Financing water and sanitation services

Insights from The Water Dialogues

Background: This Thematic Paper is one of three commissioned by The Water Dialogues (the other two focus on regulation and PSP issues). The primary objective of these Thematic Papers is to draw out insights from The Water Dialogues at national level. They do not attempt to provide a comprehensive summary of the experiences in all the Water Dialogue countries, as each topic received more or less emphasis depending on the priorities of the National Working Groups. These Thematic Papers are intended to be read in conjunction with a separate Overview Paper which provides a summary of international level trends designed to inform debate and discussion, and against which national research and dialogue findings can be set. It is intended that these four papers will be published on the website and sent to donors.

Purposes of this paper: 

· To highlight key experiences of the National Dialogues;

· To provide the basis for dialogue between the National Working Groups and the International Working Group that will lead to the development of advocacy and communication messages;

· To provide a basis for discussion at the final International Assembly;

· To provide a framework for external audiences for understanding The Water Dialogues process; 

· To demonstrate the utility of the Dialogues process to donors and participants and a wider audience. 
	1. Introduction


At the outset of The Water Dialogues, financing of the sector was identified as one of the five priority themes that were to be addressed in the mutistakeholder review. As the Scoping Report indicated, “a major faultline in the debate concerns whether Private Sector Participation (PSP) has or has not increased investments to the sector”.
 The Scoping Report also stressed the need to identify means to increase financing to the sector in general. Some stakeholders emphasised that “despite the rhetoric and international agreements of governments and donors that funds should be targeted to those countries and communities with the greatest needs, the allocation of funding and the types of projects funded have changed very little and emphasise large-scale, conventional technologies and approaches, with most aid flowing to a limited number of middle-income countries”. They also pointed out that alternative models of financing exist, through mobilising domestic capital markets and lending to sub-sovereign entities, but that these instruments were not in widespread use. In almost all Water Dialogue countries (except Brazil, which focused on the performance of the private sector), financing issues became a key tenet of the research efforts and National Dialogues. 

 
At the international level, during the period spanned by The Water Dialogues, there was a shift in expectations regarding the amount of financing that the private sector could bring to the sector. Whereas PSP advocates originally presented PSP as a way to bring additional finance, the much publicised failure of some concession contracts – the only type of PSP contracts that can bring significant amounts of private funds – led to the questioning of the link between financing and PSP.
 

In the wake of the Camdessus Panel on Water Financing,
 several analyses of the financing requirements to meet the MDGs conducted at the international level pointed to a financing gap and to the need to at least double financing to the sector. Several countries, including Uganda and Indonesia amongst The Water Dialogues countries, have evaluated the overall financing needs to meet the MDGs or the national objectives to increase coverage. More often than not, they identified a financing gap. They examined which financing sources could be mobilised, including non-repayable sources (tariffs, taxes and transfers) to close the financing gap and repayable sources (such as bonds, loans and equity) to bridge the financing gap. 

This exercise helped bring the difficult issue of tariff reform into the fore. On the one hand, some argued that if significant amounts of funding were to be mobilised to increase access, tariffs would need to be increased towards cost-recovery levels, with some targeted use of public funds to address affordability constraints for the very poor. Others stressed that access to water is a human right and that no one should be denied such access for financial reasons, implying that affordable prices should be offered to a broader segment of the population and financed by taxes or cross-subsidies. 

This paper highlights two main ways in which the National Dialogues have addressed financing issues: 

· Bringing clarity on financing challenges at national and local levels; 

· Contributing to ongoing and often contentious debates on tariff reforms. 

	2. Clarifying financing challenges at national and local levels 


In all cases (except Brazil, where this issue was not specifically considered), the National Dialogues helped bring awareness about the financing gap between available resources and necessary resources to reach the MDGs or other national goals (as in South Africa). The National Dialogues have been instrumental in altering the views of their participants on financing issues, through making them aware of the magnitude of the financial challenges. This has occurred through a wide range of approaches, including national and local reviews. Multistakeholder reviews of financing issues helped broaden the scope of financing sources analysed (incorporating public, private but also NGO financing) and lent more strength and impartiality to the findings. This meant that all stakeholders were more willing to accept and confront the financing gap and sit down together to try and identify ways of filling that gap. 

	In South Africa, the National Dialogue highlighted the inadequacy of financial resources available to municipalities for adequate and sustainable water and sanitation services 


In South Africa, a critical issue is that most municipalities struggle to access adequate financing for water and sanitation services. South Africa, which is relatively rich when compared to other Water Dialogues countries (roughly on par with Brazil), set itself ambitious goals to reduce the backlog inherited from the Apartheid era. However, insufficient financial resources have been allocated to achieving this goal, especially when considering that operational improvements need to be introduced alongside capital investments to ensure that adequate supplies are maintained over time. The NWG initiated a series of detailed case studies focusing on a range of management models for water and sanitation.
 Based on these case studies, they confirmed that insufficient financing was a significant issue running across all cases. 
The Water Dialogues case studies evaluated the three main sources of revenue for water at municipal level: 
· Water tariffs, which tend to be insufficient given low collection rates and affordability constraints reflecting the high prevalence of poverty; 

· The Equitable Share (ES), a non-conditional allocation transferred from the central to the local government for financing ongoing expenditure. Allocation is made based on the consideration of the “negative fiscal gap” present at local government level and the number of indigent people but municipalities have full discretion on whether or not to allocate it to water and sanitation; 

· The Municipal Infrastructure Grant (MIG) includes grants for specific water infrastructure projects by the central government to local governments to eliminate the investment backlog.  

Overall, The Water Dialogues research in South Africa found that available funding is not sufficient to cover operating expenditure, finance the cost of service to the poor and address the investment backlogs from the Apartheid era. In Ugu, one of The Water Dialogues research case studies, despite high capacity and a good delivery record, there are simply not enough funds to address the inherited backlog and the challenges remain huge. Part of the problem is linked to the design of the MIG, since funding conditions expressly stipulate that it cannot be used to fund operations and maintenance of the infrastructure. As a result, the MIG may lead to an increase in the asset base without funds allocated to operate and maintain those new assets. Moreover, they found that municipalities often lack management and technical skills, which weakens their capacity to operate effectively and collect tariffs in particular. Alternative financing is often difficult to find, as the public sector cannot easily secure loans for water and sanitation and cross-subsidization is difficult, especially in areas with a low number of high volume customers and a majority of poor people with affordability constraints.

There were a few exceptions, as in the case of the Siza Water Company (SWC), a private company which was able to raise private capital, quickly expand infrastructure and finance O&M from tariff revenues (see Box 1). A main reason why it was able to do so is that SWC was operating in an area with limited challenges, with substantial revenue from wealthy areas and comparatively few poor areas to serve. 
Box 1: The Siza Water Company (SWC), operating under a concession, was able to bring financing for new assets and to maintain those assets according to a clear performance schedule

The Ilembe District Municipality (IDM) is located along the northern coast of KwaZulu-Natal. It accommodates four local municipalities, including KwaDukuza, where the Siza Water Company (SWC) concession is located. The SWC provides water services for a population of 50 000, out of which 79% live in rural areas and 21% live in small urban centres. Between 1994 and 2000, interim local authorities replaced the former Homeland Administrations. It was in this context that the SWC concession came into being, as a pilot project encouraged by the national government with a view to limit public expenditure and improving efficiency in water delivery services. In 1999, the Borough of the Dolphin Coast (BODC) and SWC entered into a contract where SWC would oversee, manage and implement the provision of water services in the BODC through a 30-year concession. In 2002, Water Service Authority (WSA) responsibilities were transferred to IDM. At the same time, IDM also became Water Service Provider (WSP) in areas not covered by the concession, which tended to be much more challenging (and IDM does not get any income or cross-subsidy for this from SWC). 
A report prepared for the national working group in 2007 analyzed the performance of SWC against their contractual commitments. Although SWC had to face higher capital expenditure costs than expected (and had to borrow as a result), the company consistently met or exceeded its performance targets, according to both official reviews and independent studies. The research noted that SWC was a notable exception amongst the case studies in that it was able to invest in core infrastructure and maintenance as this was key to its income model and required in its contract. By contrast, IDM in its role as WSP has invested in the extension of services but has not allocated regular funding to operations and maintenance, resulting in a degradation of services. IDM is in a more sensitive financial position compared to SWC, as IDM’s deficit (from a combination of leaks and poor revenue recovery) limits its ability to address its external loan burden. This situation is quite typical for municipal operators, which do not allocate sufficient funds to operating and managing the service. 

	In Uganda, the National Dialogue initiated a comprehensive review of sector financing at national level which threw light on shrinking government and donor financing 


The National Dialogue in Uganda started with a desk study to establish an inventory of existing research on the water and sanitation sector so as to identify areas where further in-depth analysis was needed. Based on this desk study, the National Dialogue in Uganda identified financing as a critical issue and commissioned a specific report on sector financing and the opportunities for private sector participation. The outcomes of this study were discussed, along with two other papers, at a National Multistakeholder Workshop in September 2008. The research underlined the inadequacy of financing available to the sector, which endangers the long-term sustainability of service provision. The sector is heavily dependent on public financing through grants and loans from the Joint Partnership Fund (JPF), a pool funding mechanism for donors and government to finance common programmes in Uganda resulting from a move to a Sector-wide approach and away from a project approach. 

The research highlighted that Government spending in the sector had decreased by one third in the previous four years from USD 98.6 million in 2004/05 to USD 66 million in 2008/09, whereas the population had been growing at 3% per year during the same period. Harmonization of donor funding policies resulted in fewer donors being involved and an overall decrease in external funds available to the water sector. Whereas donor funds accounted for 70% of total public spending in 2004/05, this share went down to 20% in 2008/09 and was a major factor driving a total reduction in public spending. Budgeted amounts have tended to vary from actual expenditure and in many instances delayed disbursement have constrained performance. Although the report did not refer to it explicitly, the research also found that a limited percentage of donor funds actually reach the final recipients due to corruption at various levels.  Finally, “off-budget” financing, from NGOs and faith-based organizations, fund up to 30% of water service delivery but such funding is highly variable depending on the agenda of each organization and the availability of resources.

Aware of this situation, the Ugandan government’s target is to achieve a financially self-sustaining urban water sector, which is not reliant on government subsidies. On this basis, they are seeking to attract PSP in service provision with the view to increasing service efficiencies and revenues, thereby decreasing the burden on limited government resources for O&M. The underlying assumption is that it would then allow the government to concentrate on developing new facilities for the un-served urban and rural population. 

The financing report emphasized the necessity to engage with the government in a policy review, as the existing policy does not allow for PSP in rural areas while this is precisely where innovative financing mechanisms would be needed to spur private sector participation. The report emphasized that the (mostly local) private sector could indeed contribute to filling part of the USD 25.7 million financing gap to meet the MDGs in rural areas.

The financing report formulated a series of options for filling the financing gap in the sector: 

· To enhance public-public partnerships for water service provision, notably in rural areas where schools and hospitals should be encouraged to provide those services to the surrounding areas;

· To harness PSP by improving the investment climate and favouring new types of contracts, such as investment contracts, in addition to the already existing management contracts;

· To improve the effectiveness of existing funds by monitoring how public resources are used and by limiting the proportion of funds that go on non-core budget lines (namely overheads);

· To scale up public investments by aligning resources dedicated to the water sector to the population growth rate and use this to leverage private investments in a well regulated manner.

Given that Uganda is by far the poorest country in The Water Dialogues’ countries (with a GDP per capita of only USD 381 in 2007 according to the IMF), its experiences illustrate the particularly severe financial crunch faced by the poorest countries and the difficulties for investments to keep up with population growth. 

	In Indonesia, the White Book commissioned by the National Dialogue revealed the lack of government resources and capacity to reach the MDGs in the water sector


The National Dialogue in Indonesia initiated its research with a broad study referred to as the “White Book”, which gathers existing knowledge about PSP in Indonesia and aims to analyse the pros and cons of PSP. As documented in the White Book, the main challenge for realizing the government targets and the MDGs is the government’s limited financial capacity
The investment required to reach the Government’s targets as set in the National Medium Term Plan (2005-2009) was estimated at Indonesian Rupias 100 trillion over the period (USD 8.4 billion at 2009 exchange rate). The financial capacity of various institutions to cover these financing requirements is limited, with the national government able to cover approximately 10%, the PDAMs (public water service providers) 7% and local governments 35% of the total. Therefore, given its present financial capacity, the government alone will not be able to reach the target. As one of the participants put it: “One of the reason I joined (The Water Dialogues) was to find solutions for raising funds for the water utilities”. 

Although PSP was initially viewed as a way to bring in more financing to the sector, research from the World Bank (as referred to in the White Book) showed that the total private sector investments in water and sanitation projects in the period 1991-2006 amounted to USD 57 million, which is a drop in the ocean compared to the financing needs.  The entry of national and regional companies was seen as potentially a positive contribution but it was obvious that there is still a long way to go to close the financing gap and reach the MDGs. 

In view to further research and discuss the financing issue, and form a solid basis for policy advocacy, the National Dialogue in Indonesia held four round tables which aimed at identifying issues related to water supply sector financing and seeking alternative financing sources. The first Round Table highlighted the need for PSP in the light of the poor performance and credibility of the PDAMs. Limited capacities seem to be due to financial constraints (32 PDAMs recover all costs from tariffs whilst 170 are far below this level) but also relate to the lack of technical skills and a weak regulatory framework. The second round table dealt with the need for public service obligations (PSO) in the provision of drinking water service provision for low-income consumers.
  They found that, even though PSOs can play a significant role for achieving the MDGs, their application had largely failed, as in the case of Jakarta where the delivery of water services is not pro-poor according to the Amrta Institute. To enhance their effectiveness, they concluded that further discussion was needed on the definition of the PSOs, the legal framework and institutional framework for their development and the implementation framework.  

	In the Philippines, The Water Dialogues/roadmap research pointed to discrepancies between financing policies and actual implementation on the ground 


The National Dialogue in the Philippines commissioned a paper on financing, which was followed by two multistakeholder dialogues on the topic. They found that the provision of water services is very fragmented in the Philippines, with several thousand water service providers. The majority of public investment is channelled through the Local Water Utilities Administration (LWUA) for Water Districts in the country
 and the Metropolitan Waterworks and Sewerage System (MWSS) in Metro Manila. 

Executive Order 279 (adopted in February 2004) laid the ground for reforming financing policies for the water supply sector. The Executive Order set out the way forward: 

· All Water Services Providers, including Water Districts and LGUs, would be categorized into four groups ranging from creditworthy (CW) providers to non-creditworthy providers (NWC). 

· The most credit-worthy providers would tap into loans from government (Municipal Development Fund Office) and private financial institutions (Development Bank of the Philippines, etc.), their equity and water user resources derived from cost-recovery tariffs.

· The less credit-worthy providers would rely on concessional debt and grants from the government and financing from NGOs.

The National Dialogue (through the roadmap process) outlined the discrepancy between the decree and its implementation, due to the conjunction of a lack of effective demand for and supply of responsive financing, which resulted in a lack of sustainable investments. On the one hand, LGUs do not have the technical capacity to carry out a comprehensive diagnosis of their service and to prepare feasibility studies for proposed projects. In addition, Water Districts do not have any incentive (or are not threatened by any penalties) to invest to increase service coverage and improve quality of service and water potability. On the other hand, there are no dedicated financing facilities for water within the LGUs. LWUA’s ability to finance Water Districts’ projects has been constrained by delays in repayment of Water Districts’ old loans; as a result, it has not provided support to other water providers, despite its mandate to do so.

The financing paper commissioned by the Philippines National Dialogue (via the roadmap) recommended that regulators and financiers be strengthened and that capacity within service providers be improved so that they strive to reach financial self-sustainability and creditworthiness. Policy change recommendations included, for example, the fast-track implementation of EO 279, as well as the reform of the LGU financing framework and other reform measures. In particular, it recommended that the financial standing of LGUs be improved so that they can tap into private capital and that the role of LWUA as provider of finance to the sector be strengthened.  They recommended that LWUA’s financing role be limited to credit-worthy water service providers whilst other forms of concessionary financing should be found for the other ones. 

	3. Contributing to the debate on tariffs


The Scoping Report prepared at the outset of The Water Dialogues stated that “there was nearly universal acknowledgement among stakeholders that inadequate tariffs have contributed to the fiscal crisis of the water sector, whether public or private”. The report pointed out that, without a sound financial record, water service providers (be they public or private) have difficulties in attracting financing to fund their investment needs and necessary operation and maintenance expenses. 

The Water Dialogues have been involved in discussions about tariffs and tariff reforms for all water providers, thereby seeking to address issues of redistribution more broadly rather than being narrowly focused on the impact of private sector participation on tariffs. This was partly a reflection of a general shift in focus, away from being solely examining PSP issues to addressing the broader challenges faced by the water sector, tariffs being one of the most important ones. 

Since the inception of The Water Dialogues, the debate around cost recovery in the water sector has evolved significantly. Some donors used to put forward a narrow definition of cost recovery, which prescribed that all costs (including investment costs) be recovered from tariff revenues. Many sector actors now argue that tariffs cannot be the only source of funds for water service providers, especially in poor countries with affordability constraints and substantial needs for new infrastructure. This has represented a real sea-change in attitude and recognition that former full-cost recovery models were doomed to fail. For example, the OECD has put forward that an appropriate mix of tariffs, taxes and transfers (via Overseas Development Assistance or charitable donations) which could form the basis for sustainable cost-recovery, as long as these financial flows can be allocated to the sector in a reliable manner over time.
 Some stakeholders are opposed to this vision, however, and argue that access to water is a right and should not be sold as a commodity. They denounce the position that “water should pay for water” (as if the “hospital should pay for the hospital”, as elegantly put by Ricardo Petrella) and argue that society needs to cover the costs of managing such important resources. 

The multistakeholder nature of the dialogues has often facilitated a more constructive dialogue on the issue of tariffs than had been the case up to that point. Debates surrounding water tariffs are often contentious, marred by political manipulations and mis-information. The Water Dialogues processes helped get all stakeholders’ views on tariffs exposed in a more dispassionate manner. They exposed some critical issues (such as a potential gap between the legal framework and the actual practice of tariff setting) and have made the debate around tariff reforms accessible to a broad range of stakeholders. 

	In South Africa, the National Dialogue identified issues with the implementation of the Free Basic Water Policy
 and sought to establish a basis for constructive dialogue 


The implementation of the Free Basic Water (FBW) policy has raised significant issues in South Africa, particularly in the City of Johannesburg, where residents took the city to court on the basis that its proposals regarding tariffs and charging methods were unconstitutional (see Box 2 below).  

Box 2 – Legal dispute around the implementation of the FBW and prepayment meters in Johannesburg 

Service payment boycotts in under-developed black townships were a feature of South Africa’s political landscape during the Apartheid. Today, whether by expedience, habit or inability to pay, less than 12% of Soweto residents pay their water bills. Until recently, most household connections in Soweto were not metered, and residents were charged a flat rate, i.e. a fixed tariff independent of their actual consumption. The flat rate was based on a “deemed consumption” of 20 m3 per month, and since the implementation of the FBW policy in 2001, included 6m3 free. However, the average monthly household water consumption was averaging 67m3 a month, through a combination of unconstrained consumption and on-property leaks. 

When Johannesburg Water was established in 2001, it faced huge challenges to ensure sustainable service provision sustainably and engaged in a series of measures. Chief among them were investments in a massive upgrade of Soweto’s water infrastructure in order to reduce losses from non-revenue water and the installation of prepayment meters. These meters allowed for 6 m3 of free water each month, beyond which people had to buy tokens to pay for consumption in advance. Prepayment meter tariffs were set at 20% lower than post-paid tariffs. The area of Phiri in Soweto was used as a pilot for this installation. 

The reform triggered massive protests from Phiri residents, who felt that they had not been appropriately consulted or informed about the objectives of the pilot. At first, they tried to physically prevent the construction of the new infrastructure. The “Coalition Against Water Privatisation”, a local NGO, later took the City of Johannesburg to Court in their name with two claims: that the implementation of prepayment meters was unconstitutional; and that the provision of 6 m3 of free water per household per month was not adequate. 

In April 2008, the Court ruled in favour of the applicants. The COJ appealed to the Supreme Court of Appeal, which delivered its judgment on 25th March 2009. The Court ruled that prepayment meters were unlawful because they are not covered in the by-law and stated that Johannesburg Water had two years to fix the by-laws, after which the prepayment meters could be authorised. They also established that the FBW allocation for indigent residents in Phiri had to be increased to 42 litres / capita/ day. The City of Johannesburg may still decide to appeal this decision at the level of the Constitutional Court. 

The National Dialogue decided to host a debate on tariff issues in Johannesburg (one of the case study areas for their research), to help clarify and depoliticise the issues. The proposals put forward by Johannesburg Water raised issues of affordability and targeting. The session fostered a shift in perception amongst participants. All agreed that water could not be free over and above a certain level of usage (although agreement was not reached on a precise threshold). The meeting also helped highlight the difficulties involved in targeting social tariffs and measures on the poorest segments of the population, as they require accurate poverty assessments and detailed customer registries. 

	In Indonesia, round table discussions organised by The Water Dialogues highlighted the gap between tariff setting rules and actual practices 


In a round table dedicated to financing issues, the National Dialogue discussed the regulation that sets the principles for tariff setting, and the actual gap between tariff rules and their implementation. According to the text of the regulation, tariffs should be calculated based on principles such as cost recovery, affordability, service quality, and water usage efficiency. In Jakarta (the capital), the tariff is determined by the Governor of the region, based on a detailed analysis of the financial conditions of the utilities. Outside Jakarta, the mayor or the head of regency are responsible for setting tariffs charged by the PDAMs (the public water utilities). This analysis may be overseen by an independent regulatory body.

In practice, however, the National Dialogue highlighted the fact that tariff setting is very politicized and that mayors are reluctant to implement unpopular tariffs, even though they are likely to result in sustainable water delivery services. The NWG also helped to bring into focus the question of low-income consumers. Tariffs, as set out in the regulation, seem to be too high for those customers, as they include cost components that affect affordability, such as water conservation and partnership costs. However, this analysis has not been translated into a clear advocacy message as yet, as the NWG is still waiting for results of other research to come through. 

	In the Philippines, the National Dialogue suggested a new approach to tariff setting


The National Dialogue in the Philippines contributed to the debate over tariff regulation through the roadmap process. Following a comprehensive study about regulatory reforms in the Philippines, the National Dialogue advocated the combination of two approaches to tariff setting, i.e. cost of service regulation and incentive-based regulation. Under cost of service regulation, tariffs are set to recover prudent and efficient costs including a reasonable return for the service provider. With this approach, there is little incentive to minimize costs and costs are passed on to customers. Under incentive-based regulation, tariffs are approved for a regulatory period during which the water utility is expected to provide the funds necessary to achieve its service obligation. If the utility has to spend more than forecasted, it does not recover its investments but it could still retain profits gained through efficiency improvements. In a new approach to tariff regulation, the NWG suggested that the national economic regulator adopt the cost of service regulation for tariff-setting principles but design a tariff methodology that incorporates some aspects of incentive regulation, i.e. a 3-5 year regulatory period with agreed tariffs for the period. 

It remains to be seen whether such a complex methodology could be applied, however, particularly in the smaller water companies outside of Manila. Regulatory failure can result from the haphazard implementation of a complex tariff-setting method that regulators in developing countries may not have the capacity to properly implement. This has been the experience of the electric power sector in the Philippines, for example, where the tariff-setting mechanism employed was too complex for the ERC to properly implement. Potentially a differentiated approach, whereby the regulator implements methodologies of different degrees of complexity depending on the regulated entity, may be needed.  

	4. Concluding Reflections : financing and the contribution from the Water Dialogues 


The National Dialogues have been successful at exposing the need to address the financing gap for the sector in a non-partisan manner. Supported by in-depth research, and endorsed by a broad group of stakeholders, they have sought to influence policy, to influence the allocation of adequate funds to the sector and the effective use of such funds. They have shown that a multistakeholder review of sector financing needs can make a major contribution to enhancing all stakeholders’ understanding and appreciation of the sector’s financial challenges.

In countries where mechanisms exist on paper to finance water services, The Water Dialogues have helped identify discrepancies between policy and practice. Having a broad group of multistakeholders involved allowed bringing a diversity of points of view and practices, which facilitated feedback from actual experiences and has brought to light the gap between the legal texts and their practical implementation. 

Research activities have usually formed the basis for roundtable discussions, which were instrumental at throwing potentially contentious issues into the debate, such as tariffs and tariff reform. As the concept note for The Water Dialogues in Indonesia neatly summarised, where conflicts existed between stakeholders on issues such as tariff reform, “The Water Dialogues provided a safe space in which to explore such contentious issues, understand each other’s perspectives, share expertise and develop mutual respect”. By placing the debate on tariffs within the overall context of the financial challenges facing the sector, they also helped in placing all the required elements for discussion on the table. 

The potential for The Water Dialogues to significantly influence the process of tariff reform was often limited by the fact that the main barrier to increasing tariffs is often political and that politicians are usually not members of The Water Dialogues, although high-level representatives of government were consistently involved. Involving policy-makers and politicians as members in the dialogues may create certain issues around the process of creating levelled power relations and ‘safe’ spaces for dialogue. However, it could also help secure critical political buy-in to take difficult decisions and attract financing to a much under-funded sector. The other factor was that the majority of financing and tariff-setting decisions are taken at the local level when water services are operated on a decentralised basis. It was only in South Africa that the National Dialogue attempted to address this issue by initiating Local Dialogues in the municipalities that it had reviewed during the research. These local dialogues were designed as one-off initiatives within The Water Dialogues process, with no plans to institutionalise them. However, they seem to have been effective at spelling out local issues and could form the basis for organising debates on tariffs at the local level. Identifying solutions and implementing necessary reforms, such as tariff reforms, to meet financing requirements is likely to take more than a national multistakeholder dialogue, although local dialogues at the level of government where tariff-setting decisions are taken would definitely help. 

However, some stakeholders pointed out that The Water Dialogues stopped short of challenging certain assumptions, such as those regarding technical choices or investment options which need to take into account the broader framework of water resource management. The Water Dialogues’ contribution to recommending innovative solutions for mobilising financing for the sector was also somewhat limited. 
Overall, The Water Dialogues made a significant contribution to focusing the minds of stakeholders on the financing challenges faced by the sector and the need to increase available financing in order to expand coverage and maintain existing facilities. They quickly moved beyond debating the impact of private sector participation on tariffs or the potential for the private sector to bring financing to the sector. Instead, they considered broader issues, such as how to mobilise additional funding to the sector and how to determine who should pay, and how much (the question at the heart of tariff setting). 
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� In this context, “leveraging” means mobilising private sector financing via the targeted use of public financing in order to reach a public policy goal. 


� The findings of this Round Table are discussed in more details in the companion Thematic Paper on Regulation.
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