiency gains or cheaper service op-
tions), increasing basic sources of finance
(i.e. tariffs and taxes) and mobilizing re-
payable finance. Marshalling local savings
for local capital investments will benefit
national economies, prevent savings from
being invested abroad, and reduce foreign-
currency borrowing requirements. Given
rising pressures on public finances in do-
nor countries, transfers are unlikely to grow
significantly in the coming years, meaning
that these resources will need to be spent
strategically to maximise their leveraging
capacity and effectiveness.

")) Box 4. Land-based financing of urban improvements

Some land-financing techniques generate revenue before infrastructure invest-
ment is undertaken, while others involve borrowing during the construction
period, with debt repaid from subsequent increases in land value. In low- and
middle-income countries where it is difficult to obtain long-term credit to finance
urban infrastructure, the up-front nature of the revenue generated by land fi-
nancing adds flexibility to financing decisions. However, land-financing instru-
ments are not long-term generators of recurring revenue for operating costs.
They are capital financing opportunities, whose revenues should be dedicated
to capital costs and used to finance significant leaps forward in infrastructure
capacity. Principal tools and related examples:

Land asset management: public entities undertake a strategic examination of
their balance sheets and decide to exchange underused or vacant land for in-
frastructure. A critical element of this approach is to lease or divest non-core
land assets so that local government can concentrate its financial resources and
management on core infrastructure.

Sale of development rights: Sao Paulo (Brazil) sold additional construction
rights (to construct at greater densities in an urban areas or convert rural land
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to urban use) to help finance public investment in designated growth areas
in the city.

Betterment levies: the state taxes a portion of land-value increases resulting
from infrastructure projects. Colombia has used such a betterment levy, the
contribucidn por mejoras, to finance public works. Bogota has simplified the
approach and converted the betterment levy into a general infrastructure tax,
packaged into a citywide bundle of public works.

Developer exactions and impact fees: developers install on-site and neigh-
bourhood-scale infrastructures at their own expense or pay for infrastructure
provided by public authorities. Impact fees cover the external infrastructure
cost of the new development (e.g. in the USA).

Developer land sales: developers install public infrastructure in exchange
for land. It is used to develop new towns and urban areas in partnership with
private investors, usually consisting of a mix of affordable housing, large-
scale public housing and industrial zones (e.g., in Copenhagen and North
Africa). Developers are required to build roads and to help pay for major
trunk lines that deliver water, wastewater removal and treatment systems,
and street lighting.

Sale or lease of publicly held land: public land assets are sold and the pro-
ceeds used to finance infrastructure investments (e.g. in China). For a major
urban highway project, a municipality can transfer the land surrounding the
highway to a public-private development corporation, which borrows using
the land as collateral to finance highway construction, and then repays the
debt and makes a profit by selling or leasing land whose value had increased
with its access to the new highway.

Source: Peterson (20009).

PUBLIC MANAGEMENT AND
PARTNERSHIPS

Basic services are provided by a large va-
riety of operators: local governments; lo-
cal and national public utilities; small local
businesses; international private compa-
nies; and joint public-private ventures. In
many low- and middle-income countries,
small-scale local operators and the infor-
mal sector play a complementary role in
poor and peripheral urban areas.

Local public management of basic
services and infrastructure

Public management of basic services is the
most common model of basic service deliv-
ery in most countries in the world. Decen-
tralization has therefore meant an increasing
role for sub-national governments. Public
management is evolving fast; in Europe, the
strong push for ‘Europeanization’ led to the
emergence of hybrid management models
across the region, though national traditions
still exert an influence. In the USA, dominant



management models are special purpose
authorities or special district authorities for
specific services (water and sewerage, pub-
lic transportation, and solid waste) as well
as direct provision by local governments.
These special authorities operate as qua-
si-public, quasi-private enterprises, and
are self-governing, with their own board of
directors, including local government offi-
cials. Most transport systems are operated
by special purpose authorities, the largest
of which is the Metropolitan Transit Agency
of New York. Such bodies are responsible
for 39% of US urban transport services; lo-
cal governments provide 32%.

High-performing local public utilities have
emerged in other OECD countries, such as
Japan and Korea. The Arisu Office of Wa-
terworks distributes water to 10.4 million
people in the Seoul metropolitan area.®®
Many such public utilities are at the fore-
front of innovation in their sectors (using
smart technologies to reduce water con-
sumption, waste-to-energy technologies,
zero waste strategies, etc.). Local public
utilities or Special Purpose Authorities have
also been developed in middle-income
countries. As a result of the strong push
from international organizations in the last
two decades, many local and national pub-
lic services have been transformed into
corporatized entities, with independent
boards and management.®® Public utilities
allow different levels of government to pool
their resources to finance major projects
and attract professional staff. Consolidat-
ing management under one structure im-
proves credit ratings to enable borrowing
from domestic and foreign sources. In Latin
America, one of the outstanding examples
is the Empresas Publicas de Medellin (EPM)
owned by the municipality of Medellin, Co-
lombia. It, and other local or state public
utilities in Latin America (such as Sedapal
in Lima and Sabesp in Brazil), are regarded
as among the best-performing enterprises
regionally and internationally.

Indeed, some SPAs behave like private
companies, developing joint ventures with
the private sector, as has been the case in
China. Shanghai moved from a traditional
direct, in-house management system in the
early 90s, to the use of numerous, public-
ly traded, public utilities. Some were joint
ventures with international companies for
the provision of basic services.

Shared management between public in-
stitutions, particularly inter-municipal co-
operation, has developed in many coun-
tries in Europe, Asia and Latin America.
As mentioned in the introduction, these
inter-municipal partnerships are particu-
larly valuable for achieving economies of
scale across municipal boundaries (for in-
stance, in the management of solid waste,
waste-water treatment, and public trans-
port). In Asia, the Asian Development Bank
has promoted ‘city cluster development’ to
bring together groups of local governments
to adopt regional plans and join up basic
infrastructure.

Metropolitan authorities constitute a unique
form of inter-jurisdictional cooperation be-
tween local authorities. Unified metro-
politan bodies can reduce fragmentation,
achieve better coordination of basic service
delivery, develop efficient management
arrangements and pool their financial re-
sources. A potential disadvantage of such
unified governments is that they can be
less accountable to local residents.

While large public utilities and SPAs are
usually found in major cities, smaller cit-
ies and towns tend to use direct, in-house
management. GOLD Il provides examples
of many small- or medium-scale in-house
models providing local basic services. The
management of solid waste, for example,
is usually carried out at the city or munic-
ipal level through sanitation departments
or through cooperation between neigh-
bouring municipalities, especially for final

68 Seoul Metropolitan Gov-
ernment, Mission of Seoul
Waterworks, Presentation
at the UCLG-ASPAC Work-
shop on the GOLD lIl chap-
ter, held in Gwangju, Korea,
May 16, 2013.

% The main characteristic
of public utilities or SPAs is
their legal status. While in-
dependent, the enterprises
are still ultimately responsi-
ble to local, regional or na-
tional governments (some-
times all of them). See Asia
Pacific and Latin America
Chapters.



® Hoornweg and Bha-
da-Tata (2012).

. WHO-UN  WATER
(2012); See also, OECD
(2009).

2 See also OECD (2009).

3 Hall et al (2009) and Hall
et al (2011).

7 For water, see: Marin
(2009).

s OECD (2009); Marin
(2009); Hall et al (2011).

EXECUTIVE SUMMARY

disposal. However, such in-house waste
management costs can represent a high
percentage of local budgets (up to 80-90%
in low-income countries).”

Despite progress, many public utilities and
municipal service providers still lack the in-
stitutional strength, human resources, tech-
nical expertise and equipment, or the finan-
cial or managerial capacity to effectively
provide universal quality basic services. In
most of the 70 countries surveyed in the
2012 GLASS Report, infrastructure in the
water sector was in a poor state of repair
and maintenance.” The Latin American, Af-
rican, Asian and Middle East chapters re-
port problems of inefficiency (leakage, weak
maintenance, weak capacity to collect fees,
overstaffing, etc.), but these problems are
not unique to publicly managed services.”
Such issues can be improved by the use of
decentralized cooperation between public
bodies, known as public-public partner-
ships (PUPs).” Over the last 20 years, 130
PUPs have been used across 70 countries
in all regions of the world. Since 2006, the
United Nations has actively supported such
partnerships through the Global Water Op-
erators’ Partnership Alliance (GWOPA) co-
ordinated by UN-Habitat.

Local authorities should remain attentive to
their capacity to oversee public utilities and
SPAs and ensure their accountability to users
and citizens. They should combine efficien-
cy in service provision with access to quality
services for all inhabitants, and contribute to
the sustainable development of cities. Re-
ducing inefficiencies and promoting cooper-
ation between municipalities will increase the
resources that can be mobilized to extend
access and the quality of basic services.

Partnerships with the private sector

For most of the 20th century, it was as-
sumed that public authorities were the

most suitable providers of basic services.
However, limited progress in many coun-
tries and urban areas led to the promotion
of reforms that sought to contract provision
with public utilities or delegate to private
operators. The last two decades have seen
an increasing participation of the private
sector in basic service provision, particular-
ly in middle-income countries.”™

However, as Figure 5 shows, the bulk of
private investment has followed the glob-
al financial cycle and currently is declin-
ing. It has been concentrated in emerging
countries in a few regions (Latin America,
East Asia and Eastern Europe, particularly
in emerging economies) and sectors (tele-
coms, energy, transport and, to a lesser ex-
tent, in water).

The hopes in the 1990s that private sec-
tor participation and concession schemes
would bring new investment and extend
access, particularly in low-income coun-
tries, have not always been fulfilled. Some
early uses of concessions underestimated
the cost of renovating and extending infra-
structure and over-estimated the potential
for cost-recovery through user charges.
The failure of some PPS schemes in Latin
America in the early 2000s was attribut-
ed to poor risk management and capacity
problems, as well as the investment envi-
ronment. There was a shift from the private
concession model to other forms of PPPs,
combining private operation with public
investment, including leases (affermages),
mixed-ownership companies, and man-
agement contracts (sometimes called 2™
generation PPPs).”

The performance of PPPs over the last 20
years has been mixed. Their biggest contri-
butions have been to efficiency and service
quality. Leases focused on service quality
(e.g. reducing water rationing) and opera-
tional efficiency (e.g. bill collection, produc-
tivity, and reduced water losses) performed



Figure 5. Total investment commitments in PPP by sector and region 1990-2012
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better, while concessions had greater dif-
ficulty meeting their contractual targets of
increased investment and improved cover-
age.’®

The regional chapters give various exam-
ples of public-private partnerships, for
example, public transit managed by lo-
cal/state/provincial governments in North
America, where public and private capital
and equity were combined, allowing private
sector operators to charge user fees to fi-
nance and maintain systems (e.g. the Reno
Transportation Rail Access Corridor and the
Skyway Bridge concession in Chicago). In
the waste sector, new solid waste dispos-
al technologies and a changing regulatory

environment encouraged the private sector
to develop the expertise and investment
capital to respond to recycling, and take
advantage of opportunities to recover en-
ergy from waste.”” There are also examples
of PPPs that work with several local gov-
ernments in low- and middle-income coun-
tries,”® as well as other models of private
participation, such as DBO or BOT. In urban
transport, the picture is more mixed; many
large cities in low- and middle-income
countries externalize services through con-
cessions or licences, with small private op-
erators predominating.

A study published by PPIAF-World Bank
argues that the difficulties experienced with

8 Marin (2009): Out of 65
developing countries that
embarked on water PPPs
during the past two de-
cades, at least 41 still had
private water operators,
and 84% of all awarded
contracts were still active
at the end of 2007; 24
countries had reverted to
public management, and
several contracts had been
terminated early following
conflicts between the par-
ties.

7 Extracted from the North
American Chapter.

8 See also, Banerjee et al
(2008).



® Marin (2009) p. 8.
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ised part of water services,
as well as Budapest, Napoli
and some cities in Germa-
ny (see example of Berg-
kamen in European chap-
ter). In France, a study from
1998-2008 covering most
of the French water mar-
ket (where private water
management covers more
than 60 % of the popula-
tion), found 107 local au-
thorities that switched from
private to public while 104
switched from public to pri-
vate. On the principles that
guide part of the debate on
‘re-municipalization’, see
http://www.fnccr.asso.fr/
documents/APE-Gestion-
PubligueDelLEau_2.pdf or
Wollman (2013).

8 See European Chapter.
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and also Hall et al (2011).

8 Hall et al (2005) and
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Malaysia, Manila (Philip-
pines), Argentina and Bo-
livia. Hamilton (Canada) In
Africa, contracts were ter-
minated in Gambia, Mali,
Chad, Nkonkobe (South
Africa) and Dar-es-Salaam
(Tanzania, 2005). Most re-
cently in Morocco, increas-
ing popular dissatisfaction
with private operators in
the water sector due to in-
creasing tariffs.

8 Brugmann (2012).
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concessions in the water sector suggest
that this option is generally more appro-
priate for upper-middle-income countries
(where medium and long term private bor-
rowing in the local currency is available).
For low- and middle-income countries, they
suggest that PPPs will probably need to be
funded by public money and that the main
contribution of private operators will be in
the improvement of the operational effi-
ciency of services.”

The role of the private sector in basic ser-
vice provision is subject to debate in sever-
al countries. There has been a trend toward
the re-municipalisation of basic services in
some European cities;® the municipality of
Paris, France, chose to take water services
back under municipal control in 2010.%" In
2011, ltalian citizens, through a referen-
dum, repealed laws allowing local public
services to be entrusted to the private sec-
tor.2 In North America, Latin America, Asia
and sub-Saharan Africa, some significant
PPPs ran into difficulties associated with a
breakdown in the relationship between the
state and the private company or increas-
ing public opposition.8

As the regional chapters stress, an effec-
tive, well-enforced regulatory framework is
essential for getting the best out of private
enterprises. Many countries have imple-
mented reforms to facilitate the participa-
tion of private sector in service provision
in recent years; however, in some regions
(e.g. Latin America) local governments con-
sider legal frameworks in relation to ten-
dering, contracts and the oversight to be
insufficient or unimplemented. The insuffi-
cient clarity of regulatory frameworks also
discourages domestic and foreign business
investment.

PPP projects have proved to be complex
undertakings, but successful cities have to
encourage and retain private investment. In
almost all contexts, the scale of necessary

investments in infrastructure and service
provision in cities will require the contribu-
tion of all stakeholders.®* Experience has
demonstrated the contexts in which PPPs
work best. In order for partners to contribute
to reinforcing public policies and local insti-
tutions, local governments need the capaci-
ty to be active and demanding partners.

The “other private sector”

Small private enterprises in both the formal
and informal sectors play an important role
where the quality and extent of provision by
official service providers is lacking, and pro-
vide a high proportion of the urban popula-
tion with basic services.® They range from
individual operators to small enterprises
serving hundreds of households. Some op-
erate under contracts with utilities, others
have specific licences, and many are un-
registered. There are also cooperatives and
community-groups organizing, managing
and financing the installation of street sew-
ers, public toilets and washing facilities with
the support of local governments. Much of
this happens in informal settlements, where
small-scale service providers may serve
communities of up to 50,000 people.t
Beyond responding to needs, small-scale
operations and the informal sector are an
important source of employment and inno-
vation (the recycling industry has a turnover
of over USD 1 billion in Latin America).

Mozambique was a pioneer in delegating
water service delivery to small-scale oper-
ators in 365 small municipalities.®” Similar
initiatives have spread to in other African
countries, resulting in a hybrid model of
provision, especially in peripheral urban ar-
eas where small autonomous systems (with
wells pumps, storage and piping systems)
ensure distribution to a group of houses or
a neighbourhood.® The share of the popula-
tion with water provided by such operators
in major urban centres in Africa ranged from



21% in Dakar to 80% in Khartoum. Levels of
informal provision of electricity in the region
are similar.2® Municipal authorities have also
partnered with small private entrepreneurs
to provide toilets or sanitation (in Suzhou,
China, and in partnership with a federation
of women slum-dwellers in Mumbai, India).
Such initiatives have produced better quali-
ty, cheaper, and better managed solutions.®®

In most cities in Africa, Asia and Latin
America, small, informal modes of public
transport (by minibus, scooter, tricycles and
shared taxis) are central to transport ser-
vices. In Latin America, up to 30% of jour-
neys are made in informal transport, with
a much higher proportion for low-income
groups. The lack of formal solid waste ser-
vices also often leads to the emergence of
cooperatives, micro enterprises, NGOs and
informal workers catering to households
and businesses. In Latin America, these
providers represent an estimated 3.3% of
activity in the sector, rising to 7.8% in large
cities, particularly in slums and informal
settlements. The number of informal recy-
clers is estimated at over 400,000 people
across the region.®" In many cities in Asia
and in Africa, tens of thousands of people
make a living through waste collection,
sometimes competing with formal systems
and challenging weak municipalities. For
example, in Addis-Ababa, Ethiopia, users
refuse to pay the municipal tax for waste
collection, preferring to pay informal waste
pickers directly. This reduces municipal
revenues for financing the less visible as-
pects of waste transfer and management.®
There are also good examples of partner-
ships between waste pickers and local gov-
ernments, which have been strengthened
where waste pickers have organized to bid
for local government contracts.® This ap-
proach can be less than half the cost of for-
mal provision.® However, if efforts are not
made to improve working conditions and
integrate the informal sector, such savings
can come at the price of safe working con-

ditions of the waste-pickers operating in
the informal sector.

Small-scale providers have an especially
important role to play in the medium-term
where urbanization has outpaced the abili-
ty of local government to provide services.
Small providers can be a second-best solu-
tion, as is the case with the use of public
standpipes or dry sanitation in South Afri-
can cities, or street lighting and solar lan-
terns in Kenya. Such initiatives provide
households with services at a cost slightly
higher than the traditional alternatives, but
still much cheaper than the most up-to-
date services. In some cases, they may not
represent a viable long term solution.

The role of local governments in regulating
and overseeing these small providers is
crucial because of potential consequences
for human safety and the environment. For
example, as reminder in the Asian chapter,
competition between transport providers
causes traffic congestion and air pollution
from poorly-maintained vehicles, as well
as higher accident rates due to a lack of
safety standards. Private sludge removers
sometimes just dump waste from septic
tanks into rivers and streams. Private waste
collectors may be more interested in waste
that can be recovered or recycled, neglect-
ing unprofitable wet and malodorous waste.
Private water suppliers in slum areas charge
much higher rates than municipal utilities
and often provide contaminated water, and
the uncontrolled exploitation of groundwa-
ter can have serious consequences. Local
governments should not only regulate small
providers, but also support them to build a
more integrated system of urban services.

Local government and community
provision

In many low- and middle-income countries,
where poor neighbourhoods and informal

8 PPIAF, Gridlines, Note n°
9, June 2006. McGranahan
et al (2006).

%0 Burra et al (2003).
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9 Keita (2001).

% AFD (2007); cited by Pau-
lais (2012).

% Terrazza and Sturzeneg-
ger, 2010 quoted in Latin
American Chapter. In Bra-
zil, legislation supports the
cooperation between the
public and informal sectors
in waste collection and re-
cycling.

% Kadalie (2012).
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settlements are part of urban landscape,
there is a long tradition of local communi-
ties playing a role in basic service provision,
often with support from NGOs and commu-
nity organizations. Infrastructure for basic
services takes a long time to reach these
areas, and many inhabitants will continue
to depend on community provision for the
foreseeable future.

In India, Civic Exnora started in 1989 as a
community-based movement to manage
solid waste. It has grown into an organiza-
tion of around 5,000 groups whose activities
include clean and green programmes, often
in collaboration with local governments and
municipal services. The Latin America and
Africa chapters provide numerous examples
of government support for community ini-
tiatives to maintain roads, collect waste and
improve water infrastructure.

The acceptance by local governments of
the necessity for upgrading programmes
in informal settlements is a significant step
to improved basic service provision and in-
creased coverage for urban populations.
Even where upgrading is community-led,
partnerships with local governments are
necessary to regularize tenures and provide
essential trunk infrastructure. The chapter on
Asia Pacific includes examples of communi-
ty-led upgrading programmes that have pro-
vided basic services to hundreds of thou-
sands of low-income people in Thailand and
India, with strong support from local govern-
ments in connecting upgraded settlements
to infrastructure networks. Hundreds of local
governments in Africa and Asia have estab-
lished formal partnerships with local federa-
tions of slum-dwellers and many cities have
set up local funds (with contributions from
local governments and slum-dweller associ-
ations) to improve housing and services. %
UCLG Africa has such a partnership with the
African branch of Slum Dwellers Internation-
al. In many cities, however, these initiatives
are still not the norm.

They are other more problematic examples
of local communities, supported by inter-
national organizations and NGOs, creating
parallel mechanisms to support the deliv-
ery of local services, and bypassing local
decision-making processes and institutions.
While such efforts can improve service deliv-
ery, they ultimately undermine the legitimacy
and effectiveness of local government if their
systems are not integrated into local gover-
nance frameworks.

Local government policy for basic ser-
vice provision must address the realities of
poor residents and informal settlements.
This means supporting communities and
NGOs and encouraging their essential role
in the oversight of health and environmen-
tal issues. For example, the “Know Your City
Campaign”, a joint initiative launched by
UCLG-Africa and Slum Dwellers Internation-
al, with the financial support of Cities Alli-
ance, mobilizes local communities to collect
data in Epworth, near Harare, in Zimbabwe,
and in Lusaka, Zambia. Informal settlements
are then organized and involved in innova-
tive mapping and city planning projects.

CURRENT AND EMERGING
CHALLENGES IN MEETING
DEMANDS FOR BASIC SERVICES

Reaching the unserved

Despite progress in the last decade, over 780
million people still lack access to improved
drinking water, 2.5 billion lack improved san-
itation and almost 1 billion people still live in
slums with limited access to basic services.
The percentage with population with ac-
cess to quality basic services is declining
rather than improving in many urban areas in
Sub-Saharan Africa and South Asia.



Massive investments are needed to expand
access to basic services (see Box 3). This
necessitates strong political will and finan-
cial investment at all levels of government,
as well as from international institutions.
For many low-income countries, the invest-
ments required exceed domestic funding
capacity and will require better targeting
of international aid. GOLD Il has demon-
strated that localized investment and im-
plementation strategies and the increased
involvement of local governments and
stakeholders are critical.

The chronic shortage of financing for basic
services is a crucial factor in their low effi-
ciency. Resources are inadequate to extend
access and improve quality; existing infra-
structure and facilities are worn-out in many
regions; inefficiencies are widespread in all
basic services. In Africa, the World Bank
estimates that reducing inefficiencies in the
water sector and a better-targetting of sub-
sidies at the poor could contribute USD 2.9
billion annually to the current funding gap of
USD 14.3 billion.®” The same is true in Latin
America, where the gap is USD 8.1 billion.%
The improved management of services,
essential to reduce inefficiencies, requires
the strengthening of local governments
and their utilities, as well as improvements
to multi-level and multi-stakeholder gov-
ernance. These challenges require the re-
vision of local and national policies and
priorities, improved partnerships with other
local governments and other stakeholders
(particularly the private sector and local
communities).

The ideal is regular supplies of piped water
and a toilet in each home, access to elec-
tricity, regular collection of solid waste for
each household, and safe, affordable public
transport. Where funds and capacities are
lacking and backlogs are immense, local
governments should explore and support,
in collaboration with experts, intermediate
solutions that can bring immediate benefits

to low-income groups, including alternative
systems. Better quality provision can then
be introduced when funding and capacity
are available.

Participation and accountability

This report demonstrates clear but uneven
progress in citizen participation and ac-
countability in the field of basic services.
Frequently, public participation is under-
stood as the right of citizens to have access
to information about tariffs and budgets,
to make complaints, or sometimes to co-
produce services (where access is limited
or non-existent). Paradoxically, public par-
ticipation in decision-making is deemed to
be of minor importance.

In several regions, citizen participation
takes the form of open meetings of local
councils to debate services provision poli-
cies, online debates, public meetings, refer-
endums and public consultations. Service
users can participate in the establishment
of water tariffs and quality standards in
England, in Consultative Committees for
Local Public Services in France, or appeal
municipal decisions and to propose users
initiatives in Finland. Consultation and con-
trol mechanisms in management and deci-
sion-making are also used in Latin America
(Colombia, Chile and Peru). In some cases,
despite positive legislation, service users
stress the difficulties of genuine participa-
tion due to asymmetries of knowledge and
resources between service users, private
providers and public authorities.

Mechanisms to gather and respond to user
complaints include client panels, electron-
ic feedback systems, service inquiries, and
feedback boxes. In some countries, there
are national and local public consumer
protection bodies. The idea of local om-
budsmen has gained ground in Europe and
Latin America. There have also been efforts
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at national and local level to include users
in the evaluation and control of public ser-
vices and municipalities through consulta-
tion, open (online) monitoring systems, or
surveys, mostly in Europe. In Latin Amer-
ica, the ‘Bogota Como Vamos’ project is
another example. However, in many coun-
tries, it is not easy for users to access the
information to participate effectively. Local
governments are best placed to collect and
publish this data, both for services that they
provide directly and those provided by ex-
ternal stakeholders. This information is es-
sential in the local and national policymak-
ing, particularly for control and monitoring
and to curb corruption.

An important dimension of accountability is
dialogue between local governments and
workers and trade unions. This is a tradition
in most of Europe. In Africa, Asia and Latin
America, there is a tradition of neighbour-
hood organization and mobilization to de-
mand and defend local services.

One of the most innovative examples of cit-
izen participation is the participatory bud-
geting process launched in Porto Alegre in
the early 90s, now active in over 1,000 cit-
ies.®® An outstanding example is the city of
Chengdu, China, where over 50,000 proj-
ects were implemented in 2,300 communi-
ties in recent years, resulting in great im-
provements in day-to-day life for millions of
people. Participatory budgeting also intro-
duced local democratic changes through
resident participation in deliberations. (For
more examples, see Box 5).

Strategic planning

The governance of basic services is inextri-
cably linked to spatial and long-term strate-
gic planning. Many cities need to plan their
future to reverse the deterioration in living
standards, reduce the number of slums and
accommodate the 1.4 billion new urban

residents projected over the next twenty
years. This planning includes infrastructure
for basic services, which cannot be impro-
vised; repayment takes years, even de-
cades. Planning plays a key role in enabling
cities to benefit from economies of ag-
glomeration. Therefore, infrastructure plans
and priorities for basic services should be
informed by a clear understanding of the
spatial distribution of current and future
economic and social activity.

A spatial perspective sheds light on the
need to coordinate across sectors, with due
regard to social, environmental and eco-
nomic contexts. The urbanization process
also requires that each city and its rural hin-
terland be treated as an integrated econom-
ic and social unit. Prosperity and density go
together. Concentration triggers prosperity
in both urban and rural areas. The rural ver-
sus urban debate should be replaced by an
understanding of their interdependence. The
economic and social integration of rural and
urban areas is the only route to growth and
inclusive development.

Climate change and disaster
prevention

A high proportion of cities globally have
experienced extreme weather events (in-
cluding storms, floods and heat waves) that
have caused disasters,'® with cities in Asia,
Latin America, the Caribbean and North
America most at risk. The cost of these di-
sasters has been growing rapidly, and cli-
mate change is likely to increase their fre-
quency and intensity.'” The impact of these
extreme weather events varies, and is influ-
enced by the quality of housing, infrastruc-
ture and services, as well as by whether
local governments have managed expan-
sion in ways that avoid the occupation of
high-risk sites. In cities where a substantial
proportion of the population lives in infor-
mal settlements lacking basic infrastructure



Box 5. Participatory budgeting and basic service provision

A study for GOLD Il focused on participatory budgeting in 20 urban centres to
see how it influenced basic service provision. The urban centres ranged from
small centres to large cities, in Europe, one North America, Asia and (mostly)
Latin America.

Within these urban centres, 20,000 projects were funded through 74 participa-
tory budgets (PB) processes with a total value of around USD 20 billion. The
proportion of the municipal budget allocated through participatory budgeting
was generally between USD 8 and 30 per inhabitant — although it reached over
USD 200 in llo (Peru) and USD 180 in Port Alegre. Over a third of all projects were
related to one or more basic services.

The priorities in basic service projects supported by PB in 18 cities were as fol-

lows:

Water drainage (11 cities)

3 cities)

1: Roads, paths, opening up alleys and paving of streets (in 17 cities and
often the first or second priority).

Water and sanitation (in 13 cities and ranked first or second in six cities)

Energy and public lighting (in 13 cities, ranked first or second in five cities)

Transport and increased mobility (10 cities)

Potable water supply (9 out of the 18 cities. Many of the cities already had
close to 100% water coverage, but this was the first or second priority in

Solid waste collection and management related projects were carried out in only
5 of the 18 cities but were the first or second priority in 3 cities.

Source Cabannes (2013).

and services, risks are particularly high.%
This is especially true for informal settle-
ments that have developed in flood plains
or on steep slopes because no other (safer)
sites were available.'®

In some countries and regions, freshwater
resources are being depleted and water
stress is likely to be further exacerbated
by climate change. Many major cities will
face serious constraints in freshwater avail-
ability. All coastal cities and towns will be
affected by sea-level rise'™ and resulting
risks from storm surges in the short term;
hundreds of millions of urban-dwellers live

in low-elevation coastal zones that are, or
will soon be, at risk. Most cities that already
experience high temperatures will face
more intense or long-lasting heat waves.
All of these risks require local government
responses, especially in reducing vulnera-
bility for the poorest.

Both disaster risk reduction and climate
change adaptation depend on local gov-
ernments, as so many necessary risk-
reduction measures fall within their respon-
sibilities and jurisdictions. While it can be
hard for local governments to pay attention
to climate change in the face of so many

102 Bicknell et al (2009).
% Douglas et al (2007).

104 McGranahan
(2007).

et

al



19 |[FRC (2010).

1% Roberts (2008); Roberts
(2010).

97 “We learned from the
MDGs that global targets
are only effectively exe-
cuted when they are local-
ly-owned - embedded in
national plans as national
targets.” United Nations
High-Level Panel (2013) p.
21.

EXECUTIVE SUMMARY

other pressing issues, local governments
that invest in improving infrastructure and
services or supporting upgrading of infor-
mal settlements can integrate disaster risk
reduction and resilience to the impacts of
climate change into their plans. Many local
governments in Latin America have demon-
strated a remarkable capacity to reduce di-
saster risks — often supported by national
agencies and new legislation.'® Some lo-
cal governments have also demonstrated a
capacity to integrate disaster risk reduction
and climate change adaptation into city
planning and governance.'%

Though cities in Europe are less affected by
the most severe consequences of extreme
weather, they also need to build their re-
silience. There is also the urgent need for
global reductions in greenhouse gas emis-
sions. Many local governments in North
America and Europe, as well as some in
other regions, have made commitments
to reduce greenhouse gas emissions with-
in their boundaries and are implementing
initiatives to do so, but the scale and the
scope of these commitments needs to ex-
pand greatly.

THE MILLENNIUM
DEVELOPMENT GOALS, BASIC
SERVICES AND LOCAL
GOVERNMENTS

While the only MDG target that directly deals
with basic services is target 7.C on access
to “safe drinking water” and “basic sanita-
tion”, the achievement of many other goals
- the reduction of poverty, hunger and dis-
ease, the promotion of gender equality and
improved maternal and child health, ensur-
ing sustainable development - implies im-
provements to basic services. The target

of improving the lives of slum-dwellers can
also only be achieved by extending access
to basic services to informal settlements.
Only two basic services covered in this re-
port - solid waste management and trans-
port - were not mentioned in the MDGs.

The MDGs have been helpful in drawing at-
tention to basic needs and rights, but weaker
in addressing the issue of responsibility for
implementation. While national governments
made the MDG commitments (with little or
no consultation with sub-national govern-
ments), local governments are responsible
for achieving many of the goals in practice.
A major question in achieving the MDGs by
2015 - and for the Post-2015 Agenda - is
whether global processes that are still large-
ly dominated by national governments and
international agencies can adapt to give
sufficient attention to sub-national govern-
ments and their three critical roles:

= as implementers, financers and manag-
ers of the basic services that are essen-
tial to meeting many development goals;

= as the focal point for democratic en-
gagement with citizens and civil society
on understanding and jointly addressing
needs and ensuring accountability; and

= in monitoring and reporting on progress
at local level so that local discrepancies
in meeting targets are revealed.

Discussions about ‘localizing’ the MDGs
refer to the national level, not local con-
texts.’ When ‘good governance’ is men-
tioned, it refers to national government
activities, rather than the vital relationships
between citizens and their local administra-
tions. When progress is measured, nation-
al data sets are used, relying on aggregate
data, and failing to reveal who is left out
and where they live. The report of the UN
System Task Team on the Post-2015 Devel-
opment Agenda pointed out that the MDGs



suffered from “rigid national policy agendas,
following international benchmarks, rather
than local conditions.”'® The understand-
able desire for simple, easily communicat-
ed universal goals obscures the complexity
of the development process and the diver-
sity of contexts. A sharper focus is need-
ed on the vital roles and responsibilities of
sub-national governments and the support
they need to fulfil them.

A ‘localized’ perspective is all the more
important given the different challenges of
rural and urban areas. The world has al-
ready achieved the MDG goal of halving
the proportion of people without ‘sustain-
able access to safe drinking water.” But, as
shown in this report, the indicator for ‘im-
proved’ provision does not guarantee ad-
equate provision in urban areas. However,
despite the limitations of the MDGs, there
is now growing international recognition
of the importance of sub-national govern-
ments in ensuring the universal provision of
basic services, and in providing more ac-
countable and transparent governance for
citizens and civil society.

Sub-national governments and
the Post-2015 Agenda'®

At the September 2010 MDG Summit,
UN Member States began to consider the
Post-2015 Development Agenda. This pro-
cess includes: deliberations of the High
Level Panel set up to advise the UN Sec-
retary General; discussions emerging from
the UN Rio + 20 Summit; climate change
negotiations; dialogues on financing for
development (following the Monterrey Con-
sensus); the Beijing Agenda; and the Habi-
tat lll Agenda.

The issue of local basic services continues
to cut across the debates on poverty re-
duction; “measures to improve the access
of poor and excluded people to quality ba-

sic services, have produced gains in many
countries”, states the report of the Secre-
tary-General.” The High Level Panel report
recognizes lack of access as a manifesta-
tion of poverty, and has kept water and san-
itation front and centre with a stand-alone
goal of universal access to both services. It
affirms that “everyone should have access
to modern infrastructure — drinking water,
sanitation, roads, transport and information
and communications technologies (ICT).”
It also recognizes, as does the UN task
team, that the management of solid waste
is a serious challenge in cities. The Post-
2015 report of the UN Regional Commis-
sion also highlights the importance of basic
services to development. All of the themes
under consideration in the UN Open Work-
ing Group, which works on the follow-up to
Rio+20, are directly or indirectly related to
basic services: water and sanitation; health
and population dynamics; infrastructure
development and industrialization; ener-
gy; sustainable cities, human settlements,
transport, consumption and production;
social equity, gender equality and women’s
empowerment.

As GOLD Il demonstrates, basic services
are best where empowered local govern-
ments have the authority, resources, and
capacity to fulfil their responsibilities in de-
livery. Many local governments have been
pioneers in inclusive development. Where
substantive progress is being made on
the MDGs, it often thanks to local govern-
ments. Accountability and transparency
mechanisms, allowing residents to hold
local governments to account, are critical,
especially for residents for whom glob-
al development goals are not yet a reality.
It makes sense, therefore, for the setting,
implementation and measurement of glob-
al goals and targets to be decentralized.
Local governments which have much of
the responsibility for meeting international
goals should have an influence in setting
priorities, greater resources and capacities

1% United Nations Task
Team (2012) p. 47.

1% This section draws from
a number of reports and
documents: UN Task Team
(2012); Report of the Secre-
tary-General (26 July 2013);

United Nations Regional
Commission (2013); HLP
(2013).



EXECUTIVE SUMMARY

to meet them, and a role in monitoring their
achievement at local level.

The United Nations Task Team report urg-
es flexibility in implementing goals in local
contexts, stressing that there are “no blue-
prints” and that space is needed “for exper-
imentation and adaptation to local settings”.
The United Nations Regional Commission
report notes non-income related disparities
in the achievement of goals at local level
and argues that experience has shown the
added value of approaches involving local
governments. The High Level Panel report,
in particular, explicitly recognizes local gov-
ernments as vital and positive stakeholders
in development, pointing to their “critical
role in setting priorities, executing plans,
monitoring results and engaging with local
firms and communities.” This report argues
that “local authorities form a vital bridge be-
tween national governments, communities
and citizens and will have a critical role in a
new global partnership.”

= Urban poverty beyond 2015

The reports of both the Secretary-General
and the HLP acknowledge the transforma-
tive power of urbanization, and the chal-
lenges it brings. The HLP report affirms that
“cities are where the battle for sustainable
development will be won or lost”, and im-
plies that the ability of local governments
to tackle urban poverty is crucial. The HLP
report recognizes the scope and scale, and
growing importance of city government re-
sponsibilities, arguing that “good local gov-
ernance, management and planning are the
keys to making sure that migration to cities
does not replace one form of poverty by an-
other.” Commendably, the HLP report also
points out that “the most pressing issue is
not urban versus rural, but how to foster a
local, geographic approach to the Post-
2015 Agenda. The Panel believes this can
be done by disaggregating data by place,
and giving local authorities a bigger role in

setting priorities, executing plans, monitor-
ing results and engaging with local firms
and communities.” It suggests that one way
to support local governments “is by recog-
nizing that targets might be set differently at
the sub-national level—so that urban pov-
erty is not treated the same as rural poverty,
for example.”

= Local development... but how?

While the HLP Report notes the essen-
tial roles of local governments, it does not
mention decentralization or specify how
local governments can contribute. Here,
as in many other sets of global recommen-
dations, there is no recognition that local
governments should be included in defin-
ing and making commitments. Scant atten-
tion is paid to the unique challenges that
both rural and urban governments face in
making poverty-reduction a reality. Goals
can be universal but targets and indicators
need to recognise both the differences and
the interdependence between rural and ur-
ban contexts and the need for social and
territorial cohesion.

Even more worryingly, while the Panel rec-
ommends an international conference to
take up the issue of finance for sustainable
development, it makes no mention of im-
proving the financing of sub-national gov-
ernments. Local governments will not be
able to fulfil their potential to contribute to
the development agenda, if they lack ade-
quate resources.

= Good governance: a newcomer in the
Post-2015 Agenda

Good governance, not included in the
MDGs, has become a central issue in
the Post-2015 debates. Over the last
decade there has been increasing in-
terest on the part of international agen-
cies in good governance and ‘social ac-
countability’ for service provision. The



High Level Panel report calls for “a fun-
damental shift—to recognise peace and
good governance as core elements of
well-being, not an optional extra.” The
UN Regional Commission report rec-
ognizes too that democratic, account-
able governance at all levels is critical
to sustainable development. Residents
should be able to hold service providers
to account, and civil society organiza-
tions are often the most effective means
to increase the influence of the margin-
alized and to improve access to basic
services.

Even more positively, the concept of
good governance is finally coming to in-
clude local governance, including more
integrated territories and enhanced
partnerships. The UN Solutions for Sus-
tainable Development Network report
recognizes that local government is an
integral partner and stakeholder in good
global governance,'® and emphasiz-
es the ‘enormous’ challenge of urban
governance. The UN Task Team report
recognizes that the “tailoring of devel-
opment targets to national and local
circumstances is most effectively and
legitimately done through participatory
processes.” As GOLD Ill demonstrates,
local governments are often at the fore-
front of collaborating with other levels
of government, civil society, and the pri-

vate sector to provide innovative solu-
tions to pressing citizen needs.

= |nequalities and basic services

Although the High Level Panel report did
not recommend goals relating to inequali-
ties, this issue is seen as critical by many
stakeholders. Many of the most dramatic
inequalities are related to housing, living
conditions and access to basic services,
which have knock-on effect on other in-
equalities, particularly gender inequalities.
This connection led the Global Task Force
of Local and Regional Governments for
Post-2015"" to include basic services as
one of the main elements of its agenda.

The GOLD Il Report has drawn attention to
the basic services that are critical to both
the achievement of MDGs and the Post-
2015 Agenda. Without drinkable water,
sanitation and waste management and a
healthy environment, there will be no future.
Without the basic infrastructure that is the
foundation of prosperity, there will be no
development.

Putting people first means making basic
services a priority, and local governments
are key partners in facing this global chal-
lenge. This firm belief and commitment
forms the basis of the recommendations
that follow.

110 United Nations Solutions
for Sustainable Develop-
ment Network (2013) p. 3.

" Local and regional gov-
ernment organizations
launched the Global Task
Force of Local and Re-
gional Governments at the
UCLG World Council in
Dakar in December 2012.
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gional governments to in-
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work of Rio+20, the Post-
2015 Agenda, and towards
Habitat Il
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RECOMMENDATIONS

For the achievement of the MDGs and to
support the Rio+20 Agenda and the Post-
2015 Agenda, a stronger partnership be-
tween national, regional and local gov-
ernments, international organizations
and civil society is needed to guarantee
universal access to basic services as a
cornerstone of global development.

‘Putting people first’ means putting basic
local services first. This implies:

= The recognition of the vital role of basic
local services in guaranteeing human
rights and dignity, driving economic de-
velopment, and addressing social and
economic inequalities, including gender
inequalities;

= A political commitment to increase in-
vestment in basic services in order to
address existing deficits in provision,
increasing demand in urban areas, and
the sustainability and resilience chal-
lenges posed by climate change and
other threats;

= The development of new forms of pro-
duction and consumption for the provi-
sion of sustainable basic services in a
world whose population will grow to 9
billion within the next 30 years.

Local and regional governments and
their associations, with the support of
other levels of government, should:

Take responsibility for ensuring universal
access to basic services and, in pursuit
of this goal, develop long-term strategic

plans for basic service infrastructure
development:

= Infrastructure plans should be devel-
oped alongside land use plans and sup-
port city development strategies;

= Planning should include long-term in-
vestment strategies that take account
of the full economic and social cost of
service provision;

= Priorities should include to building and
maintaining capacities to reduce disas-
ter risk and improving the resilience of
basic services to natural disasters and
climate change.

Develop sustainable financial strategies
that ensure access to quality basic
services for all:

= Define business models that guaran-
tee the long-term financial viability of
each service. Tariffs and public spend-
ing should aim to cover operating
costs and, where possible, contribute
to investment and service expansion.
Particularly in lower-income countries,
increases to current levels of public fi-
nancing remain essential;

= Use mechanisms such as social tariffs,
cross-subsidies and safety nets should
be used to make basic services afford-
able to all members of society;

= Put in place accountable and transparent
information systems on local budgets and
the use and allocation of all funds for basic
services should be put in place to ensure
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that citizens can hold local governments
and service providers to account;

= Take steps must be taken to improve
local and regional governments’ credit-
worthiness, and that of public operators,
to increase their borrowing capacity on
the financing market.

Promote innovative multi-stakeholder
and multi-level partnerships:

= |nitiate policy dialogue with key stake-
holders (central governments, service
operators, trade-unions, civil society) to
draw up local charters defining levels and
standards of services, roles and respon-
sibilities, financing and management;

= Local governments should acknowledge
the role played by small scale and infor-
mal operators in basic service provision,
particularly in informal settlements, and
assume responsibility for monitoring
quality, harmonizing prices, and coor-
dinating service deliver with official pro-
viders to avoid gaps in provision;

= The following principles should inform
partnerships with other stakeholders in
the delivery of services: (1) local gov-
ernments remain ultimately responsible
for services; (2) clear legal and regula-
tory frameworks; (3) and the aim is to
harness the financing and expertise of
partners to improve service access and
quality; (4) accountability and transpar-
ency must be ensured.

Build in-house policy-making,
management and oversight capacities:

= Improve the efficiency and effective-
ness of local and regional government
departments and public providers by in-
vesting in human and technical resourc-
es and implementing modern manage-
ment systems and technologies;

= When basic service provision is entrust-
ed to external partners, local govern-

ments should develop and maintain the
internal capacity to monitor and provide
oversight to ensure that access, quality
and tariffs meet the needs of citizens;

= Improve local data on basic service ac-
cess and quality with the aim of iden-
tifying local needs and priorities and of
monitoring service delivery. Local data
should be made public so users can
hold providers to account;

= Make preventing and tackling corruption
in basic services a priority and estab-
lish appropriate criminal penalties and
whistle-blower protections.

Urban and metropolitan governments
should:

Adopt measures to ensure
jurisdictional coordination:

inter-

= Coordinate between metropolitan and
neighbouring local governments to en-
sure that basic service infrastructure
accompanies and guides urban growth;

= In the water sector, carry out coordina-
tion at the level of the river basin, facil-
itating local partnerships to act in the
event of emergencies or disasters.

Harness land management and land
added value to develop service provision:

= Consider using land management and
taxes on land added value to leverage
funds to finance urban development and
basic services;

= Use GIS (Geographic Information Sys-
tems) and other satellite based tools in
land market analysis to monitor land val-
ue of areas served by basic service infra-
structure.

Encourage strategic

planning:

participatory

= Engage all stakeholders in planning, in-
cluding those living in slums and infor-



mal settlements. The needs of women
should be taken into account at all stag-
es of the planning process;

= Design facilities and transport systems
to guarantee the mobility and security of
people with disabilities and other spe-
cial needs.

National governments and international
institutions should:

Harness the enormous potential of local
governments to provide basic services
by applying the principle of subsidiarity:

= Recognize the diverse ways that local
governments globally have expanded and
improved basic service provision, with ex-
amples of both success and failure;

= Provide clear legal frameworks for de-
centralization, defining the responsibili-
ties of local governments in service pro-
vision and facilitating their relationships
with other stakeholders;

= Accompany decentralization with ca-
pacity building policies to improve the
ability of local governments to manage
services and negotiate and work with
external partners.

Define and implement an effective
multi-governance framework for basic
service provision:

= Improve vertical and horizontal coordi-
nation between and within local, region-
al and central governments to: address
the challenges of basic service delivery
that cross municipal or regional borders;
promote collaboration, knowledge-
sharing and resource efficiency; and to
improve the implementation of national
sectorial policies;

= Recognize local governments’ freedom to
choose, in consultation with communities,
the models of service management and
partnership that fit local needs and prior-
ities;

= Provide frameworks for procurement
and contracting, and the technical, pro-
fessional supports to implement them,
so local governments can hold partners
to account;

= Give local governments a seat at the
table in international negotiations that
affect basic service provision or impose
constraints (e.g. trade agreements, em-
ployment laws, development goals, ser-
vice standards, procurement rules).

Equip local governments with the
financial resources to improve basic
service provision:

= Local governments need financial pow-
ers and autonomy to generate local
revenues, set service tariffs, target sub-
sidies at the poor, and experiment with
innovative financing models;

= Guarantee that transfers to complement
local government budgets are regular
and predictable, set based on objective
cost assessments and aim to equalize
service disparities between regions;

= Establish or reinforce mechanisms like
municipal development funds and mu-
nicipal banks to leverage access to
credit or capital markets and adapt
them to the long-term horizons of infra-
structure investments;

= Donors and multilateral financial insti-
tutions should target technical sup-
port and aid to sub-sovereign levels of
government; international institutions
should support consistent, long-term
investment in basic services in order to
provide concessional loan rates to local
governments and explore ways to de-
velop guarantees and reduce risks;

= Give local governments direct access
to global financing mechanisms such as
the Clean Development Mechanism and
emissions trading schemes, and facili-
tate their use of such mechanisms.
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National and local governments and
international institutions should:

= Promote decentralized cooperation be-
tween local governments and public-
public partnerships between utility oper-
ators;

= Support international and regional train-
ing centres and programmes to strength-
en capacities of local governments and
service providers and improve provision.
local

Both national and

should:

governments

= Create an enabling environment for civil
society participation;

= Institutional frameworks should specify
the rights and responsibilities of civil so-
ciety organizations and trade-unions in
relation to basic services;

= Promote the informed involvement of civ-
il society in basic service provision, and
in the definition, monitoring and evalua-
tion of public policies;

= Set up ombudsmen to trouble-shoot and
mediate between citizens, service oper-
ators and local governments to resolve
conflicts;

= Involve community organizations and
civil society in the co-management of
systems for monitoring public opinion
about the quality and price of services.
Public and private sector service
providers should:

Carry out their contracts in accordance
with  International Guidelines on
Decentralization and Access to Basic
Services for All, national and international
legislation and instructions from public
authorities:

= Combine efficiency in service provision
(to keep costs and environmental im-
pacts as low as possible) with attention
to the social impact of basic services;

= Submit to regular transparent auditing
and develop mechanisms to ensure
accountability and tackle corruption in
public service delivery;

= Comply with local, national and interna-
tional standards on working conditions,
including ILO Conventions on fundamen-
tal rights and decent working conditions;

= Private providers should step up efforts
to hire local workers, build their capaci-
ties and promote them to management
positions.

Recognize their corporate social
responsibility to the communities where
they operate:

= |nvest in health, educational or social
services to support local development;

= Participate in local planning, consulta-
tion, monitoring and capacity-building.

Civil society, trade unions and community
organizations should:

= Claim the right to participate in policy-
making and the allocation of resources
for basic services. Encourage underrep-
resented groups, particularly women, in
this regard;

= Hold local governments and service
providers to account for inadequacies
in quality, coverage or cost of basic ser-
vices by developing their capacity to
monitor services, express their views,
make claims and register complaints;

= Share knowledge about service delivery
with other stakeholders and coordinate
their initiatives with local governments
to avoid overlaps or gaps in provision;

=  Where informal organizations of workers
work in partnership with local govern-
ments to provide services, efforts should
be made to improve their working condi-
tions and the quality of services.
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Basic Services for All in an Urbanizing World

GOLD lll examines the enormous challenge of ensuring the universal provision of basic services in
a world that is being shaped by rapid global urbanization, climate change, and economic, social
and technological transformation. Water, sanitation, waste management, transport and energy are
essential, not only for the preservation of human life and dignity, but also in driving economic growth
and ensuring social equality. The world’s urban population is predicted to reach 5 billion people
within the next 20-30 years. The reports analyses the conditions necessary for local governments
to provide these new urban residents with quality basic services. Each chapter examines a world
region, drawing on existing research and consultation with local and regional authorities on the
ground. The chapters review access leveils, legal and institutional frameworks, and the different
ways in which basic services are managed and financed, as well as showcasing diverse exampies
of innovation in the local and multi-level governance of services. it concludes with a set of recom-
mendations for all stakeholders with a view to making the goal of basic services for all a reality.
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