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EXECUTIVE SUMMARY

On 6 October 2002, the World Habitat day, UN-HABITAT launched  a Water and Sanitation Trust Fund. This was in answer to the call in the United Nations Millennium Declaration “to reduce by half, between now and 2015, the proportion of people who lack sustainable access to adequate sources of affordable and safe water”, and the Plan of Implementation adopted at the World Summit on Sustainable Development (WSSD), which added a new target on reducing by half the proportion of people who do not have access to basic sanitation by 2015.

The purpose of this document is to expand on the challenges created by these international commitments, take stock of the current response and draw some conclusions on the gaps to be filled and the types of actions that are required urgently. The advantages to use a programmatic mechanism such as a trust fund to increase the efficiency and effectiveness of the international community’s response to some of these challenges are discussed. Building on the knowledge and know-how acquired over the years by UN-HABITAT in the field of water and sanitation, and more specifically on its current programmes in this sector, the document then presents the proposed modalities of operation and management of the Water and Sanitation Trust Fund.  

The Growing Urban Challenge

The importance of water for sustainable development can hardly be overstated. As for sanitation, its link with safe water is inescapable, especially in urban settlements, where the concentration of people in high density settlements creates severe demands on services. It is estimated that, over the next 30 years, some 95 % of the urban population increases will be in less developed countries (LDCs). Most of these increases will take place in peri-urban settlements comprising the inner-city slums and squatter settlements outside the regulatory boundaries of the formal city.  Currently, these settlements accommodate between 30 and 60 per cent of urban populations in developing country cities but more importantly, between 75 and 90 per cent of future urban growth are likely to take place in these settlements. With uncertain or illegal land tenure, these low-income, high-density settlements lack the most basic infrastructure and services. The result is a lowering of the quality of life, reduced urban productivity, increased burden of health care and unmitigated environmental pollution.

Time and again, experience has demonstrated that infrastructure investments, unless properly directed, do not necessarily lead to better services for the urban poor.  Few local governments, however, have a clearly defined urban development policy, not to speak of a policy for basic services in informal settlements. There is an urgent need to put in place a demand-responsive strategy at the local level, which will make the local institutions accountable to those lacking adequate water and sanitation provision. In most cases, the thriving informal water market is not regulated nor supported, and the poor end up paying more for water of dubious quality. Local governments also lack the capacity to play its role in protecting water quality from pollution by local commercial and industrial establishments. The 2000 global assessment (of the Joint Monitoring Programme) identified inadequate cost-recovery and inadequate operation and maintenance as two of the principal constraints on the development of water supply and sanitation and both are largely the result of the weakness or incapacity of institutions at local level. An important part of the problem often lies with the central government who fails to devolve appropriate level of authority, and the means that goes with it, to local governments.

Meeting the internationally agreed targets on water and sanitation are particularly important because of the impact they could produce on the quality of life of the poor and their downstream effects on many other MDG targets. This is however a challenge that is particularly difficult to meet because of its inherent complexities: the number of actors and their diversity, the pervasive effects at all levels of inadequate policies, regulations and their enforcement, the lack of adequate information and the need to find solutions tailored to suit local conditions.

The current response

Although international actors have an important role to play, the achievement of the internationally agreed targets in water and sanitation will be above all, and by far, the result of intense and sustained efforts by the countries themselves. The first actor on the national scene has to be the central government. Its role is pivotal: to provide the appropriate enabling environment. The operational concept here is devolution. This is slowly happening in some countries, especially those that include provision of water and sanitation to the urban poor in their PRSPs, a too rare occurrence unfortunately.

The central players are the city governments. Their role is complicated because it requires not only complex and expensive infrastructure (water collection, treatment and distribution; wastewater collection, treatment and disposal), but also coordination across many sectors (in which the cooperation of physical planning and building control agencies are particularly important) and cooperation from users (households, industries and other businesses, public institutions), including the willingness to pay. Capacity building is the main concern here but city governments are not often on the priority list of donor agencies that tend to deal more often with national authorities. 

Delivering good value services at an affordable price while also ensuring that revenues are sufficient to fund system management and expansion is another central issue, one that is hotly debated. Ultimately, the notion of “sustainable cost recovery”, put forward by the Camdessus Panel, will have to prevail but ingenuity will lie in finding sustainable solutions that respond to local conditions and aspirations and safeguard the poor. The private sector has to be part of the solution, from large water and sanitation companies to local, small-scale service providers. The current situation fortunately offers many interesting examples of creative approaches and partnerships at local level that which could lead the way forward.

There are of course international actors in the sector. The large water and sanitation companies play a very limited role at present. They face risks that are often deemed unacceptable: uncertain policy environment or poor law and regulation enforcement, high initial costs, long pay-back period, and of course the volatility of the exchange rate.  On the ODA side, the urban water and sanitation sector, as it is discussed in the context of this document (i.e. in relation to the MDG target), has never been a sector of high priority which is, in part, because of the lack of adequate information about the gravity of the situation. In fact, over the past decade, the level of funding in the sector has declined on per capita basis, in real terms. The international NGOs have started refocusing their programmes on urban areas in recent years and can play an important role in supporting communities to develop local solutions.

The gap and the way forward.

Three gaps can easily be discerned in the water and sanitation sector. The first one is a gap in information. Current approaches and methodologies, which were historically developed to address rural needs, have resulted in a gross underestimation of urban  needs and priorities. This in turn results in an awareness gap at different levels: local and national authorities as well as the international community, and ultimately in a resource gap both at the level of the infrastructures needed to provide adequate services, especially to the poor, and at the level of institutions needed to support these infrastructures. It is thus no surprise that there is no consensus on the number of additional people to be served, on the cost of providing them with “adequate” water and sanitation services, nor on the amount currently invested annually in the sector. Indeed, there is no consensus about what “adequate” exactly means, more so in the urban context.

The second gap is the gap in funding for the provision of services.  Using the best data available and taking into account what is stated in the previous paragraph about the weakness of the data base (particularly about disaggregated information for urban and rural areas), the following figures are being used by the Millennium Task Force on Water and Sanitation: to achieve the MDG target in the sector, investments in the order of $30 Billion a year would be needed as compared to current estimated annual investments of $14 billion, leaving a financial gap of $ 16 Billion. As per the Global Assessment, 2000, the average annual investment on per capita basis in Africa, Asia and Latin America and the Caribbean during 1990-2000 was of the order of $ 4.0 for urban water supply and $ 1.4 for urban sanitation.  This clearly indicates gross under-investment in urban sanitation, if one considers the current estimate by the Millennium Task Force of the average per capita cost of provision of urban sanitation at $ 137.5 as against $87.5 for water supply.

The third gap is the governance gap. The term ‘governance’ is taken here in its broadest sense. It includes such cross-cutting issues as political will and gender considerations. The countries that are most at risk of not meeting the MDG target typically lack both funding and governance. If measuring the funding gap for the direct provision of services is hard to do with any kind of precision, it is obvious that the same can be said of the level of resources needed to meet the governance gap. However, current estimates vary from 10 to 20 percent of the direct costs. If one uses the estimate given above of  $30 Billion per annum, the cost of supporting the emergence of the enabling environment needed to have a reasonable chance of achieving the MDG target in water and sanitation is in the order of $3 to $6 Billion per annum. 

The information gap will have to be filled so that decision making be made from a better data base. More active networking should help draw lessons from on-going experiences and from numerous programmes that have met with success: it is important to learn from them and, when possible, to increase their funding so as to maximize their impact.

The way forward on the funding side starts with a doubling of the annual flows to the sector: a tall bill. It is clear that the bulk of the financing will have to come from the country itself and ultimately, from the consumers as a group. This is where the concept of sustainable cost recovery comes into play. Outside financing is expected to help fill the gap. Multilateral finance institutions, international commercial lenders and export credit agencies have all a role to play.  ODA, even doubled, will remain a rare commodity and has to be targeted to where it can generate the most leverage, primarily in the area of the enabling environment.

Improved governance is where immediate action is most needed if the whole water and sanitation challenge is to be met. Many things have to be done at all levels: national, local, community and individual. Solutions to governance problems have to be locally owned, also at all levels. The importance of public awareness, value-based education and firming-up of political will, which are interlocked, should be highlighted: these are key factors for the improvement of governance in a sustainable way.

A trust fund

For ODA, more is not enough: better is also part of the agenda. Concerns are being raised, in some very authoritative quarters, that the fundamental transformation in ODA programming and delivery, which is so necessary to the success of the MDG endeavour, is not happening. There is no way that the traditional donor by donor; country-by-country, project-by-project approach is going to work. This is why the use of programmatic approaches, whenever possible, is getting more and more acceptance in donor agencies. An application of this concept is to contribute to a facility established in a well recognized organization pursuing objectives fully compatible with the donor’s own priorities. There are many variations on this theme; the trust fund approach is a well-established one. In terms of aid effectiveness, it has clear advantages for the donor agency from a programming as well as an operational point of view. Of course, this is not a new concept. This kind of approach has been used countless times in the past. What is suggested here is a more systematic use of it in a context where flows are increasing, speed is of the essence, and aid effectiveness is more and more of a concern.

There are a number of multi-donor initiatives in the sector. Some are based on ongoing programmes in multilateral organisations while others are being developed in answer to the challenges posed by the MDGs and the WSSD. When looking at these facilities that each have their own specific contribution to make, it can be useful to look at what drives their host organizations forward. Using the well known three strategic drivers model (the market, the products and the core competencies) to analyse these facilities, it is important to remember that all organizations should use their core competencies as their primary strategic driver as opposed to their products (their current programmes) or the market (where the donors funding is likely to be directed in the current context).

In other words, as new facilities are created in answer to the growing pressure on donors to do more and better, it is important that these new entities correspond to the area of demonstrated excellence of the organization proposing them. A number of facilities are being created or reinforced, in the water and sanitation sector, in great part in response to the MDGs challenge and the WSSD strong emphasis on the priority of the sector. Each addresses the sector’s needs from the perspective of its own area of demonstrated excellence and proposes a range of activities correspondingly. 

UN-HABITAT

As the “City Agency” within the United Nations system, and the focal point for the implementation of the Habitat Agenda, UN-HABITAT has the responsibility of supporting member states in their efforts to achieve the international goals and targets set to improve the situation. Three relatively recent UN General Assembly resolutions are particularly relevant in the context of this document: one resolution committed UN-HABITAT to strengthen existing financial mechanisms and, where appropriate, developing innovative approaches for financing the implementation of the Habitat Agenda; the second, in recognition of UNCHS (Habitat)’s growing responsibility to respond to the international mandates and decisions in the field of human settlements management and development, upgraded UNCHS (Habitat) into a fully-fledged Agency of the United Nations, designated as the United Nations Human Settlements  (UN-HABITAT); and the third, in recognition of the outcome of the UN conference on Human Settlements (Habitat II) called upon UN-HABITAT to further support the implementation of the Water for Africa Cities (WAC) programme, as requested by the New Partnership for Africa’s Development (NEPAD).

The organization currently runs a number of programmes around the Globe, such as Water for African Cities, Water for Asian Cities, and Settlement for Internally Displaced Persons in Iraq (total funding of $600 Million). It has developed numerous partnerships and alliances for training and capacity building, and also investment oriented partnerships with the World Bank and the Asian Development Bank in the context of Water for African Cities and Water for Asian Cities. Education and awareness programmes are also important elements of their activities.

In relation to the water and sanitation sector, UN-HABITAT, through its current programmes and activities, has demonstrated the following core competencies: 

· Normative work, focussing on standards and priority setting, monitoring and evaluation, and capacity building;

· Political mobilization and political awareness-raising through advocacy and value-based education;

· Partnership building at local level, bringing cities and communities together;

· Demonstration and piloting of new and innovative approaches of urban water management, e.g. water demand management, water quality management, pro-poor governance through community participation etc.  
The establishment of a Trust Fund in UN-HABITAT, dedicated to these priorities and built on the organization’s demonstrated capabilities, should enhance its effectiveness and outreach in serving its member countries. 
The Water and Sanitation Trust Fund

The purpose of the Water and Sanitation Trust Fund is to facilitate the achievement of the MDG and related target for 2015, as redefined at the 2002 World Summit on Sustainable development (WSSD), of reducing by one half the proportion of people without sustainable access to safe water and basic sanitation. The Trust Fund activities will be directed to create an enabling environment for pro-poor investment in water and sanitation in developing country cities and thus provide a vehicle to improve significantly the volume and effectiveness of the ODA flows in this sector.

The Fund will support cities and communities with demonstrated commitments to take initiatives promoting investment in water and sanitation specifically targeted to the poorest of the poor. It will address with priority request for support from Africa. Special consideration will also be given to initiatives that could reduce the burden of women and children in accessing safe water and adequate sanitation.

The key activities to be supported by the Fund are proposed to be as follows:

· Mobilization of political will through advocacy and exchange of information.

· Public awareness-raising on social, environmental and economic aspects of water and sanitation.

· Supporting the development of information and knowledge-based networks of city managers, NGOs and research institutions for sharing of information on best practices.

· Creating a new ethic among children and community through Water, Sanitation and Hygiene Education

· Developing Pro-poor urban water governance framework to facilitate investment targeted to the poorest of the poor.

· Strengthening regional, country and city level capacities for integrated water and sanitation management. 

· Demonstration and Piloting of New and Innovative Approaches to Service Provision for the Urban Poor.

· Monitoring of progress towards achieving Millennium Goal targets in the water and sanitation sector in cities. 

It is envisaged that in Fund operation, first priority will be given to reinforcing the current programmes that meet the requirements stated above.  As the Fund gathers momentum, new programmes will be implemented in response to initiatives proposed by partner countries. The strategy will be to promote sustainability, local ownership and locally defined solutions.  A combination of traditional and innovative financing mechanisms will be employed for the capitalization of Fund. 

While remaining within the directives governing the establishment of Technical Cooperation Trust Fund within the UN system, a proposed Review Board will facilitate the dialogue between the Manager of the Fund and its partners both from the developing and the developed countries. Playing an advisory role to the Executive Director of UN-HABITAT, the Board will focus both on programming issues as well as on financial and operational issues.  The Board is expected to play a major role in drawing lessons learned and recommending actions to disseminate them, in discussing means of enhancing synergy with other organizations involved in the sector, and in other related sectors such as health and environment, and in taking stock of progress made toward achieving the MDG target.

INTRODUCTION

Water is by now recognized as a fundamental element of sustainable development in all its complexity. It is fundamental to the exercise of human rights, an essential element for human survival. Safe drinking water, adequate sanitation and hygiene form a combination at the very essence of the notion of quality of life and human dignity. Water is one of the five key “WEHAB” (Water, Energy, Health, Agriculture and Biodiversity) areas singled out for priority attention at the World Summit on Sustainable Development in Johannesburg. 

Water is intrinsically interconnected with the eight Millennium Development Goals (MDGs) agreed upon by the international community in 2000. Halving “by 2015, the proportion of people without sustainable access to safe drinking water and basic sanitation
” is now one of the targets that are pursued in the context of the MDGs – a direct recognition of the fact that over a billion of the world’s people still lack safe drinking water, while over twice that number have no adequate sanitation. Water is an essential ingredient to virtually all the other MDGs - which range from eradicating extreme poverty and hunger to ensuring environmental sustainability. 

Given all of the above, it is not surprising that water and sanitation figure prominently in the key initiatives that are being elaborated to assist the international community in its efforts to meet the MDGs.  The first challenge is to develop a strategy for meeting the water and Sanitation target that takes into account physical, financial and institutional constraints, particularly as they affect the poor. The strategy should also clearly layout what needs to be done and how much it will cost, and put forward operational plans at scale but with local specificity. The second, of course, for the developing as well as developed countries, is to implement this strategy with determination and flexibility, in a spirit of partnership, and remembering that the MDGs were designed, first and foremost, to help the poorest of the poor.

As it is well recognized, achieving the MDGs is necessitating a considerable amount of new resources. This is especially true in the water and sanitation sector because it is capital intensive and has been somewhat neglected by the donor community, in part because of a systemic underestimation of the needs of the sector. Additional resources are necessary but not sufficient: greater efficiency and effectiveness are also needed. For instance, the use of existing institutions will have to be maximized by taking advantage of their demonstrated strengths and existing programmes. 

On 6 October 2002, the World Habitat Day, UN-HABITAT launched a Water and Sanitation Trust Fund, dedicated to meeting the internationally agreed target of halving, by the year 2015, the proportion of people who do not have access to basic sanitation or clean water.  “Improving sanitation and providing clean water are critical if the lives of the urban poor are to be improved.  Access to such life saving basic needs is an important first step in the process of slum upgrading”, said Mrs. Anna Tibaijuka, Executive Director of UN-HABITAT, while launching the Trust Fund.

 THE CHALLENGE

The goals and targets relating to water and sanitation outlined in the United Nations Millennium Declaration and in the Millennium Development Goals and Targets were not developed in a vacuum. Indeed, they were the culmination of several decades of international deliberations on the subject. In turn the water and sanitation issues and agreements outlined in the MDGs were further developed at the World Summit on Sustainable Development in Johannesburg.
Over the last 30 years, numerous major conferences and international agreements have provided the broad background for today’s water resources policies and decision-making. The second World Water and Sanitation Forum in The Hague in 2000 was a watershed in the continuing world water debate in more sense than one. By identifying the challenge of urbanisation as one of the five urgent priorities, the framework of Action adopted at The Hague brought the issue of meeting water needs of cities right on the centre stage. A red flag was first raised in Dublin back in 1992 where world leaders compared the urban water shock with the oil shock of the 1970s. The ensuing discussion in Rio saw wider acceptance of the urgent need for an integrated approach to urban water management: Agenda 21. 

Water for sustainable development was discussed at the intergovernmental level in the sixth session of the Commission for Sustainable Development (CSD-6) in 1998, and broad consensus was reached on key water issues. Recent international water meetings (the Second World Water Forum in the Hague in 2000, the International Conference on Freshwater in Bonn in 2001, the World Summit on Sustainable Development in Johannesburg in 2002, and the third World Water Forum in Kyoto in 2003) served as important fora for multistakeholder dialogues and generated new recommendations on how to address increasing water challenges. 

The United Nations Millennium Declaration calls “To adopt the target of reducing by half, between now and 2015, the proportion of people who lack sustainable access to adequate sources of affordable and safe water. The Johannesburg World Summit on Sustainable Development (WSSD) added a new target on halving the proportion of people who do not have access to basic sanitation by 2015. 

URBAN WATER AND SANITATION

Cities concentrate people in high-density settlements creating severe demand for services like water supply and sanitation. It is really a matter of concern that some 95 % of the urban population increases, over the next 30 years, will be in less developed countries (LDCs). Thus the majority of the population without services in water and sanitation lives in peri-urban areas which are currently home to half of the urban population. The solution to the water and sanitation crisis has many dimensions but the improvement of the governance at the city level has to be a fundamental component. A paradigm shift is urgently needed in urban governance taking into account the following factors: the information gap, the need for effective monitoring, better demand management, the importance of sanitation and hygiene, putting more emphasis on pro-poor governance, local institutions consolidation, and enhancing local utilities capacities.

Millennium Development Goals and the Need for Effective Monitoring

Systematic and sustained tracking and review of progress towards attaining the water and sanitation related Millennium Development Goals for cities are important means of achieving the targets set.   Monitoring of trends, achievements and shortfalls in the urban water and sanitation sector, bringing out intra-urban differentials and gender desegregated data will help in developing policies and programmes at national and city-level targeted to improving the services for the urban poor.  Such a monitoring exercise will also help international cooperation to be targeted to pro-poor interventions in a more effective manner. 

Demand Management as a Priority for Action

Greater attention is also needed to manage the spiralling urban water demand on to a sustainable track.  Experience shows that a modest investment in demand management and in measures to improve the efficiency of the existing delivery system could postpone large investments in supply expansion by several years.  Sharing this experience could benefit many countries. 

The need to move away from a narrow supply-fix approach is just as compelling in poor as in affluent settings. However, many of the insights, priorities and tools that have come to be associated with demand management are inappropriate to low income settings. They derive from a conservation perspective, and ignore the health, economic and grassroots perspectives that tend to be critical in deprived urban areas. 

One of the goals of demand management in low-income areas should also be to give more influence to those currently deprived of water. The ‘supply-fix’ approach has often favoured affluent consumers over both future generations and the poor. Orthodox demand-side management attempts to address the concerns that are particularly relevant to future generations. Future generations cannot take an active part in designing and implementing demand management. The urban poor can. To assist deprived urban dwellers, demand management cannot rely on finding better means to manipulate the demand for water, but must help ensure that the residents (especially women) gain more influence over water provision and use.

A comprehensive approach to demand management should therefore focus on reducing unaccounted for water; discouraging wastage through pricing, technical and regulatory measures; and in low-income areas, promoting greater involvement of local residents’ in driving water provision. This will call for a range of administrative and institutional measures and capacity building in water service provider and regulatory bodies.

Increased focus on Sanitation & Hygiene

It is now realized that sanitation and hygiene promotion needs priority in their own right. The proven success in reducing water and waste-related disease through campaigns of school sanitation & hygiene has been clearly demonstrated. Hygiene planning and action need a focal point to be successful and educational institutions have proved to be a suitable focus. There is a need to develop an effective methodology to promote sanitation more vigorously. Sanitation and hygiene campaigns have demonstrated their effectiveness as a tool to reduce ill health and childhood diahorrea and initiatives such as the  "WASH" Campaign and have gained momentum and received a high-level of political support.

Attention also needs to be given to community-preferred technological options and service levels which can be maintained and managed by communities to promote a sense of ownership, which is considered essential for successful sanitation solutions: another application of the well recognized principle of local ownership for sustainable progress.

Pro-poor governance

The urban poor, mostly living in peri-urban settlements should, unquestionably, receive the highest priority in the matter of future investments and institutional capacity building for the delivery and management of urban basic services. Key issues to be addressed in this context are: housing rights (including security of tenure), realistic pricing of services, reliability and level of service, and choice of technology.  All these issues affect the affordability and willingness to pay by communities that, in turn, impact on investment and sustainability.  

Policy makers need to be aware that infrastructure investments, unless properly directed, do not necessarily lead to better services for the urban poor.  The social and environmental health implications of new investments in infrastructure need to be evaluated on a case-by-case basis to assess their impact on the urban poor.  A clearly articulated infrastructure investment policy for urban basic services could go a long way to safeguard the interest of the urban poor.

Few local governments, however, have a clearly defined urban development policy, not to speak of a policy for basic services in informal settlements. The "Illegal status" of many low-income settlements excludes them from the provision of services. Many local authorities do not have provision in the planning process for the peri-urban poor. The urban poor are thus forced to rely on private sector operators and a thriving informal water market (commonly known as small-scale water providers which include both private operators and NGO/CBO run entities) exists in most cities. The urban poor rely almost exclusively on this sector for meeting its water needs. There is, however, a major information gap on the operations of this sector. Regulating the services of the small-scale service providers to ensure that the urban poor can be assured of safe water at a price they can afford is of paramount importance and an urgent necessity.

Local institutions consolidation

Another pressing issue for improving water and sanitation in urban areas is the development of accountable, effective local governments, or if it is impossible, other local institutions that are accountable and responsible to those lacking adequate water and sanitation provision. The role of local institutions is also critical for many other aspects related to water and sanitation: the investments and good management needed upstream of the water pipes in acquiring sufficient fresh water and ensuring its quality, and downstream of sewage and drainage systems to protect water quality and water users. Local institutions need to provide the rule of law through which the rights and entitlements of all groups (including low-income groups) and the public good are protected - which includes the right of low-income (or other) groups to organize and to demand better provision. Local institutions need to provide the web of health services that help reduce the health and economic impact of water-related diseases.

If local government agencies are not themselves the providers of water and sanitation, it falls on them to provide the framework within which provision is guaranteed, standards ensured and prices controlled. For services that are not delivered by monopolies but by competing small entrepreneurs, NGOs or CBOs, local authorities must also insure that prices are controlled because, as experience has shown, this type of competition does not necessarily guaranty fair prices in certain particularly difficult contexts. This is imperative because these groups are important providers of services, especially in low-income dwellings. The quality of services provided by all these institutions will also depend on whether robust, effective and democratic processes are in place. This implies that each institution is accountable to citizens and that the manner in which they generate, allocate and use public resources is transparent and effective. Local governments also have a critical role in protecting water quality from pollution by local commercial and industrial establishments, and ensuring that enterprises do not contravene environmental regulations.

Enhancing local utilities capacities

An important change in the perception of the problem of water and sanitation provision in urban areas over the last ten years has been the increased recognition that companies or utilities with responsibilities for water and sanitation are not performing to expectation. The two Water Utilities Data Books produced by the Asian Development Bank in 1993 and 1997 best illustrate this. They highlighted not only the inadequacies in the performance of many utilities (including low proportions of city populations served and intermittent services), but also inadequacies in management (poor billing arrangements, water prices well below the costs of provision, over-staffed utilities, and high proportions of unaccounted-for water).

These reviews also highlighted the difficulty of balancing the need to keep down prices while ensuring sufficient revenues to allow good quality provision and coverage. However, they also stressed that good management limits this trade-off; many of the utilities with the highest water prices were also those with poor quality management (including high ratios of staff to the number of connections and high levels of unaccounted-for water). The 2000 global assessment identified inadequate cost-recovery and inadequate operation and maintenance as two of the principal constraints on the development of water supply and sanitation and both are largely the result of the weakness or incapacity of water and sanitation agencies.

CONCLUSION
In agreeing with and pledging to support the MDGs and their related targets, the Millennium Summit has made an important step forward in the global fight against poverty in the world. It is particularly important to meet the challenge in the urban water and sanitation sector because of its impact on many other MDG targets. It is also particularly difficult to meet this challenge because of its inherent complexities: the number of actors and their diversity, the pervasive effects at all levels of inadequate policies, laws and regulations, the lack of proper information and the need to find solutions tailored to each specific community.

CHAPTER 2: THE CURRENT RESPONSE

The development of global plans or frameworks for action have been an inherent part of the process aimed at providing the international community appropriate guidance in the water and sanitation sector. For instance, the International Drinking Water Supply and Sanitation Decade, the GWP Framework for Action to achieve the Vision for Water in the 21st Century, the WSSCC Vision 21, the Bonn Plan of Action, and the WEHAB Framework for Action on Water and Sanitation, have all identified potential means and activities to fulfil mandates emerging from the WSSD. 
Most of these plans and frameworks for action, however, have fallen short of a full strategy and plan along the lines of what the Millennium Project has been requested to develop, in that they do not lay out the organizational means required for implementation nor provide the degree of clarity needed on the amount, nature and sources of financing required. 

actors on the national scene

Although international actors have an important role to play, the achievement of the MDG target in water and sanitation will be above all, and by far, the result of intense and sustained efforts by the countries themselves.

The National Government

It is becoming more and more obvious that some of the first steps in providing adequate services in water and sanitation to urban populations, especially in low income settlements and in smaller urban centres, lies with the national government which has to provide the appropriate legal and regulatory framework, and then implement it: a difficult double challenge in a context where public sector governance is often deficient.  A key concept here is devolution: such a framework has to insure that local governments have the level of authority needed to support local institution(s) best suited to their particular circumstances, and be given the financial means to do so. The national government has also a primary role in building the necessary capacity in the sector. In other words, the national government’s primary responsibility for the provision of adequate services in water and sanitation lies in providing the appropriate enabling environment.

The City Governments

The role of city governments is complicated because it requires not only complex and expensive infrastructure (water collection, treatment and distribution; wastewater collection, treatment and disposal) and mechanisms for quality control, but also coordination across many sectors (in which the cooperation of the roads, town planning and building control departments are particularly important) and cooperation from users (households, industries and other businesses, public institutions), including the willingness to pay. It obviously requires a financial system from which to draw funds for investment, and a revenue-generating system to allow it to cover its costs. Where formal private sector institutions have a role, it also requires institutions capable of encouraging their involvement, setting appropriate conditions and regulating their performance.

Ensuring adequate water and sanitation provision is also complicated because within each locality, the institutional structure has to be developed to ensure this is achieved in ways that are transparent to local populations and that fit within other government institutions and tasks. It is also complicated because of what is required upstream and downstream: water and sanitation require a good quality, protected, sustainable water supply at one end and a system to manage the wastewater (and human wastes) at the other end. Good water management locally requires the support of institutions at higher levels of government and appropriate legal frameworks and financial mechanisms.

The problem is not a lack of knowledge about how to address these issues, although many city and municipal governments lack personnel who have this knowledge. Knowledge about how to install and maintain piped water supplies and wastewater removal systems for cities has developed over the last 150 years. Over the last 30 years, additional knowledge about how to integrate this with broader regional concern for sustainable water use (so that demands on water sources do not deplete groundwater resources or over-tax surface sources) and minimize water pollution has come to light.

The root of the problem is that in most cities and smaller urban centres in low and middle-income nations, government structures have not developed to address these problems. National governments may have committed themselves to universal provision but, as mentioned earlier, most have not supported the development of local government structures capable of realizing this commitment. 

Good government for water and sanitation can be considered to have four aspects:

1. Good administration: being efficient in managing provision, or managing and supervising the companies, corporations or other bodies that are given responsibilities for managing provision, and also ensuring that the providers are accountable to clients;

2. Economic viability/cost effectiveness: delivering good value services at an affordable price while also ensuring that revenues are sufficient to fund system management and expansion;

3. Political support: water and sanitation management must be supported by the appropriate legal, financial and regulatory systems and accountable to an elected political system, while also being protected from political interference; 

4. Technical competence: the competence and capacity to deliver good quality services within broader systems that ensure sustainable supplies and good wastewater management.

The Regulators

The function of a regulatory system is thus usually wider than just protecting against market abuse, and comprises:

· Ensuring that users receive an adequate level of service at reasonable price, and protect them from abuse by firms with substantial market power;

· Ensuring that investors receive a reasonable return on capital and protecting them from arbitrary action by government;

· Monitoring and ensuring that other conditions and standard are met, and that the operator complies with the conditions and provisions of the contract;
· Setting of regulations prices;

· Regulating environmental standards.

This is not simple, in any country, let alone in developing countries. It requires strong institutions, well protected from undue influence, functioning under the rule of law in an appropriate legal and regulatory environment, and having an adequate level of well trained and reasonably paid staff. It is obvious that some, not to say most, of these conditions are not currently met in a number of poorer countries.

The Private Sector

There is no doubt that the private sector can play an important role in enhancing the efficiency of the sector. However, its role in bringing in additional investments has been less successful than anticipated in some quarters. While this remains indisputably a controversial issue, it remains that the potential of private investments, both domestic and foreign, has not been fully tapped yet, and by far.

As a matter of fact, the role of privatization in meeting the global challenge of ensuring that all urban dwellers have adequate access to affordable water and sanitation services is clearly limited, at least in the current context. There are indications that the privatization process may be stalling, and yet it has hardly begun to make a significant impact on the urban centres and neighbourhoods where water and sanitation problems are most severe. It would be a serious mistake to assume that Private Public Partnerships (PPPs), designed around principles of cost-recovery, will attract sufficient finance to play a major role in providing adequate water and sanitation to deprived neighbourhoods.

While it is encouraging that some private operators are considering ways of addressing the needs of lower-income users, such initiatives are still rare. Moreover, some of the factors that have led private operators to take innovative measures to serve low-income settlements have been location-specific and difficult to replicate.

Various proposals have been put forward to help ensure that private sector participation is more pro-poor. These include:

· Devoting more resources to consultation and participation at all stages in the privatization's process;

· Providing more information relating to current conditions in low-income areas, obstacles to improvement and targets for the future;

· Giving more weight to pro-poor measures when evaluating bids (this could be made explicit in the tender documents);

· Addressing the tenure problems that inhibit connections in low-income areas;

· Reducing connection costs, even if this requires higher unit rates; 

· Building indicators of coverage (or lack of access, such as the price charged by vendors) into the contract, so that the operator’s profit depends on reaching the agreed upon targets, including demand-side management and improving services to the urban poor.

The Small-Scale Providers

It is important not to neglect the role of small-scale private providers, CBOs and NGOs, whose roles continue to grow in many of the more water and sanitation deprived settlements particularly in countries where the public sector has been withdrawing from service provision but formal private sector participation has not developed. Most of those unserved or inadequately served by official systems of provision in urban areas rely on small-scale private providers or community provision for part or all of the water that they use. However, in many cities and smaller urban centres, there are also more and more providers of water and sanitation services that are neither:

· Single, large public or private water and sanitation companies;

· Small-scale ‘official’ providers;

· Co-operatives or private water networks that serve several hundred to several thousand households;

· Local or international NGOs with an important coverage in a given area.

They are independent providers who are bringing water and sanitation services to a very large proportion of low-income urban households (and in many cities to large sections of middle- and upper-income groups too); without them, provision for water and sanitation would be much worse. They often serve populations living in areas that are difficult to reach with conventional water distribution and drainage networks.

Independent providers are generally providing services with no subsidy and with prices and/or services that compare favourably with that of the official providers; if they did not, they would not be able to operate. There is increasing evidence to suggest that in many locations, working with and through such independent providers can be a cheaper, more effective way of improving and extending provision for water and sanitation than conventional public sector provision or reliance on large-scale private (often international) utilities. But this evidence also shows how responses by local or national governments and international agencies need to be rooted in the specifics of each city or urban centre (or urban neighbourhood). Once again, we return to the issue of effective, accountable local government structures that, where needed, encourage and support effective local action and innovation.

The proportion of people purchasing water and sanitation related goods or services from independent providers, and the range of goods or services offered, obviously depend on the scale and nature of demand, the competition from official large providers and community initiatives, and the influence of government policy and practice.

It has been suggested that where the very poor do not have formal infrastructure services, ‘informal, private and community infrastructure solutions fill the gap for many households.’ In practice, it is not so clear that they only fill a gap, since the informal, private and community services may be cheaper than the formal services. For instance, Tova Solo, a well recognize expert in the field, argues that such providers should not be seen as subsidiary to the public network. She suggests that:

“Small-scale water and sanitation enterprises are not simply marginal peculiarities with limited replicability. In Guatemala City, over 200 independent operations are responsible for service provision to over half of the population of the metropolitan area. When allowed to flourish, the small-scale entrepreneurs are efficient, competitive and replicable – requiring no subsidies or monopolistic conditions.”
Small-scale providers are here to stay: they are an integral part of the system and are now a key element in serving the urban poor. There are however two major well-known problems associated with them: the quality of the water is dubious and the price is often exorbitant. This leads to the following paradoxical situation where the poor are paying much more, on a volume basis, than the more affluent people for water of lesser quality. Two sets of measures are thus urgently needed to protect the poor:

· Regulations have to be formulated and enforced so that small scale providers are offering reliable water, in acceptable quantity, at an affordable price;

· Support have to be made available to the small scale providers, for instance in the form of access to reasonable credit and cheap clean water, as it is clear that all their costs are necessarily passed on to the consumer (i.e. the poor). 

Community based initiatives

The growing interest in small-scale private providers has also been accompanied by a growing awareness of the need to develop models of community-managed services that place considerable emphasis on self-regulation.

In such models, users have a voice and choice in aspects such as technology, level of service, service provider, financing arrangements, and management systems in exchange for making contributions (in cash or in kind). Such models often seek to engage community members from the beginning of the service delivery process in order to build community ownership and strengthen their capacity to manage services. They are driven by the understanding that many communities are willing and able to develop their own water supply systems rather than wait for government provision, often because their costs will fall if they work together to improve on existing provision. Community-managed systems vary from relatively unsophisticated systems such as large water tanks, from which the inhabitants can collect water, to piped water supplies and sewers connecting all or virtually all households in a settlement.

International actors

International actors can be divided into three main categories: the international funding agencies, the NGOs, and the private sector. Concerning the latter, the comments made above on its strengths and weaknesses in a national context apply as well here. An additional constraint has to be mentioned: the foreign exchange risks. They are considerable and a number of mechanisms have been or are being devised to mitigate them.

On the international funding agency side, the water and sanitation sector, as it is discussed in the context of this document (i.e. in relation to the MDG target), has never been a sector of high concentration because, in part, of its urban connotation but also of the lack of proper information about the gravity of the situation. In fact, over the last few years, the level of funding in the sector has decreased. This being said, a number of interesting and promising initiatives have been taking place, from which many important lessons have been drawn as will be discussed in more details later. Worthy of note is the fact that there is a clear paradox in the sector. It is well recognized that building local institutions from the bottom-up and seeking to create trust and working partnerships between community organizations, local governments and the water company, in which each has defined roles and performances standards - is of primordial importance. But this kind of long-term support for institutional development is not one that most international funding agencies want to finance. They tend to prefer capital investments in time-bound projects. Some external agencies also see privatization as the solution, despite some growing signals that it is not succeeding in reaching the poor.

The international NGO community is a natural partner of national NGOs and CBOs. Historically, they have played an important role in empowering the communities, providing them with a stronger voice, in advocating pro-poor solutions for the sector deficiencies. Their role was also instrumental in the provision of services to the poor and in presenting and defending their cause on the international scene. Many of the approaches that they have pioneered with their local partners have now been mainstreamed. They are still playing these roles and are key partners in this sector like in many others.

CONCLUSION

This overview of the current response to the water and sanitation challenge shows some strengths and weaknesses. Among the latter is the lack of an overall strategy that would lay out the organizational means required for implementing all the resolutions and decisions taken and provide a clear picture of the amount, nature and source of financing.  There is also no consensus, among developing countries as well as among their development partners, on a number of key issues such as the respective roles of central and local governments, or the public and private sectors, NGOs or small provides.

On the plus side, a number of interesting initiatives are taking place from which important lessons are being drawn. There are clear indications that additional resources are being committed to the sector. The importance of devolution to lower levels of government and the role of CBOs and small-scale providers are getting more and more recognition. There is also a growing awareness, among international agencies, of the need for:

· More urban investments;

· More recognition of the economic importance for nations of well functioning urban centres and systems; 

· Concentrating ODA where it can best leverage other resources, most notably in supporting the emergence of an enabling environment;

· And better coordination among international agencies in the urban investments they make.
From an ODA perspective, there is however an obvious paradox in the water and sanitation sector. The interventions preferred by many donors have proven themselves to be inadequate to reach the poorest segment of the population while the ones that are more promising don’t lend themselves easily to donor financing in many instances. A quick solution will have to be found, as the sector needs a concerted effort from all partners to achieve its ambitious target.

Chapter 3: The GAP and the WAY FORWARD

THE GAP

Measuring the gap between the effort needed to achieve the MDG target in water and sanitation and the effort currently invested in the sector is particularly challenging because the first deficiency is precisely at the level of the database. For instance, the information gap on urban coverage is glaring and in consequence the needs are grossly underestimated. This is due to a number of factors such as institutional deficiencies and the informal nature of many urban and peri-urban low income settlements, but also to poor statistical practices such as using a rural yardstick, like the distance from a water point, in an urban context, where number of people per water point is the proper indicator. This in turn results in an awareness gap at different levels: local and national authorities as well as the international community, and ultimately in a resource gap both at the level of the infrastructures needed to provide adequate services, especially to the poor, and at the level of institutions needed to support these infrastructures.

The information gap

The aggregated statistics mask many important facts; for example, the wide diversity of countries already enjoying near universal access to water and sanitation while, at the other extreme, some countries have been able to realize service coverage much lower than the regional average. The statistics also do not bring out the intra-urban differentials in service coverage: more than half of the population of many cities, living in slums and squatter settlements, remains outside the reach of municipal services.

Coverage figures also give little indication of the quality of service provided by municipalities or utilities. In many settlements, water supplies is limited to only a few hours a day, which not only restricts water availability but also poses serious health threats due to infiltration of pollution into the system. Intermittent, unreliable supplies and large volumes of unaccounted-for water are also an indication of poor demand management and inefficient operation and maintenance.
It is thus no surprise that there is no consensus on the number of additional people to be served, on the cost of providing them with “adequate” water and sanitation services, nor on the amount currently invested annually in the sector. Indeed, there is no consensus about what “adequate” exactly means.

The funding gap for the provision of services

Estimating the funding gap to directly provide the services as required meet the MDG target on water and sanitation is thus highly speculative. The Millennium Task Force on Water and Sanitation believes that, at this point in time (December 2002), the most comprehensive estimates can be found in the publication “Towards Water Security: A Framework for Action” prepared by the Global Water Partnership (GWP). These figures should be looked at with great prudence. The authors themselves warn that they are preliminary at this stage and should not be taken as accurate estimates of the level of funding needed to meet the MDG target. It should also be noted that they were not prepared in the context of the MDGs and that they do not differentiate between regions and degree of poverty. 

Funding of the water and sanitation sector in developing countries    

(GWP 2000) 

	(In $ Billion)
	Current annual

Investment in 2000
	Estimated

Investment P.A. for achieving The vision
	Estimated

Annual

Funding gap

	Access to drinking water
	13.0
	13.0
	0.0

	Sanitation and hygiene
	1.0
	17.0
	16.0

	Municipal waste water treatment
	14.0
	70.0
	56.0

	Industrial effluent
	7.0
	30.0
	23.0

	Agriculture
	32.5
	40.0
	7.5

	Environmental protection
	7.5
	10.0
	2.5

	Total
	75.0
	180.0
	105.5


These figures are based on the following estimated average per capita costs: for the urban population, $87.5 for water and $137.5 for sanitation; for the rural population, the figures are much lower at $15 for water and $10 for sanitation
. Of course, the above table covers a broader area that the one directly aimed at by the MDG target on water and sanitation. From the table above (the first two lines), the direct cost of reducing by half, by 2015, the proportion of people without sustainable access to adequate water and sanitation is estimated at $30 Billion, compared to current annual spending in the order of $14 Billion. The funding gap would thus be in the order of $ 16 Billion. In other words, the achieving of the MDG target would require a doubling of the actual level of funding in the sector. This is to meet the direct cost of providing the services

As per the Global Assessment, 2000, the average annual investment on per capita basis in Africa, Asia and Latin America and the Caribbean during 1990-2000 was of the order of $ 4.0 for urban water supply and $ 1.4 for urban sanitation.  This clearly indicates gross under-investment in urban sanitation, if one considers the current estimate by the Millennium Task Force of the average per capita cost of provision of urban sanitation at $ 137.5 as against $87.5 for water supply.

Governance Gap

Setting aside the information gap, there are two fundamental reasons why large portions of the population in too many developing countries are deprived of adequate water and sanitation facilities. One is lack of funding; the other is lack of proper governance. This last term is taken here in its broadest sense. It includes such crosscutting issues as political will and gender considerations. The countries that are most at risk of not meeting the MDG target typically lack both funding and governance.

Assessing the gap on the governance side of the equation can only be done in broad terms and qualitatively. Experience tells us that two closely interconnected factors are generally at the root of the problem in this sector like in most others: the lack of public awareness, which is generally the result of a combination of a number of factors such as poor education, low income, loss of human dignity and feeling of disempowerment, and the lack of political will. Then there is the all important policy environment that is too often not conducive to investments in the sector. For instance, there are currently few Poverty Reduction Strategy Papers (PRSPs: the key to access NEPAD funding) that give proper priority to the water and sanitation sector, too many poor countries have still a centralized approach to providing services, the potential role of the NGO/private sector is not recognised, let alone facilitated. Even when an adequate policy and regulatory environment is in place, it is almost always the case that there are important institutional weaknesses that impair their implementation.

These weaknesses in public sector governance obviously constitute a crosscutting issue that affects all sectors. Their effects are particularly pernicious in the water and sanitation sector because of the legal, financial and operational complexities involved, especially when it comes to servicing the poorest segments of the population.

The countries afflicted by conflict, internal or external, are facing the greatest difficulties in providing adequate access to water and sanitation. Not only are they struggling with the previously mentioned challenges about governance, but these are exacerbated by the state of unrest in which they find themselves and the need to provide basic services to displaced people.

What has to be done on the governance side is complex and varies widely from country to country, within a country, and from one community to another. To be successful, interventions in this area have to be specific and focussed, taking into account economic, social and cultural factors as well as the physical reality. If, measuring the funding gap for the direct provision of services is hard to do with any kind of precision, it is obvious that the same can be said of the level of resources needed to meet the governance gap. However, current estimates vary from 10 to 20 percent of the direct costs. If one uses the estimate given in the table above of  $30 Billion per annum ($13 B. for water, $17 B. for sanitation), the cost of supporting the emergence of the enabling environment needed to have a reasonable chance of achieving the MDG target in water and sanitation is in the order of $3 to $6 Billion per annum.

THE WAY FORWARD

Assuming that reaching the target is requiring a doubling of the funds invested in the sector from all sources, it can be concluded that the level of ODA in the sector will have to at least double, as is recommended in the “Report of the World Panel on Financing Water Infrastructure” (the “Camdessus Panel Report”):

“Government of developed countries should be held accountable for their commitments to increase aid to the water sector. Overall ODA for water should be doubled, as a first step.”

Even doubled, ODA in the sector will remain a rare resource that should be used where it can have the maximum impact. Although a proportion will have to be used to soften some direct investment costs by leveraging other sources of funds, an important part of this ODA should be targeted at facilitating the emergence of the enabling environment needed to achieve the MDG in water and sanitation.

There is a consensus emerging on the priorities for ODA supported actions. They include raising public awareness and firming up political will, improving legislative and regulatory framework and their enforcement, promoting new investments in the sector, and addressing the multifaceted needs for training and capacity building. Concerted actions are needed that will take into account the lessons learned and will help develop networks to share theses lessons. The all-important notion of enabling environment should be underlying the agenda for action.  

Broader and better information

Every actor in the sector needs a better information base on the level and quality of coverage in the urban and peri-urban settlements. This is a prerequisite for enlightened policy formulation at all levels. Now that greater attention is being given to the sector and that the information gap is being recognized as a serious constraint, more effort is being put into improving the monitoring and evaluation of global urban conditions and trends. This is precisely why the Global Urban Observatory was established by UN-HABITAT in response to a decision of the UN Commission on Human Settlements (see Chapter 5).

Getting the right statistical base is only one aspect of the information challenge to be faced. Another is the need to raise public awareness on water and sanitation issues. The starting point is the development of national and sub-national strategies with a strong emphasis on public participation initiatives as part of a broad campaign to empower people. These will be aimed at low-income community dwellers in order to:

· Facilitate their involvement in the planning and implementation of water and sanitation facilities adapted to their own circumstances;

· Educate them on the value of water and the importance of hygiene;

· Help them understand the necessity to participate in a fee structure designed, with their economic reality in mind, as part of a sustainable cost recovery approach, the only one that will guarantee them adequate services in the long term. 

If properly orchestrated, this awareness campaign should have, as an important by-product, the firming up of the political will at the national as well as the local level.

The sharing of experience is another important aspect of closing the information gap. This is the age of information. Technology allows for the quick and extensive sharing of lessons learned from recent and on-going programmes and initiatives, from the successful as well as the less successful ones It is essential that every opportunity be seized to take advantage of this fact, thereby minimizing duplication and enhancing effectiveness.

Water and sanitation offers an interesting sectoral challenge in terms of lessons learned. Because solutions are so often community specific, special care has to be taken to distinguish what is replicable from what is too situation specific to be of any use in another environment. Extensive networking is of great value in this context and an organization like UN-HABITAT, with its recognized leadership in the sector, is being called to play a pivotal role in providing opportunities for networking, and in feeding substance to the process. The creation of a multi-donor, multi-recipient sectorally focussed facility like the Water and Sanitation Trust Fund offers, through the establishment of a Review Board, an interesting forum where contributors, recipients, community organizations and sectoral specialists can compare notes, draw lessons from on going programmes and maximize cross-ferilization.

There are a number of interesting recent success stories in meeting water and sanitation targets in low income settlements, such as the South African experience (Turning the right-to-water into reality), the Ghanaian experience (From Central to local government: a Community-based Approach to Rural Water supply) or the example of the Ramakrishna Mission in West Bengal, India (Tapping the strengths of Spiritual organizations for Community-based Water and Sanitation Projects), and many others. These are teaching us a number of valuable lessons that have to be shared and studied to determine what can be replicated in other political, physical, social and economic contexts. However, some broad conclusions can already be drawn:

· It is essential to insure that technical capacity, pace of change of responsibilities, and level of financial commitments match the capacity of local governments and communities;

· Service providers must be selected through a competitive process;

· The provision of services should be unbundled to reduce lumpiness of investments and technical complexity of large projects;

· The most efficient way of insuring sustainable adequate sanitation to the poor is by internalizing the financing of infrastructure at the neighbourhood/community level;

Increased funding

It does not matter which statistical data one uses and what hypothesis is taken, one conclusion remains accepted by everyone involved: to reach the MDG target in water and sanitation, the annual flows to the sector will have to at least double. It is therefore alarming that the per capita investment in water and sanitation sector is declining in most developing country cities. With few notable exceptions, the public service providers pay little attention to consumer satisfaction, operation, maintenance and cost recovery. While public investment plans are overwhelmed by the rapid urban growth, few public service providers have the credibility to raise investment capital from the market. An important obstacle to stepping up investment flows in water and sanitation has been the reluctance of authorities to put in place realistic pricing policy that could stimulate conservation, discourage waste and ensure cost recovery. Promoting new investment to reach the poor in the water and sanitation sector is therefore a crucial activity that needs to be addressed rapidly.

It is clear that the bulk of the financing will have to come from the country itself and ultimately, from the consumers as a group. This is where the notion of ‘sustainable cost recovery’, put forward by the World Panel on Financing Water Infrastructure
, comes into play. Not everybody has to pay on the same basis, and the notion of cross-subsidization is introduced, but ‘subsidies should be transparent, reviewed continuously to insure they target the intended beneficiaries’.  Promoting local capital markets to better tap national sources adds an interesting dimension as this bypassed the foreign exchange risk. 

Outside financing is of course expected to help fill the gap. Multilateral finance institutions, international commercial lenders and export credit agencies have all a role to play, more or less important depending on each individual situation. Mechanisms are being elaborated to obviate some specific constraints, such as foreign exchange risks or the high up-front costs and the long payback period typical of the sector. ODA, even doubled, will remain a rare commodity and has to be targeted to where it can generate the most leverage, primarily in the area of the enabling environment.

Improved governance

This is where immediate action is most needed if the whole water and sanitation challenge is to be met. Many things have to be done at all levels: national, local, community and individual. Solutions to governance problems have to be locally owned, also at all levels. For instance, to improve governance at the local level, the community and city residents in general have to play a key role in the monitoring of resource allocation and in ensuring that local authorities and utilities are open and transparent in their operations, and free with information. The concept of community-friendly local authorities and utilities that have a "consumer service focus" is becoming a new challenge that can greatly improve service delivery efficiency. For example, encouraging communities to report leakage or illegal connections develops trust and understanding between the service provider and consumer.

An important area for ODA priority in the water and sanitation sector is the policy, legislative and regulatory framework. It involves the appropriate level of devolution to local authorities, in particular municipalities and local utilities. This shifting in the role of a central government from implementation to facilitation was shown to be a key success factor in recent innovative approaches in India and South Africa for instance. An appropriate policy environment is also one that facilitates the participation of non governmental entities (NGO, CBOs and enterprises) in tripartite partnership with local utilities and donor agencies, a combination that has proven itself to be the most effective for providing adequate services to the poor in many situations.
The right policy environment is not enough; laws and regulations have to be implemented in an efficient and effective manner. This is where capacity building and institution strengthening have a major role to play, a role that has long been an area of excellence for multilateral agencies and bilateral donors. What is new here is the emphasis that has to be put on institutions at the local level, as much will depend on them for the success of any strategy aimed at reaching the water and sanitation target; they have to be properly equipped to face their new responsibilities.

It is clear that programmes that are initiated by the country itself, and in the case of water and sanitation, by the municipality and the communities themselves, are the ones that are the most likely to succeed. Indeed, local ownership is now recognised as the cornerstone of sustainable developmental endeavours. It is also more and more understood that the transfer of expertise, where knowledge and culture are intrinsically linked, is a complex process that takes time. Partnerships and organizational twinning are often preferred approaches, as the link between the partners is the one that is more likely to last, long after the initial third party funding has terminated.

Community participation is an important component of good governance in the water and sanitation sector. It has seen remarkable progress in several countries in recent years.  Most innovative initiatives have come from communities and NGOs rather than from local authorities.  The challenge in this area is to evaluate these experiences and disseminate them widely for possible replication in other cities, noting that stable partnerships with local authorities are essential for the sustainability and up scaling of these initiatives to citywide level.

CONCLUSION

The way forward is complex: better statistics are needed, at least a doubling of the financial flows is required on an annual basis, and substantial changes in the policies and practices of developing countries, and donor agencies alike, will have to take place if success is to be achieved. Regarding ODA, its flows will have to double and be disbursed in a much more efficient and effective manner. Their role is essential to facilitate the emergence of this enabling environment, which, at the municipal and community level, as well as the national level, is the cornerstone of all these initiatives that must be successfully implemented. Numerous programmes have met with success: it is important to learn from them and, when possible, to increase their funding so as to maximize their impact. There are controversies about the role of the private sector and user fees for the poor. The concept of sustainable cost recovery is useful to put these issues in their proper perspective.

Chapter 4: A TRUST FUND

THE ISSUE

Water and sanitation is one of these sectors in the development conundrum that has a tremendous impact on global public goods. It is directly related to life itself, to sustainable development, to economic performance, to the quality of life, to human dignity. It thus requires a major concerted effort from developing as well as developed countries to achieve the related MDG Target. On the ODA side of the equation, flows targeted to the sector have to double. Moreover, these increased flows will have to be disbursed in a more effective and efficient manner. In the words of the World Bank, donor agencies have to be ‘committing more and implementing more’. Decisions have been taken and proclaimed at the Millennium Summit; clear targets have been set, monitoring mechanisms are being put in place. The time for implementation is NOW.

Concerns are being raised, in some very authoritative quarters, that the fundamental transformation in ODA programming and delivery, which are so necessary to the success of the MDG endeavour, is not happening. There is no way that the traditional donor by donor; country-by-country, project-by-project approach is going to work. 

MORE AND BETTER

There are many ways to improve aid effectiveness from a donor point of view. Among them is to take a more programmatic approach whenever possible. This is getting more and more acceptance among DAC
 members. Basket funding is an example: donors are contributing to a single common ‘basket’, under the leadership of the country, for the accomplishment of a precise objective; another example is sector wide financing, where the objective is broader, covering a whole sector; disbursement are subject to the fulfilling of predetermined conditions agreed to by all participant. 

A third example could well be to contribute to a facility established in a well recognized organization pursuing objectives fully compatible with the donor’s own priorities. There are many variations on this theme; the trust fund approach is a well-established one. In terms of aid effectiveness, it has clear advantages for the donor agency from a programming as well as an operational point of view.

In terms of programming, there is no need to constantly re-invent the wheel at great cost in time and money. In the water and sanitation sector, as we mentioned earlier, a number of approaches have proven to be quite successful. Important lessons have been drawn. These need to be shared and discussed within an efficient network of sector specialists and aid practitioners. A trust fund on Water and Sanitation precisely offers such a possibility. This takes a particular importance in the aftermath of the Johannesburg WSSD where a great emphasis has been put on the sector. Many donor agencies are feeling the pressure to increase their contribution to the sector rapidly and significantly. Participating in a trust fund dedicated essentially to improve the governance in the sector will allow them to make a significant contribution without having to suddenly build-up their internal capacity to design new programmes from scratch.

The same can be said of the implementation stage. An already successful initiative can be extended quickly, without the donors having to build up their own delivery capacity. In the organization hosting the trust fund, the additional resources needed to manage and monitor a bigger programme are added naturally to an already tested team that can provide the specific training on the job. Volume flows to the sector are increased and aid effectiveness is enhanced. From a recipient point of view, an already overburdened administration does not have to deal with a number of well meaning donors in the sector, each with its specific (and sometimes quite complex) administrative requirements.

Of course, this is not a new concept. This kind of approach has been used countless times in the past. What is suggested here is a more systematic use of it in a context where flows are increasing, speed is of the essence, and aid effectiveness is more and more of a concern.

CURRENT AND PLANNED FACILITIES

There are a number of multi-donor initiatives in the sector. Some are based on ongoing programmes in multilateral organisations while others are being developed in answer to the challenges posed by the MDGs and the WSSD.

 The African Water Facility

The African Water Facility (AWF) is a new instrument being developed by the African Development Bank (AfDB). Its primary objective is” to provide investment support for water resources management and water service provision in Africa”. Its programmes will be financed on a grant basis. The Facility intends to focus on “strategic programmes with the potential to catalyse additional investments”.  The launching time is expected to be on December 1, 2004, with a budget in the order of USD 25 Million.

The scope of activities of the AWF is much broader than the provision of water to cities and communities. It covers to whole water sector, starting with integrated water resources management, and includes environment management. Its mandate includes regional activities such as the development of “shared river basin visions and transboundary environmental management”. In line with its primary objective, the Facility will support activities of different types such as training and capacity building, policy formulation, institutionnal reform, research, public awareness, firming-up political support and data collection, anlysis and dissemination.

Being targetted specifically to Afica, the AWF will address on a priority basis the challenges that are of particular concerns in the region. These include financial and credit constraints, inadequacies in the policy environment, institutional weaknesses, and particular difficulty in providing sustainable services to the poor.  

Cities Alliance Community Water and Sanitation Facility

UN-HABITAT is a co-founder of the Cities Alliance, an initiative that was launched in 1999 to foster new tools, practical approaches and knowledge sharing in order to promote local economic development and a direct attack on urban poverty.  Cities Alliance focuses on moving urban interventions and slum improvement to scale, advancing collective know-how about urban upgrading, and improving the quality and impact of urban development cooperation.

The Community Water and Sanitation Facility (CWSF) within Cities Alliance will support community-initiated construction or improved water and sanitation services in slum communities, will encourage risk sharing and innovative financing, and will advance collective know-how. CWSF will mobilize significant resources to support the efforts of slum dwellers and municipal governments to scale-up improvements in water access and sanitation. It will focus on communities and cities committed to citywide upgrading. These cities will have set their own target as part of the global effort to improve the lives of 100 million slum dwellers by 2020, in the context of the MDGs. CWSF funds will be catalytic and will be used to mobilize financial and resource commitments from national and city governments, local businesses and slum communities to improve the urban poor’s access to water and sanitation services.

The following are illustrative of the types of activities supported by CWSF: partnerships for water and sanitation access, risk-sharing and innovative financing, technical assistance for partnership development, and learning alliances.

The Cities Alliance Community Water and Sanitation Facility was launched in October 2002.

Cliff Project

The United Kingdom’s Department For International Development (DFID) has initiated the Community-Led Infrastructure Financing Facility project (CLIFF), implemented under the Cities Alliance programme, to address the gap in financial provision for the poor. The intention is to pilot the project in India and to extend it to at least one other country if it is successful.

CLIFF has been designed to act as a catalyst in slum upgrading projects through strategic support for community-initiated housing and infrastructure projects that have the potential of scaling up. The overall goal is to reduce urban poverty by increasing poor urban communities’ access to commercial and public finance for medium to large-scale infrastructure and housing initiatives. Mains area of activity are financing development of pilot and demonstration projects, financing initial scaling up, financing risk management and mitigation and financing learning, knowledge creation, and partnership capacity building.

The Project intends to accomplish its objectives by engaging the poor and the marginalized, investing in the urban poor and their institutions. Supporting existing local initiatives, providing secure tenure, and promoting the role of women. 

Financing and implementation arrangements for CLIFF have been agreed and the “mobilization phase” is reported to be underway.

Emerging Africa Infrastructure Fund

The Emerging Africa Infrastructure Fund (EAIF) is expected to help catalyze private investment by evaluating investment opportunities in a professional manner and structuring and negotiating sound investments. The innovative structure of the fund will reduce the risk of lending to levels that will enable Emerging Africa to offer competitive long-term lending terms, within a 15-year period, to significant infrastructure companies throughout sub-Sahara Africa. EAIF will consider a wide range of opportunities, including Greenfield developments, privatization refurbishment, upgrades and expansions with particular emphasis on the following sectors: power generation, transmission and distribution, telecommunication, Transportation, and water (supply, distribution, treatment –purification etc).

The Fund is in operation since 2002 with a capitalization of 305 Million USD

CORE COMPETENCIES

When looking at these facilities that have all a most valuable contribution to make, it can be useful to look at what drives their host organization forward. The functioning of most organizations is often described from the perspective of its three core organizational drivers: the market, its products and its core competencies. Organizations involved in international development do not escape this reality. In the context of this document, these three core drivers would be:

· The market: the programmes, activities, resources needed by developing countries to achieve sustainable improvement in the sector.

· The products: the policies, advice, programmes, projects generated by the organization.

· The core competencies: the strengths and capacities specific to the organization that allow it to generate quality products.
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Any organization has to decide on its strategic orientations in function of the three drivers: otherwise, it becomes obsolete (wrong product) or incompetent (low-quality product). However, to keep its focus, an organization has to have a primary driver. In the case of knowledge-based organizations, and organizations mentioned here are certainly knowledge-based, the primary driver has to be the core competencies.

By contributing to a Trust Fund dedicated to the planning and implementation of programme in the water and sanitation sector that correspond to the organization’s areas of demonstrated excellence (i.e.; its core competencies), donors can involve themselves in interventions that are crucial for the achievement of the MDG target in a way that is both quick and effective. 

SETTING OF A TRUST FUND

In other words, as new facilities are created in answer to the growing pressure on donors to do more and better, it is important that these new entities correspond to the area of demonstrated excellence of the organization proposing them.

In setting a trust fund financed trough ODA contributions in the water and sanitation sector, the organization proposing to host the trust fund has to take a number of consideration into account: on the one hand, the needs of the water and sanitation sector, the role of ODA, as opposed to other forms of financing, in meeting these needs, and the numerous challenges related to providing adequate services to the poorest (the market); on the other hand, the specific knowledge and know–how developed over the years by the organization (the core competencies) and the policies and programmes that it has delivered over the years (the products). Matching these two sets of considerations allows to define the areas of comparative advantage of the organization and to set out a list of types of activities to be financed by the trust fund (eligible uses).

CONCLUSION

Two facts are getting clear in the ODA community: the ODA flows will have to double in the water and sanitation sector and the traditional project by project, donor by donor, country by country approach is not going to work out. Simply said: more and better is needed.

One recognized way of facilitating increased flows and enhancing aid effectiveness is by using programmatic approaches where donors are contributing funds to a facility dedicated to a specific purpose that can range from a single project in a given country to a set of programmes world wide. A trust fund within a recognized organization is an application of this concept. It has the following advantages.

· It facilitates co-ordination among parties involved in the sector. In particular, it creates a focus for lessons learned and thus improve cross-fertilisation. The periodic meetings of its advisory body (an essential part of its governance structure) creates a unique forum where recipients, donors and sector specialists have the opportunity to debate the important issues related to the sector from the concrete experience of the on-going programmes.

· It creates a preferred point of entry for target countries (or communities) needing to access outside resources to improve their policy and management capacity in the sector. 

· It facilitates effective delivery for donors who do not have and do not wish to develop a strong internal capacity in the sector;

· It increases synergy, within the sector and with other sectors, for instance between the water and sanitation sector and the health and environment  sectors;

· It facilitates a better monitoring of the progress towards the achievement of the MDG target in the sector.

A number of facilities are being created or reinforced, in the water and sanitation sector, in great part in response to the MDGs challenge and the WSSD strong emphasis on the priority of the sector. Each addresses the sector’s needs from the perspective of its own area of demonstrated excellence and proposes a range of activities correspondingly. They are mostly complementary, and when they do overlap, this should not be a problem as, ultimately, it’s the community itself that will choose its partner, thereby avoiding any risk of duplication. In looking at them, it could be useful to keep in mind the importance for these organizations of proposing programmes that correspond primarily to their core competencies and of avoiding to be mainly driven by the market out there.

Chapter 5 : UN-HABITAT 

UN-HABITAT’s MANDATE AND RESPONSABILITies

As the “City Agency” within the United Nations system, and the focal point for the implementation of the Habitat Agenda, UN-HABITAT has the responsibility of supporting member’s states in their efforts to achieve the international goals and targets set to improve the situation.

Specifically, the mandate of UN-HABITAT and its accountability to the member states derive from the following principal inter-governmental decisions:  

1. United Nations General Assembly resolution 51/177 on the Outcome of the United Nations Conference on Human Settlements (Habitat II) committed UN-HABITAT to strengthen existing financial mechanisms and, where appropriate, developing innovative approaches for financing the implementation of the Habitat Agenda. 

2. The United Nations General Assembly resolution 56/206, in recognition of UNCHS (Habitat)’s growing responsibility to respond to the international mandates and decisions in the field of human settlements management and development, upgraded UNCHS (Habitat) into a fully-fledged of the United Nations, designated as the United Nations Human Settlements  (UN-HABITAT).

3. The United Nation General assembly resolution 57- 275 in recognition of the outcome of the UN conference on Human Settlements (Habitat 2) calls upon UN-HABITAT to further support the implementation of the Water for Africa Cities (WAC) programme, as requested by the New Partnership for Africa’s Development (NEPAD).

UN-HABITAT RESPONSE AND STRATEGY

Following the upgrading of UN-HABITAT, one of the first priorities of the newly revitalized organization was to strengthen the focus of its work on emerging international priorities.  This also called for its institutional strengthening to enhance the organization’s capacity to deliver its mandate and discharge its responsibilities to the satisfaction of the member countries. UN-HABITAT has gained considerable experience in addressing urban challenges, building awareness, providing technical assistance and strengthening institutional capacity.

A key element of this institutional strengthening has been the upgrading of the Infrastructure Section, located within the Shelter Branch of the Global Division, to a Water, Sanitation and Infrastructure Branch. The Branch, with eight core professional staff at the Headquarters and an important complement of project professionals based in Africa and Asia, has now acquired the capacity to address in a more important manner the increasing challenges in the sector.

DELIVERY MECHANISMS

Global Urban Observatory

The Global Urban Observatory (GUO) was established by UN-HABITAT in response to a decision of the United Nations Commission on Human Settlements, which called for a mechanism to monitor global progress in implementing the Habitat Agenda and to monitor and evaluate global urban conditions and trends. Its purpose is to address the urgent need to improve the world-wide base of urban knowledge by helping Governments, local authorities and organizations of the civil society develop and apply policy-oriented urban indicators, statistics and other urban information. The GUO focuses on building local capacity to select, collect, manage, and apply indicators and statistics in policy analysis. This is fundamental, both to tracking progress in implementing the Habitat Agenda and the progress towards the MDGs, and to monitoring urban conditions and trends as input to participatory decision making. As discussed earlier, the lack of a proper database  (the information gap) has led to a gross underestimation of the needs in the urban water and sanitation sector.

Current activities are based on the development of an integrated network of National and Local Urban Observatories. The beneficiaries are national policy-makers at all levels,  organizations of the civil society participating in sustainable urban development, and international organizations involved in the sector. The main area of work is the generation, analysis and dissemination of global, regional and national urban indicators and statistics.

 Water for African Cities programme

Water for African Cities programme is the first comprehensive effort to improve water management in African cities. UN-HABITAT initiated this together with UNEP in 1999 with a modest support of $2.25 Million from the United Nations Foundation. Within a short time the programme made a significant impact in the region through its awareness campaigns, advocacy and educational initiatives. The World Bank, the Government of the Netherlands, Sweden, Germany and Finland brought their support to the programme in the following years. With a strong demand-side focus, the programme has established a flexible framework for regional cooperation and inter-agency collaboration, leveraging the modest core funds to attract a total outlay of more than $10 Million in the seven participating countries (Côte d’Ivoire, Ethiopia, Ghana, Kenya, Senegal, South Africa and Zambia). By enhancing institutional and human resources capacity, they have created a favourable environment for new investments in water and sanitation. Tanzania has recently joined the programme while several other countries have expressed keen interest and continue to wait to participate in the programme

Water for Asian Cities programme

In response to the interest shown by several Asian countries to build on the experience of African cities, UN-HABITAT launched the Water for Asian Cities programme during WSSD in Johannesburg. With support from the Asian Development Bank and the Government of the Netherlands, the programme will initially bring in $10 Million in grants and $500 Million in fast track credit to improve pro-poor investment in the water sector in Asian cities.  The programme will focus on raising political will and public awareness on water and sanitation issues, and will put in place wide-ranging demand management measures in the participating countries to improve the productivity of existing investments. Several Asian countries, including the People’s Republic of China and India, have expressed interest in joining the programme.  

Settlement Programme for Internally Displaced Persons (IDPs) in Iraq

Since late 1996, UN-HABITAT has been involved in implementing a $600,000,000 dollar settlement rehabilitation programme for Internally Displaced Persons (IDPs) and Vulnerable groups (VG’s) in northern Iraq under the United Nations Inter-Agency for Humanitarian Programme (UNIAHP). The problem of the IDPs in northern Iraq is on massive scale with an estimate 800,000 persons out of a total population of 3.5 million in northern Iraq being displaced from their places of origin. The IDP phenomenon in the three northern governorates has prevailed over three decades. IDPs refer to persons and families involuntary displaced from their places of origin as a result of political, economic and social factors and usually without compensation for loss of property and security.

Partnerships and Alliances

UN-HABITAT’s work in the water and sanitation sector can be broadly divided into:

· Capacity-building activities including normative work related to standard setting and the development of norms and guidelines, training and education activities, awareness raising campaigns etc.; 

· Promoting follow-up investments in the water and sanitation sector. 

UN-HABITAT has established a number of strategic partnerships with leading international institutions, including UN and Bretton Woods institutions, based on comparative advantages and relative strengths, to support efforts of the member countries in this area. The establishment of the Trust Fund in Water and Sanitation, in creating Review Board composed of representatives of all parties involved (see Annex B) will significantly reinforce this promising network of strategic partnerships.
Training and capacity-building Partnerships

UN-HABITAT lays special emphasis on training of sector professionals in water demand management and pollution control. These training activities focus on dissemination of knowledge and experience, with the aim of mainstreaming water demand management and pollution control in institutional structures. Capacity is also built in training centres and regional resource centres in designing and implementing training programmes. This initiative is basically targeted at utilities and focuses on an action and result-oriented training for professionals in the field of urban water management. 

The training targets three specific groups within utilities: middle level managers, senior managers and policy and decision-makers. In addition to the training of professionals, technical support is also directed at existing local training institutes and regional resource centres through training of trainers programmes. Capacity building focuses on the development of curricula, courses, pedagogic materials and managerial skills. To enhance impact, measuring on-the-job outputs assesses the training results, rather than counting the number of staff trained. This approach relies on the professionals at the three target levels co-operating and supporting each other in their work following the rationale that:

· Middle level managers must plan and perform the work on the ground;

· Their senior managers make the necessary resources available;

· Policy and decision-makers enable work through supporting policies, regulations and instructions.

The contents of the training include topics such as catchments’ management; water demand management; GIS development; leakage detection and control; pressure management; recycling and re-use of waste water; waste water and sludge disposal; water quality monitoring and assessment; environmental impact assessment; customer relations; water pricing and tariff structures; related policies, legislation and regulations.

Some of the notable partnerships in this area include:

· Partnership with the World Bank, in areas of governance and financing. UN-HABITAT is currently collaborating with the Bank-Netherlands Water Partnership (BNWP) to develop a pro-poor governance framework in the area of water and sanitation.  Collaboration is also under way with the Water and Sanitation  (WSP) of the Bank and its partners in the area of small-scale service providers, and with the World Bank Institute on Water Journalism.

· Water, Sanitation and Hygiene Partnership (WASH) with the Water Supply and Sanitation Collaborative Council (WSSCC) based in Geneva.  This partnership is promoting WASH campaigns in cities around the World. The WASH campaign in Nairobi was launched in May 2002 during the First World Urban Forum.  UN-HABITAT has entered into a Memorandum of Understanding with WSSCC in this regard.

· Water Utility Partnership (WUP) for Africa based in Abidjan.  This is a multilateral partnership in which UN-HABITAT plays a key role through it in Water for African Cities (WAC).

· Partnerships with UNEP and other United Nations agencies within the framework of its regional programmes like WAC and WASH.

Investment Oriented Partnerships 

UN-Habitat’s experience in the water and sanitation sector indicates that enhancing capacity in the sector alone will not lead to improvement in access to basic services for the urban poor unless these are closely linked to follow-up investments.  UN-HABITAT is actively engaged in consultations with international development finance institutions, including the Bretton Woods Institutions, exploring ways of speeding up investments in the urban water and sanitation sector, specifically targeted to the urban poor. These consultations have led to a number of specific partnership arrangements between UN-HABITAT and other like-minded organizations. 

For instance, UN-HABITAT is collaborating with the World Bank within the framework of the “Managing of the WAC” under which follow-up investments are taking place in participating African cities. In Dakar (Senegal), WAC interventions have led to downstream investments through the World Bank water sector project.  This is planned to be scaled up in the next phase of the Bank-supported project.  In Addis Ababa, similar investments are expected, resulting from the WAC intervention. Other WAC cities are also expected to take a similar route.

The focuses on three inter-linked priorities which are introducing effective urban water management strategies in African cities, protecting freshwater resources from the growing volume of urban wastes and enhancing regional capacity for urban water management through information sharing, training and public awareness and education campaigns. 

The WAC is thus becoming a particularly exciting example of investment-oriented partnership as it seeks to achieve the following:

· Establish an extensive information exchange network for African water professionals;

· Promote demand management practices as an accepted norm in water sector policies in Africa;

· Refocus government priorities on operation and maintenance of water services to reduce excessive unaccounted for water;

· Promote catchments management as an integral part of urban resources management;

· Promote water education aimed at introducing a new and sustained water conservation ethic in African cities;

· Train city managers and build capacity for urban water management in African cities;

· Develop regional resource centres to anchor enhanced capacity within the region;

· Mainstream gender issues in urban water management and promote better access for the urban poor;

· Raise awareness about water conservation including introduction of an African Water Prize for outstanding contribution on urban water management.  

The programme has already established a network of African policy makers, city managers and professionals addressing urban water issues.

One of the most important lessons learned from this programme was that there is no point in enabling the environment if no serious investment possibility is in the wing, ready to seize the opportunity.

Rich of this experience from Africa, UN-HABITAT wanted to make sure that follow-up investment possibilities were imbedded in the design of the Water for Asian Cities.  An agreement has been signed with the Asian Development Bank during the 2003 Kyoto Water Forum under which ADB works together with UN-HABITAT to bring in fast track credit of US $500 Million for investment in water and sanitation to Asian Cities over the next five years. To ensure targeted investment, a pro-poor governance framework is being established in each participating city prior to the development of investment proposals. 

The programme focuses on three inter-linked priorities, which are:

· Introducing demand-responsive and demand management strategies to improve efficiency of water-use and give more influence to those currently deprived of water and sanitation; 

· Scaling up sanitation provision city-wide through innovative Public-Private-NGO partnerships;

· Financing mechanisms and appropriate technical choices for new pro-poor investments in urban water supply and sanitation with emphasis on serving the urban poor with piped water and formal sanitation facilities.

The programme puts forward the necessity of associating investments with sound regulatory arrangements, conducive policy environments and strengthened institutional capacity. A major issue continues to be the need for tariff reforms that would foster financial sustainability and promote new investments, taking into account the willingness and ability of poor people to pay for services. Similar investment opportunities are being explored by UN-HABITAT with the Inter American Development Bank for Latin America and the Caribbean region.

Education and water awareness programmes

UN-HABITAT gives a primordial importance to education and awareness programmes. These constitute the foundation of its approach to empowering the poor, to sensitizing all the key actors involved in service delivery, and to firming up local political commitment.
“Value-based education can be an important agent for behavioural and attitude changes of key actors in the urban scene, particularly in dealing with issues that affect everyday life in our cities.”

Anna Kajumulo Tibaijuka

Executive Director

UN-HABITAT
Value-based water education is an innovative approach to water education that not only seeks to impart information on water, sanitation and hygiene, but also inspires and motivates learners to change their behaviour and adopt attitudes promoting hygienic living and wise and sustainable use of water. A value-based approach encourages the learner to think about, reflect on, understand, realize, assimilate and practice the values in water-use behaviour.

The five key areas of interventions are:

· National curricula review in order to introduce water education in schools;

· Development of learning material;

· Training of trainers on water education;

· Establishing water education classrooms in pilot cities;

· Community water education.

The Water Education programme trains curriculum development specialists, inspectors of schools, subject specialists and non-formal education practitioners in the participating cities in value-based approaches and techniques of mainstreaming water education in school curriculum and communities.

Public awareness campaigns have proved to be an effective tool for improving water resource management in cities by:

· Engendering a positive dialog on water issues between all stakeholders;

· Sensitizing policy makers on their role in the programme, and the role that other stakeholders and partners are playing, including that of city authorities;

· Increasing the level of public awareness of current water related issues affecting the city;

· Sensitizing the employees of the Utility about the programme and the practical contribution they can make to its success;

· Building capacity within the local authority to address ongoing water awareness programmes. 

For instance, WAC assisted the Addis Ababa Water and Sanitation Authority (AAWSA) to develop a public awareness campaign: the ADDIS Water Week.

Core competencies of UN-Habitat

Given the purpose of this document, the core competencies of UN-HABITAT, and the corresponding area of activities in which it is engaged, have been taken from the perspective of the water and sanitation sector. For ease of presentation, they have been grouped under four categories but these are not mutually exclusive.

· Normative work, focussing on standards and priority setting, monitoring and evaluation, and capacity building. Corresponding areas of activity/programmes:

· Formulating the appropriate pro-poor policies and translating them into standards and regulations. It is important to remember that the MDGs were crafted with the poorest of the poor in mind. This has to be specifically taken into account in normative work related to standard setting and the development of norms and guidelines, a major part of UN-Habitat’s work programme.
· Developing institutional capacity for management and system maintenance and development. If the very important concept of “sustainable cost recovery” put forward by the Camdessus Panel (Chapter 3) is to materialise, significant capacity building and institutional strengthening will have to be done at the local as well as at the national level. This is an area where the experience of UN-HABITAT can be of invaluable assistance.
· Facilitating training and capacity building partnerships. As discussed earlier, organizational twinning and partnerships are often the most effective way of transferring knowledge and know-how. The expertise of UN-HABITAT in this area is particularly rich.
· Strengthening regional, country and city level capacities. As mentioned earlier, this is a challenge that is water and sanitation sector specific to a large degree. As will be seen in the next Chapter, many of UN-HABITAT activities are aimed directly at this objective.
· Political mobilization and political awareness raising through advocacy and value-based education.

· Mobilizing political will through advocacy and exchange of information. There is no doubt that the mobilization of political will is a critical success factor in this sector, maybe even more than in others because of the need for devolution to lower levels of government. Donor agencies’ track records show that very few are particularly successful in this delicate area of governance. The recent experience of UN-HABITAT demonstrates that the organization has a definite comparative advantage in this field.
· Enhancing public awareness and support, with a particular emphasis on empowering the urban poor to insure its participation in priority and standards setting. As we have mentioned earlier, this is the very basis of a sustainable approach to service delivery to the lower income segment of the population. This is also a mainstay of UN-HABITAT interventions.
· Promoting value-based education that will create a new ethic among children and communities:  Value based education can be an important agent for behavioural and attitude change, a fact that is well demonstrated in UN-HABITAT’s Water Education Programme.
· Partnership building at local level (bringing cities and communities together).
· Promoting participatory local environment management, focusing on the protection of water quality against pollution from urban waste, including human waste from low-income settlements. This is one of the lessons learned from recent experiences and is now part and parcel of programmes such as “Water for African Cities” and the newly launched “Water for Asian Cities” programmes.
· Supporting local demand management initiatives to improve the efficiency of urban water use. It is said that demand management can be as important a factor in providing adequate water services to communities as providing new infrastructures. This area of intervention is one of the three priorities in the ‘Water for African Cities Programme” as well as the  “Water for Asian cities” programme.
· Demonstration and piloting.
· Experimenting new and innovative approaches to effectively service the poor in a sustainable way, and sharing the lessons learned with the greatest possible number of countries and donors. It is clear that the way to provide services to poor communities will always be intricately linked to the specificity of each community. Although a number of constants remain, the need to experiment will always be there. UN-HABITAT has a solid track record in this area. The advantages in sharing this rich knowledge and expertise with donors and recipient for efficiency and effectiveness are obvious.
· Demonstrating alternative and innovative financing mechanisms for community initiatives. This is a most sensitive area where the notions of user fees, extreme poverty, sustainable services and profit are mixed in a somewhat explosive emotional cocktail. UN-HABITAT has shown a great degree of sensitivity to this question and demonstrated creativity and imagination in searching for new solutions.
CONCLUSION 

The establishment of a Trust Fund in UN-HABITAT dedicated to these priorities and built on the organization’s demonstrated capabilities facilitates the emergence of an enabling environment for a pro-poor approach to providing water and sanitation services and thus provides a vehicle to improve significantly the volume and effectiveness of the ODA flows in this sector.

As mentioned above, UN-HABITAT is the “City Agency” within the United Nations system, and the focal point for the implementation of the Habitat Agenda. Consequently UN-HABITAT has the responsibility to support the member states in their efforts to achieve the internationally agreed goals and targets set to improve the situation.

From this overview of UN-Habitat’s current activities, one can see that the organization has developed a distinctive experience and acquired a specific expertise in some key areas of the Water and Sanitation sector. This experience is particularly pertinent in the context of trying to reach the poor and empowering them to play a significant role in the setting of priorities and standards. UN-HABITAT is thus in a unique position to host a Water and Sanitation Trust Fund dedicated to:

· Enhancing public awareness and support, with a particular emphasis on empowering the urban poor to insure its participation in priority and standards setting;
· Promoting value-based education in the water and sanitation sector;
· Firming up political will;
· Formulating the appropriate pro-poor policies and translating them into standards and regulations;
· Developing institutional capacity for management, maintenance and development;
· Promoting training and capacity building partnerships. 
· Experimenting new and innovative approaches to effectively service the poor in a sustainable way;
· Facilitating access to fast-track credit from financial institution to improve pro-poor investment;

· Sharing the lessons learned with the greatest possible number of countries and donors.

Chapter 6: The WATER AND SANITATION TRUST FUND

THE PURPOSE

The purpose of the Water and Sanitation Trust Fund is to facilitate the achievement of the MDGs target for 2015, as redefined at the 2002 World Summit on Sustainable development (WSSD), of reducing by one half the proportion of people without sustainable access to adequate quantities of affordable and safe water and the proportion of people who do not have access to basic sanitation, by providing an already recognised focus point for channelling increasing ODA resources to a growing number of selected target countries in order to help create the appropriate enabling environment.

THE TARGET

The Trust Fund will support cities and communities, with demonstrated commitments, to take initiatives promoting investment in water and sanitation specifically targeted to the poorest of the poor. The Trust Fund will provide a fast track mechanism for reaching out to the urban poor and will provide a bridge for the urban poor to access benefits from citywide improvement which often bypass them.

The Trust Fund will address with priority requests for support from Africa, which has the poorest water and sanitation coverage among all regions. Priority will also be given to community initiatives in support of sanitation provision and hygiene education. Special consideration will also be given to initiatives that could reduce the burden of women and children in accessing safe water and adequate sanitation.

key ACTIVITIES TO BE SUPPORTED BY the TRUST FUND

The key activities to be supported by the Fund will be as follows:

· Public awareness-raising on social, environmental and economic aspects of water and sanitation.  Focus will be on city-wide campaigns addressing domestic, industrial, commercial and service sectors and promotion of dialogue among service providers and consumers to enhance transparency, accountability and efficiency in service provision and water-use.
· Creating a new ethic among children and community through Water, Sanitation and Hygiene Education. Interventions will include: introducing value-based, water education in schools; establishing water education classrooms in pilot cities; community education, training of trainers etc.  Twinning of cities and schools will be part of this initiative.

· Mobilization of political will through advocacy and exchange of information. Mobilizing political commitment will call for engaging policy level functionaries in the programme in a continuous manner. Information exchange will be facilitated through Internet (interactive network and website), newsletters, study visits, staff exchange etc.  In addition a complete component on press and media will support the campaigns and associated activities
· Developing Pro-poor urban water governance frameworks: Priority will be given to promoting institutional and policy frameworks that could focus on the needs of the poor; decentralized, simplified and transparent procedures accessible to the poor; rights-based (including tenurial rights) approach to the provision of water and sanitation; and specific mechanisms to address the needs of women.
· Strengthening regional, country and city level capacities for integrated water and sanitation management. This will require human resource development in a focused manner, strengthening the capacity of existing institutions and establishing a regional network of experts and institutions.  Gender mainstreaming will be an important crosscutting theme of capacity building at all levels. 

· Demonstration and Piloting of New and Innovative Approaches to Service Provision for the Urban Poor: Successful demonstration of carefully designed pilot projects will facilitate city-wide replication and sharing of lessons with other cities and donors.
· Monitoring of progress towards achieving Millennium Goal targets in the water and sanitation sector in cities.  Systematic monitoring of progress in terms of achievements, trends and shortfalls in the provision of services for the urban poor and, wherever possible, gender desegregated information will help keep the spotlight firmly on the MDGs. This will provide the basis for policy adjustments and new and directed investment in the sector.

eligibility CRITERIA

From the all the considerations stated above, the following criteria will be used to determine the eligibility of proposed initiatives:

· The country must be ODA eligible;

· Concentration will be on LDCs;

· Particular attention will be given to Africa 

· Priority will be given to cities and communities with demonstrated commitment to promoting investment in water and sanitation;

· The Fund will have a deliberate pro-poor bias;

· Cities and communities proposing an initiative must show a strong commitment to sector reform in line with their Poverty Reduction Strategy Papers (PRSPs);

· Entities requesting support must be ready to contribute a significant proportion of the estimated costs;

· Special consideration will be given to initiatives, which reduce the burden of women and children.
IMPLEMENTATION STRATEGY

In order to achieve the objectives set for the Fund the following implementation strategy is being put in place:

· The first priority will be given to reinforcing the current programmes that meet the requirements stated above;

· As the Fund gather momentum new programmes will be implemented in response to initiatives proposed by partner countries;

· An important dimension of the Trust Fund supported activities will be the development and experimentation of new initiatives aimed at better servicing the poorest segments of the population;

· Local ownership and accountability will be an essential principle in implementing all activities supported by the Fund;

· A result-based management approach will allow the monitoring of the progress toward the achievement of the objectives set for the programmes being implemented, and to correct the situation when required;

· The Trust Fund will operate in close consultation with international and national development finance institutions to ensure synergy and complementarities;

· In implementing projects and programmes, every opportunity will be taken to generate new income opportunities for the urban poor.

MOBILIZATION OF RESOURCES

A combination of traditional and innovative financing mechanisms will be employed for the capitalization of the Water and Sanitation Trust Fund.

· Grant contribution from bilateral and multilateral donors, including development financing institutions and Foundations, will be sought for the capitalization of the Fund;

· In view of the special situation of Africa, earmarking of contributions for this region will be accepted;

· Non-traditional sources of funding will also be sought through partnerships with the private industry, both within and outside the water and sanitation sector;

· Innovative partnerships are also envisaged with major consumers of water (e.g. brewery industry, cold drinks industry etc.);

· Each contribution will be covered by a letter of agreement mentioning each party’s obligations, including the total amount contributed and the schedule of payments to the Fund; this letter will be complementary to the Terms of Reference that are specified in Annex C);

· These contributions will be managed by the Fund according to the rules and regulations of UN-HABITAT and as specified in this document and its annexes.
GOVERNANCE STRUCTURE OF THE FUND

While remaining within the general directives governing the establishment of Technical Cooperation Trust Fund within the UN system the specific governance structure of the Water and Sanitation Trust Fund establishes a mechanism to facilitate the dialogue between the administrators of the Funds and their partners both from the developing and the developed communities. It has the following characteristics:

· The Water and Sanitation Trust Fund will be set up as a Technical Cooperation Trust Fund under the delegated authority of the Executive Director of UN-HABITAT;

· In discharging her (his) responsibilities with regards to the Fund, the ED will be advised by a Review Board whose composition, mandate and functioning is described in Annex B;

· The daily operations of the Fund will be managed by a Secretariat that will be vested in UN-HABITAT, and in accordance with the standard UN Rules and Regulations for Technical Cooperation Trust Funds.

· The Fund will submit to the donors an annual report of its activities, as well as certified statements of accounts, within 6 months of the closing of the account. The report will be presented annually at a meeting of the Review Board.

Other important characteristics of the management of the fund are described in Annex C.

ANNEX A: ESTABLISHMENT OF TRUST FUNDS
UN-HABITAT is bound by the United Nations financial Regulations and Rules, including the establishment of Trust Funds.  Relevant Regulations and Rules on this matter are: Regulations 6.6 and 6.7, and Rules 106.3 and 106.4. Internal administrative guidelines and instructions on establishment and management of Trust Funds are set out in ST/SGB/188 and ST/AI/285. These Regulations and rules could be made available upon request.

Trust Funds are defined as follows:

“Accounts established with specific terms of reference or under specific agreements to record receipts and expenditures of voluntary contributions for the purpose of financing wholly or in part the costs of activities consistent with the Organization’s aims and policies”

The United Nations, including UN-HABITAT, contemplates 2 types of Trust Funds:

(a) General Trust Funds: those established to support any activity, except those of technical cooperation nature and may be used, for example, to enhance or expand the work programme of one or more organizational units of the UN Secretariat, or for humanitarian and relief purpose to provide direct assistance in respect of emergency situations; and

(b) Technical Cooperation Trust Funds: those that provide economic and social development assistance.

The UN General Assembly, the Secretary-General and the UN-HABITAT Governing Council have authority to establish the 2 above types of Trust Funds.  The Secretary-General, through the Assistant Secretary-General “is authorize delegate to the heads of departments and offices at Headquarters and away from Headquarters the following specific authorities […]: a) the approval and management of technical cooperation trust funds” (see, para. 11 ST/SGB/188).

The UN-HABITAT Executive Director has been delegated authority to establish and manage Technical Cooperation Trust Funds by the UN Comptroller on 2 March 2001.

The Water and Sanitation Trust Fund is a Technical Cooperation Trust Fund under the authority of the UN-HABITAT Executive Director.

ANNEX B: THE REVIEW BOARD

MANDATE

The core mandate of the Board is to review the programmes financed by the Fund to ensure that they conform to the Trust Fund objective and regulations, are demand-responsive, that they are managed with efficiency and effectiveness, and to offer advice accordingly to the Executive Director of UN-HABITAT and to the management of the Fund. The Board will have a key role to play in drawing and disseminating lessons learned from the different programmes supported by the Fund, offering advice on opportunities to increase its capitalization, and providing a forum where possibilities for synergy with other sectors (such as health and environment), programmes and institutions could be identified and facilitated. It will also provide a unique opportunity to take stock of the situation as regards progress towards achieving the MDG target on water and sanitation. 

To that effect, the Board will:

Review the Type of Initiatives eligible for funding to ensure that they continue to be indisputably relevant, given the evolving situation in the communities assisted by the programmes and the lessons being learned from new initiatives by the Fund or by other organizations involved in similar activities. This is aimed at ensuring the continuous relevance of the Fund and its focus on the poorest.

Review the on-going operations and their conformity with the mandate of the Fund; in doing so, it will give a particular attention to all the projects or programmes approved since the previous meeting. The objective is to make sure that the Fund remains focussed on activities corresponding to the Organization’s core competencies.

Take stock of the overall financial situation of the Fund and the projections for the middle (2-4 years) and long (5+ years) terms. If appropriate, the Board will formulate suggestion on how to increase its capitalization.

Once a year, within 6 months of the end of the Organization’s fiscal year, analyse the Auditor’s annual report on the Fund.

Take stock of all evaluations, monitoring and audit reports produced since the previous meeting. A list of these reports, with a short summary, would have been provided in an annex to the meeting’s agenda and the full report would be made available to any Board member on request.

Draw lessons learned as appropriate and recommend actions to disseminate them as extensively as practicable.

Discuss means of enhancing synergy with other organizations involved in the sector, and in other related sectors such as health and environment.

Take stock of progress made toward achieving the MDG target.
COMPOSITION

The composition of the Review Board shall be as follows:

· The Board will be chaired by the Head, Water, Sanitation and Infrastructure Branch, UN-HABITAT.

· Any contributor to the Fund whose participation is of US $1 Million or more in the previous financial year will be entitled to one seat on the Board.

· The Executive Director of UN-HABITAT will nominate representatives of three recipient countries to the Board for a period of two years. 

· Organizations with which the Fund enters into partnership in the delivery of its programmes will be invited to attend Board meetings as observers.

· A Secretary appointed by the Chair will service the Board.
FUNCTIONNING

There shall be two Board meetings annually. One will focus mainly on issues of policy and content, including the important issue of eligible uses; it will be held in a country where the Fund is active. The other, following the issuance of the annual auditor report, would be essentially centred on financial, management and other relevant operational issues; it will be held in Nairobi.

The Chair will convene the meetings. The proposed agenda will be sent for comments a month in advance and the final agenda with its annexes a week before the meeting. Electronic communications will be the media of choice. The draft report of the meeting, including the recommendations and advice to the Executive Director, will be circulated for comments within a week and finalised within two. The final version will be distributed immediately to members of the Board, and to observers on request.

ANNEX C: TERMS OF REFERENCE

1. Contributions to the Trust Fund shall be placed at the disposal of UN-HABITAT and shall be used to meet the costs of the Water and Sanitation Programme.

2. Contributions shall be received by the United Nations Habitat and Human Settlements Foundation (the “UN-HABITAT Foundation”) and deposited, in accordance with the schedule of payments agreed upon with each donor, in convertible currencies of unrestricted use, into the following bank account 

	United Nations Habitat and Human Settlements Foundation Gains Account

Account no. 485-000296
JP Morgan Chase

International Agencies Banking

1166 Ave. of the Americas, 17th floor
New York, NY 10036-2708, USA

Fax: 1-212-2701575

Tel. 1-212-2700452
	Wire Transfers

ABA No. 021 000 021

Swift: BIC-CHASUS33, or CHIPS participant number =0002

Under reference of Water and Sanitation Trust Fund


3. Funds contributed to the Trust Fund and the activities therefor shall be administered and managed by the Executive Director of UN-HABITAT, through the Water, Sanitation and Infrastructure Branch (the “Implementing Office”), in accordance with the Financial Regulations and Rules of the United Nations and its Special Annex for United Nations Habitat and Human Settlements Foundation (Series 300).  Accordingly, personnel shall be engaged and administered, equipment, supplies and services purchased, and contracts entered into in accordance with the provisions of such regulations, rules, directives and procedures.  

4. All financial accounts and statements by the Trust Fund shall be expressed in United States dollars.

5. The Trust Fund will also be charged with thirteen (13) percent of all expenditures from the Trust Fund, which percentage shall be a charge for programme support services provided by the Implementing Office in the implementation of the Water and Sanitation Programme.

6. The Trust Fund will also be charged with an amount equivalent to one (1) per cent of the remuneration of net salary of persons engaged by the Implementing Office, and whose engagement is financed by the Trust Fund, to provide a reserve for coverage of any claim for service-incurred death, injury or illness, under the applicable United Nations regulations and rules or contracts, which reserve cannot be refunded to the donor.

7. The Implementing Office will not make any commitments above the amounts actually received.

8. Interests accrued by funds contributed to the Trust Fund shall be used for programme activities by the Implementing Office for the Water and Sanitation Programme.

9. If unforeseen expenditures arise, the Implementing Office will submit a supplementary budget showing the further financing that will be necessary.  If no such further financing is available, the additional expenditures will not be made.  In no event will the Implementing Office assume any liability in excess of the funds contributed to the Trust Fund.

10. Ownership of equipment, supplies and other property financed from the Trust Fund shall vest in UN-HABITAT.  On termination or expiration of the Trust Fund, the matter of ownership shall be determined in accordance with the provisions of the applicable project agreements or, should the applicable project agreements not contain any such provisions, then the matter shall be a subject for consultations between the donors and UN-HABITAT.

11. Evaluation of the activities financed from the Trust Fund, including joint evaluation by UN-HABITAT, donors and recipient Governments, shall be undertaken in accordance with the provisions contained in the relevant project documents.  

12. The Trust Fund shall be subject exclusively to the internal and external auditing procedures laid down in the Financial Regulations, Rules, directives and procedures of the United Nations.

13. The Implementing Office shall provide donors with the following statements and reports on the use of funds contributed to the Trust Fund to be prepared in accordance with the United Nations accounting and reporting procedures: 

(a) Annual progress narrative reports;

(b) Annual financial statements showing income, expenditures, assets and liabilities as of 31 December each year;

(c) A final narrative report and a final financing statement within six (6) months after the date of expiration or termination of the Trust Fund.

14. UN-HABITAT shall provide appropriate recognition and acknowledgement to donors for their voluntary contributions to and their participation in the Water and Sanitation Programme.  The form of such recognition and acknowledgement shall be the same for all donors and shall be agreed upon between UN-HABITAT and donors. 

15. The Implementing Office shall notify donors when, in the opinion of UN-HABITAT, the purposes for which the Trust Fund was established have been realized.  The date of such notification shall be deemed to be the date of expiration of the Trust Fund and the Water and Sanitation Programme, subject to the continuance in force as appropriate. 

16. On termination or expiration of the Trust Fund, the funds therein contributed will continue to be held by UN-HABITAT until all expenditures and legal commitments incurred have been satisfied from such funds.  Thereafter, any surplus remaining in the Trust Fund shall be disposed of as agreed by the donors.

17. Any dispute, controversy or claim between any of the donors and UN-HABITAT related to contributions to the Trust Fund shall be settled by negotiations or any other mode of settlement consistent with the privileges and immunities of UN-HABITAT and the policies and practice of the United Nations.

18. Nothing related to the Trust Fund or the Water and Sanitation Programme shall be deemed a waiver, express or implied, of any of the privileges and immunities of the United Nations, including UN-HABITAT.
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� The sanitation dimension was added at the Johannesburg WSSD.


� The definition of ‘adequate’ for rural services is obviously quite different, especially for sanitation.


� Report of the World Panel on Financing Water Infrastructure, Chaired by Michel Camdessus, Report written by James Winpenny: Financing Water for All.


� The Development Assistance Committee of the Organization for Economic Cooperation and Development (OECD)


� Information on the African Water Facility has been taken from a proposal prepared for the AfDB by Environmental Resources Management.
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