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He who pays the
piper…
By Bob Warner
12 November 2013

One of the many proverbs thrown at me when I was kid was ‘he who pays the piper calls the
tune’. In modern marketing parlance that might be translated into ‘the customer is king’. A
study of the private rural piped water business recently launched by the World Bank’s
Water and Sanitation Program has shown this to be an important factor in efforts to improve
the access of poor people to safe drinking water. (An earlier blog has discussed the results
of the companion study on rural sanitation.)

In the three countries studied (Bangladesh, Benin and Cambodia), most people get their
water from self-supply, private provision or community run systems – only 11 per cent of the
aggregate population gets water from state utilities. But for 30 per cent – 46 million – of
these people, these non-state sources do not provide water that is safe from contamination.
Privately operated rural piped water networks are part of the effort to address this gap:
while they are still a small part of the overall sector, they have the potential to expand sales
to at least $90 million a year by 2025.

The opportunities for market engagement have different drivers: in Bangladesh, the main
driver is that traditional groundwater sources in some areas are contaminated or unreliable,
and the need for treatment or use of other sources suggests using piped systems. In Benin,
the opportunity is created by government policy which has shifted towards attracting
private operators to manage public networks. And in Cambodia, the driver is simply
business acumen.

Three very different models have emerged in the study countries.

In Benin systems are funded and constructed by the central government, with
ownership transferred to local authorities, who let out management to private
operators under short term contracts. Tariffs charged, and fees paid, by the
operator are set by regulation, based on models operated by central government.

https://www.wsp.org/sites/wsp.org/files/publications/DPSP-Water-Report-Conference-Edition-WSP-August-2013.pdf
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The main form of delivery to households is through metered standpipes managed
by an employee of the operator. Charging is based on volumes purchased, and
tariffs are high. Per capita sales are very low, and while operators make a profit,
revenues are not large enough to cover depreciation, and the networks are not
sustainable in the long run. The key problems are that networks are not matched to
potential demand, public construction procedures make them very expensive to
build, and contracts provide limited effective incentive for network expansion and
maintenance.
In Cambodia systems are built through autonomous private investment by local
businesses and service is delivered through private metered connections. Charging
is basically unregulated, and based on volumes purchased. Tariffs are moderate, as
are per capita sales, but operators make a profit and cover all capital costs. The
only interaction with formal government policy is that operators may choose to get
a license from a central ministry.
In Bangladesh, the model is rather idiosyncratic, and a function of projects rather
than policy. The projects have promoted co-investment by government or donors
and a sponsor who then runs the network. Water is delivered through non-metered
private connections, and charging is on a flat monthly basis, independent of
consumption. Implied unit charges are, not surprisingly, very low and consumption
is high. Few firms are thus able to cover their costs. Network ownership and
contractual arrangements with client communities are unclear, and many networks
fall out of use.
In all three countries, operators struggle with high cost and erratic energy supplies
and the lack of financial facilities (to finance connections or finance investment).

The success – or otherwise  – of these models in sustainably providing safe water hinges
very much on how they well they respond to household demand and offer services that
households are prepared to pay for.

Demand for water supplied by rural networks is very price sensitive. While households have
to have water, in the rural areas covered by the study, they don’t necessarily have to buy it
from the network.  In all three countries, households use a range of water sources for
different purposes and at different times of the year. They use their own or neighbours’
tubewells, ponds, rivers and particularly rainwater in the wet season. This phenomenon of
conjunctive use has important implications for network operators. Even if they appear to
have a local monopoly, they have limited scope to exploit market power. They have to offer a
service that people value, and they have to design networks with a careful eye to the likely
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market at different network size, cost and pricing points, and often pronounced seasonality
in demand.

An important part of that offer appears to be providing service through private connections,
and not just community standpipes. The study found that consumers want the convenience
of private connections and continuous supply, and will pay for it unless connection costs are
unreasonably high (as they are in Benin, where the average cost is US$160 or 10 per cent of
average poor household income, compared to US$15-34 in Bangladesh and Cambodia):

Ability to pay for water does not seem to be an issue except for the extremely poor: on
average poor households are paying more for their mobile phones than they would to
purchase their total households needs from networks. Nor, except for Benin, does ability to
pay for a connection seem to be an issue. BUT, mobilizing the upfront cash for a connection
is a problem for poor rural households, and no-one seems to be offering financing options.
And with low cost alternatives, households will not pay for network water if the service does
not meet their needs.

What does the study tell us?  Where the ‘stars align’ (basically there is an accessible water
source and a settlement with sufficient population density and some cash income)
autonomous private investment can deliver piped water without government support or
complex partnerships. But government may need to act where the stars don’t align, and in
this case, considerable care needs to be given to the nature of government intervention.

Badly thought through policies can obstruct responsiveness to household demand and
undermine sustainability.  Poor design of networks by public agencies, unclear contract and
ownership arrangements and restrictive tariff policies can limit the financial viability of
networks, which can result in firms being lukewarm about expanding engagement in the
sector to serve the poor.

Even though public health and equity concerns are important, it is critical to recognise that
profitability really matters: in the study the more profitable networks saw the poor as a
major market, and were more interested in investing to expand coverage and build new
networks.  Policies need to embrace market based pricing and build incentives for firms to
expand networks to respond to poor customers’ demand. Affordability should be addressed
by helping poor people connect to networks, rather than suppressing prices or using
solutions they do not prefer.

Bob Warner is Director, Pacific Research Partnerships at the Crawford School of Public
Policy. He and Jema Sy from the Water and Sanitation Program were co-authors of “Tapping
the Market: Opportunities for Domestic Investments in Water and Sanitation for the Poor’, a
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two volume study recently published by the World Bank Group.
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