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INTRODUCTION  

In the 1990s political systems in central and Eastern Europe underwent major changes affecting the 

whole economy, including the water sector. In particular the decentralisation process led to major 

modifications in how the water sector was managed and operated, as decentralisation involved changes in 

the competences of local communities when they took over responsibility for the provision of public 

services. The focus of this work lies on the changes that have taken place in the water supply and 

wastewater services. 

There is an ongoing discussion about the consequences of the decentralisation process in the water 

sector, as this process is rather complex due to the many different factors involved when decision-making 

authority is transferred or re-assigned from central government to sub-national bodies, such as 

municipalities. In general, the process does not only affect delegation of powers but also involves 

transference of physical assets. This latter aspect is of central significance in the water sector.  

The concept of decentralisation is often seen as a universal good and is promoted worldwide. 

Proponents of decentralisation argue that it can lead to more efficient allocation and use of resources, i.e. 

the economic justification of this process is based on reasons of óallocative efficiencyô as well as the lowest 

level of government being considered to be able to perform functions more effectively. Furthermore, 

decentralisation integrates local people in the decision-making process and therefore creates a higher 

degree of transparency and ownership, i.e. follows the principle of subsidiarity.  

But decentralisation may also be called into question as its implementation can lead to problems, in 

particular if the process takes place in haste and the legal, economic and institutional frameworks do not 

function properly or are not in place at all. In this case the arguments of potential opponents of 

decentralisation must be taken into account quite sound and should be taken seriously, as the allocation of 

responsibilities to municipal level can overburden the capacity of the municipalities and complicate access 

to capital markets, making it more difficult to raise funds for further investment in water infrastructure.  

Furthermore, decentralisation is regularly associated with fragmentation of the structure of the water 

service industry, i.e. small water utilities providing public services to a relatively small number of 

consumers, leading to the above-mentioned problems and challenges faced by political decision-makers, 

such as access to financing. This criticism can be valid but should not be overstated as several western 

European countries, such as France, Austria and the southern part of Germany, display a rather fragmented 

water supply and wastewater sector with infrastructure that only services a relatively small number of 

customers compared to other countries. However, it should be kept in mind that the structure of the water 

sector in these countries developed over a long period of time and therefore experience here cannot 

necessarily be directly transferred to central and eastern European countries.  

The focus of the paper is an analysis of the water sector and the experience gained with inter-

municipal cooperation
1
 in the water sector in European countries. The background and rationale for 

                                                                 
1 The term inter-municipal cooperation is used rather loosely throughout the report. A unique and widely accepted definition of this term cannot be found in the literature. The term 

inter-municipal cooperation ï as used in the report ï describes a situation when the provision of public water services in a municipality is not provided by an 

individual municipality. Instead a single water operator formed by more than one municipality provides water supply and wastewater treatment services to the 

water consumers located in these municipalities.  
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undertaking this analysis is the question of whether the problems and challenges associated with the 

process of decentralisation in the water sector could ï at least partly ï be overcome with the formation of 

larger water utilities.  

It must be stated right from the start that it will not be possible to come to a simple and clear 

conclusion in this regard due to the many factors (economic, social, political, legal, institutional, 

geographical, hydrographical, etc) influencing the water sector. For instance, decentralisation involves a 

wide range of different dimensions, including political, legal, institutional and financial aspects. Political 

decentralisation, i.e. transferral of the responsibility of water service provision to the local level, cannot 

work properly without financial decentralisation, where there must be a guarantee at local level that the 

municipalities have the right to raise the funds and/or generate the revenues required to make the necessary 

investments in the water infrastructure.  

The report is structured as follows: The chapter to follow discusses the issues to be analysed in more 

detail by identifying and assessing the main topics covered in the report. Chapters 2 to 6 discuss the current 

state of affairs in the water sector in Austria, France, Poland, Romania and the Ukraine. The focus of these 

country-based case studies is to highlight the current situation in the water sector in these countries, 

concentrating mainly on issues linked to the questions of whether inter-municipal cooperation exists in 

these countries and, if so, how this has developed over time
2
.  

Chapter 7 summarises the findings of the country-specific case studies, focusing on discussion of the 

potential of inter-municipal cooperation in the water sector. It has to be stated that the country-based 

experiences are unique and therefore cannot simply be compared and/or transferred between countries. 

Additionally, it is impossible to draw generally accepted recommendations with regard to issues relating to 

decentralisation. For instance, the situation in the water sector in Austria is stable and therefore differs 

completely from that in Romania where the legal framework and institutional set-up still regularly face 

major revision. The issue of time is also of great significance as the water sector in older EU member states 

has developed over quite a long time horizon as opposed to in new EU member states. This aspect is of 

especial interest and concern as all EU member states are required to fulfil the same EU water policies 

objectives and regulations, and the new EU member states must comply both within a relatively short 

timeframe and from a different starting point. The focus of the final chapter is on discussion of the findings 

with regard to developments in the water sector, particularly with reference to the decentralisation and 

fragmentation in the sector. In addition, the chapter reveals the factors driving the process of the formation 

of inter-municipal cooperations as identified in the individual country case studies and in the literature. The 

report ends with a typology highlighting some of the dimensions of inter-municipal cooperation.  

                                                                 
2 It has to be mentioned that the case studies do not cover all aspects of inter-municipal cooperation in the water sector due to a number of constraints.  
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CONCEPTUAL INTRODUCT ION  

Current topics and political issues in the water sector 

The European water sector is currently facing considerable challenges due to a whole range of 

different issues and policies. For example, municipalities in different countries are selling publicly owned 

water companies to the private sector ï as part of a process of privatisation. This trend is at different stages 

in different EU member states. Moreover the EU is aiming to increase the efficiency of the internal market 

by forcing the liberalisation process by means of opening previously closed markets, including the water 

market. However, it has to be stated that not only the water industry in Europe is confronted with 

challenges but also the water sector in Eastern Europe, Caucasus and Central Asia (EECCA); the water 

sector here in particular is faced with having to secure reliable and sustainable financing models to 

improve and expand the water infrastructure guaranteeing adequate water supply and sanitation service.  

One of the issues often quoted as a stumbling block with regard to achieving a sustainable financing 

mechanism is the high degree of fragmentation of the water sector in many countries, as here in the words 

of the European Investment Bank (EIB): óThe difficulties faced by fragmented or small water service 

providers, particularly in the new Member States and Candidate Countries, to fulfil their public service 

obligations, have increasingly put consolidation of the water sector on the political agenda. It is a process 

whereby smaller water service providers cooperate or are replaced by or associated with larger and 

stronger providers (EIB, 2008, p.7)ô.  

Before discussing the issue of fragmentation, sometimes called over-fragmentation, of the water 

sector including its associated difficulties and possible solutions, it is useful to clarify other topics currently 

high on the political agenda in the water sector. These topics are decentralisation, privatisation and 

liberalisation ïoften linked but not really correlated.  

As mentioned above liberalisation of the provision of public services is currently at the fore at EU 

level, but also worldwide. This process can be described as a change in the basic regulatory constraints as 

it aims to cease the limitation of competition leading to open competition between several suppliers.  

Privatisation on the other hand relates to the ownership structure of water providers, and involves the 

outsourcing of public services managed and operated by public authorities to privately organised 

companies. In addition, physical assets can be transferred from the public sector to a private company ï 

and it cannot be ruled out that this process ends with the establishment of a private monopoly instead of a 

public monopoly. Although the processes linked to liberalisation and privatisation in the water sector are 

significant when discussing the future direction of the water sector, they are not the focus of this report.  

However, the topic of decentralisation is of greater interest here as the process of decentralisation may 

be described in terms of how service responsibilities are assigned between different administrative entities. 

Decentralisation is used as a synonym for the principle of subsidiarity, thereby tackling the issue of how a 

state may be structured, i.e. which issues and services should be provided by the central/national 

government and which policy areas should be dealt with at the sub-national level, i.e. carried out by 

institutions at the regional, municipal/local level.  
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There is no correct division of the duties and tasks allocated between different entities and 

institutions, as decentralisation crucially depends on many factors, i.e. a standard model of decentralisation 

does not exist. This is also reflected in the literature, which regularly distinguishes between the following 

key aspects in the decentralisation process: 

¶ Administrative decentralisation: a process of redistributing authority and responsibility for 

providing public services from the central or national level of government to a sub-national 

and/or local level 

¶ Fiscal decentralisation: decentralisation of government expenditure and revenue-raising authority 

to sub-national government structures in line with their allocated functional responsibilities 

¶ Political decentralisation: a process whereby the voice of citizens is integrated into policy 

decisions at a sub-national level and civil society can hold the associated authorities and officials 

accountable 

The success of a process of decentralisation is decisively influenced by whether all these different 

aspects have been or are being considered in the decentralisation process. For instance, administrative 

decentralisation may be limited if there is no fiscal decentralisation at the local level. If this is the case 

municipalities may not be able to receive resources from the national government, i.e. transfers from the 

national budget, or not be allowed to raise funds with the introduction of local taxes.  

A literature overview: decentralisation and fragmentation of the water sector  

The focus of this report ï as stated in the óTerms of Referenceô ï is to ólook into possible reform 

measures that can help to overcome the fragmentation effects of decentralisationô. Thereby special 

attention is given to the topic of how funds for the necessary investments in water infrastructure can be 

generated, considering that many small municipalities currently face an uphill struggle in accessing the 

capital market.  

The water sector in many European countries can be described as fragmented in the sense that water 

services are provided by relatively small water utilities. For example, there is a clear north-south divide in 

Germany, as small water utilities prevail in the southern part of Germany whereas the water utilities in the 

northern part service more water consumers. However, the German water sector developed over a long 

period of time and is therefore contrasts sharply with the situation in some of the new EU member states 

where fragmentation of the water sector came with the process of decentralisation that started with the 

political changes in the 1990s.  

The reasons for fragmentation of a water sector are manifold, ranging from how the sector was 

managed in the past, to geographic and hydrographical conditions, but also political will and delegation of 

responsibilities to regional and municipal level (i.e. principle of subsidiarity) are factors. However, the 

current state of the water sector is often linked to inefficiencies in water provision and problems associated 

with raising the necessary funds for investment on the capital markets. Therefore a trend of consolidation is 

discernible, at least in some European countries, based partly on economic considerations. Here, it is 

expected that larger water companies can achieve economies of scale
3
 leading to efficiency gains, 

potentially simultaneously improving access to the capital markets. In other words the relevant issue is the 

question of the optimal size of a water utility, as it is anticipated that larger units would have lower 

operation costs; therefore a merger of smaller units (i.e. forming inter-municipal cooperation) would lead 

to economies of scale and facilitate access to the capital markets. Re-direction of the water sector towards 

                                                                 
3 Economies of scale exist when an increase in production is associated with a less than proportionate increase in costs (Stone &Webster Consultants, 2004).  
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more consolidation, i.e. the formation of utilities providing services to a greater number of water 

consumers, appears in the discussion on water supply. 

However, it must not be forgotten in this whole discussion that determination of a universal óoptimal 

sizeô for the water utility is not possible as a large number of country-specific factors play a crucial role. 

Furthermore, potential achievement of scale economies must be assessed in a broader economic context as 

economies of scope and economies of density can also emerge
4
.  For instance, a study analysing the trend 

towards greater consolidation in the water industry in England and Wales concludes óthat economies of 

density must be considered simultaneously with economies of scale otherwise any analysis could give the 

impression of economies of scale when in fact large companies have lower unit costs due to greater 

consumer density rather than any inherent scale benefit (Stone&Webster, 2004, p.10)ô
5
.  

Assessment of the existence of economies of scale in the water sector is far from trivial as the 

possibilities of achieving economies of scale in the operation of water supply and wastewater treatment 

plants should be weighed against the existence of diseconomies of scale with regard to the operation of the 

total network. When both factors are taken into account, it is concluded that the diseconomies of scale of 

the operation of the water network often at least match the economies of scale in the system operation, and 

sometimes outweigh them
6
. It is also clear that economics of density should be considered in an economic 

assessment regarding the optimal size of a water utility as the concentration of population in a specific 

geographical area is very significant. The construction of the network infrastructure with regard to the 

provision of water services entails high costs, i.e. sunk investments
7
, in particular in rural areas, implying 

that density economies are more relevant in the water sector than in the case of waste collection because of 

the higher investment costs involved in water provision (Bel and Fageda, 2006).  

Several studies can be found in the literature all addressing the question of the optimal size of a water 

utility. The findings of the studies cannot be directly compared as the approaches and methodologies differ 

as well as the countries. This latter point is of central significance as, for instance, Nauges and van der 

Berg (2007, p.18) summarise: ónot only the size of the utilities but also the countryôs level of economic 

development, may explain that water and sewerage services do not necessarily operate under increasing 

returns to scaleô. Furthermore, the study by Nauges and van der Berg reveals that an increase in the 

connection rate can lead to diseconomies, in particular in those countries where the connection rate is 

already high. Another study concludes that economies of scale can be generated when the water utilities 

increase their production, as they then are able to reduce unit operating costs (Tynan and Kingdom, 2005). 

The findings of this last study conclude that neighbouring small water utilities can reduce water tariffs if 

they operate as one utility, i.e. economies of scale can be achieved. However, the authors make it clear that 

this result has to be interpreted with some care as the approach is based on a number of ópre-determined 

factsô. For instance, the analysis assumes that all the individual utilities face the same settlement 

parameters, i.e. that the same geographic and hydrographical conditions are valid for all service providers.  

                                                                 
4 See for a more detailed discussion on these issues: Nauges and van der Berg, 2007, and Stone&Webster, 2004. The óeconomies of scopeô concept assesses whether the 

provision of water supply and wastewater services are provided most efficiently by a single f
i
rm or by separate firms.  

5 A comparable concept of consumer density is used in a study carried out by Nauges and van der Berg (2007)
,
 who estimated measures of density and scale economies in the 

water industry in Brazil, Colombia, Moldova and Vietnam. These authors included economies of customer density in their analysis which ómeasures how cost 

changes if total water produced, total volume of treated wastewater and the number of customers increase, under the assumption that the network length is 

constant (Nauges and van der Berg, 2007, p.5)ô.  

6 The original wording is: óDas Zusammenwirken der beiden Bereiche f¿hrt letztendlich dazu, dass in den meisten Fªllen die negativen Skaleneffekte des Netzbetriebs die 

GrºÇenvorteile des Anlagenbetriebs kompensieren oder ¿bertreffen (Graetz, 2009, p.63)ô. 

7 Because of the high fixed costs the water sector is often described as an example of a ónatural monopolyô
,
 as the building of a parallel network by a potential competitor, i.e. 

incumbent, is not profitable.  



 12 

An English study assesses whether economies of scope can be reached in the water industry. In other 

words the study reviewed whether integrated water utilities, i.e. providing both water and sewerage 

services, have lower costs than the sum of the costs of two separate, specialised businesses. The findings of 

the study suggest that efficiency gains, i.e. in the sense of positive economies of scope, can be achieved 

through a vertical integration of water production and distribution to connected properties. In other words 

vertical integration can lower overall water supply costs. However, the evidence of this study shows that 

precisely the opposite holds true in the case of horizontal integration of water and sewerage services in a 

single company, as in this case diseconomies of scope are found (Stone&Webster, 2004).  

Some calculations of the óoptimal size of utilitiesô can be found in the literature. For example, the 

English study above concluded óthat technical economies of scale are exhausted at about 400,000 

connected properties (Stone&Webster, 2004, p.24)ô. At the lower end of the scale, however, a German 

study estimates that the optimal size of a water supply utility is about 66,000 inhabitants (18,500 

connections), whereas a Japanese study determines that an optimally sized water supply company would 

service as many as 766,000 inhabitants (Graetz, 2008). The wide divergence of these studies can be partly 

explained by a number of factors, such as whether the water utility services consumers live in rural or 

urban areas. This implies that optimal size depends on case- and country-specific characteristics and arrival 

at a general definition is not really feasible. Furthermore, Graetz (2008) comments that average unit costs 

of water supply and wastewater plants are similar in the sense that they reveal a decreasing trend up to a 

certain level of demand. However, there is increased interest in assessing so called ófinancial economies of 

scaleô in that it can make sense and be efficient to combine the planning and financing of investment 

activities of different water utilities. Another possibility of overcoming the situation where rather small 

water utilities service a small number of water consumers is to establish water utilities managed as inter-

municipal corporations, discussed in more detail below.   

A consolidation process involving the formation of larger water utilities as compared to the common 

situation of rather small units is regularly advocated as a measure to become more efficient by means of 

the reduction in transaction costs and the achievement of economies of scale. The reduction in transaction 

costs is in particular of great relevance in the context where high fixed costs can be found, which is the 

case in the water sector where the fixed costs can be up to 80 per cent of the total costs. However, the short 

literature review undertaken here clarifies that many factors must be taken into account in this context. 

These factors range from the question of the degree of decentralisation in a country (but as mentioned 

above all dimensions of decentralisation have to be taken into account) to the institutional, legal and 

regulatory framework as well as geographic issues, such as size, topography and hydrographical features, 

all of which play a key role.  

Privatisation of water utilities is often seen ï in particular by small municipalities ï as another way to 

achieve efficiency gains and to raise funds for necessary investments in the water infrastructure. Although 

this policy approach seems to be sound from a theoretical perspective, the reality is somewhat different as 

private firms do not show great interest in investing in small municipalities (Warner and Hefetz, 2002).  

Inter -municipal cooperation ï an alternative for the delivery of public services 

Throughout Europe municipalities are faced with increased pressure with regard to provision of public 

services, not only in the field of water services. These tasks were granted to them as part of the 

decentralisation process. A possible strategy to handle these pressures and obstacles is formation of an 

inter-municipal cooperation, providing the services jointly. There is a whole range of possible forms which 

inter-municipal cooperation can take, and also the institutional setting can be differ significantly between 

countries and also policy sectors
8
. The heterogeneity of these forms of cooperation is striking and many 

                                                                 
8 See for a comparative study on the topic of inter

-
municipal cooperation: Hulst and van Montfort, 2006. Further information on best practices of inter-municipal cooperation can 

be found in Council of Europe, 2007
.
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attempts have been made to cluster the different types. Two basic concepts of inter-municipal cooperation 

are regularly identified in the literature (Hulst and van Montfort, 2007):  

¶ as interactions between local governments, i.e. municipalities, that concern a common task or 

goal and enjoy some degree of institutionalisation. However, inter-municipal cooperation can 

therefore imply that a local government interacts only with other municipalities, but this is not 

exclusively the case as local governments can also form some kind of relationship with public 

authorities as well as with private organisations.  

¶ as the relationship between the institutions of cooperation and the constituting municipalities.  

Analysis of inter-municipal cooperation reveals that cooperative arrangements can be implemented as 

purely inter-municipal, i.e. only between municipalities, but also between institutions of mixed (public or 

public-private) character, i.e. private entities and municipalities. In addition, these arrangements can be 

further distinguished between single-purpose and multipurpose inter-municipal cooperation.  

The final dimension of inter-municipal cooperation mentioned in this report concerns the distinction 

between operational and coordination tasks: the former refers to the ójoint production of public services: 

municipalities strive to overcome the limitations or inefficiencies of small-scale government (Hulst and 

van Montfort, 2007, p.11)ô. In other words the aim of inter-municipal cooperation is to achieve scale 

economies. Inter-municipal cooperation can also be a useful political means to coordinate joint activities of 

municipalities aiming to influence other levels of the national or European administration.   

In a report from the European Committee on Local and Regional Democracy the authors reveal some 

common trends which can be classified into three models (Council of Europe, 2007). The analysis is based 

on the situation in and experience gained in 22 countries: 

¶ A highly integrated, mainly public-law model, with specific inter-municipal entities: the key 

functions of this type are predetermined and are aimed to provide basic public services, such as 

water and waste services. Furthermore, state supervision, in both financial and legal matters, is 

well developed and the legal framework may be developed in great detail as is in France, for 

instance.  

¶ A more flexible model, based on the freedom of lower-tier authorities to opt pragmatically for 

joint delivery of public services of varying technicality. This model is based on existing entities 

such as associations, unions or enterprises ï or even on informal cooperation arrangements ï and 

comes under ordinary law; the law applicable is not specific and supervision is limited. Most of 

the rules applying to contractual procedure are laid down in the statutes.  

¶ An intermediate model, adopted by the majority of countries and borrowing from the two 

preceding models.   

Inter-municipal cooperation is clearly too diverse to be able to discuss all of the various types in detail 

in this report. For instance, at least three different types can be found in Austria alone
9
: 

¶ The first type of inter-municipal cooperation in Austria is also known under the label of ówater 

associationô (sometimes also called a special purpose association in the field of water services) 

and its main characteristic is that a range of municipalities jointly use one water utility, i.e. one 

utility provides services of public interest for several municipalities ï either water supply services 

                                                                 
9 For a more detailed discussion

 
see the Austria case study (chapter 2) below.  
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or wastewater services or both are provided by a single water utility for all municipalities. This 

type of inter-municipal cooperation definitely represents an approach to overcome a potentially 

fragmented structure of a water sector, as each community is not required to have its own water 

utility.  

¶ Inter-municipal cooperation can also be formed under the framework of a country-wide or a 

national association of utilities. This does not address the issue of fragmentation as the aim is to 

provide a common platform for water utilities, provide lobbying and training, i.e. capacity 

development (coordination task). Furthermore, this type of inter-municipal cooperation can 

reduce costs, as procurement can be made jointly, but there are no repercussions with regard to 

the actual number of water utilities in a country, i.e. again, it does not address fragmentation of 

the water sector.  

¶ The last type involves inter-municipal service provision based on contracts. The purpose of this 

cooperation is to provide a more efficient service, as the operation and maintenance of water 

utilities can be transferred and combined to a larger unit, i.e. municipalities with their own water 

utilities make contracts with other municipalities, and also with their own water utilities, to 

operate and manage the water utilities simultaneously. This approach does not address the 

possible problem of an over-fragmented water sector, but it may guarantee achievement of 

financial economies of scale; though definitely not technical economies of scale.  

Although all of the above three types of inter-municipal cooperation can entail a reduction in costs, 

the main focus of the report is directed to the first type as it is the farthest reaching approach, in particular 

when taking into account the decentralisation process, as the individual municipality transfers competences 

to a company which is jointly owned by different municipalities. The result of this process is the joint 

provision of public services from a single plant to a range of communities.  

Inter-municipal cooperation is widespread in Europe. However, a detailed analysis or comparative 

and systematic research of how inter-municipal cooperation is working in European countries does not 

exist. Based on the findings of several country analyses assessing the state-of-art of inter-municipal 

cooperation the authors Hulst and van Montfort (2007) conclude: 

¶ Reliable data on the performance of the different forms of inter-municipal performance are 

scarce, and the research that has been done only allows for tentative conclusions about the 

relation between different forms of cooperation and performance. Therefore, it is not yet possible 

to make positive statements about the relation between the institutional design of cooperation and 

the quality and efficiency of service delivery, or the democratic quality of decision-making.  

This finding is in itself interesting as it seems that there is widespread consent that inter-municipal 

cooperation is a useful construct with regard to the provision of public services.  

As mentioned above, the current study attempts to provide some insights into how municipalities, in 

particular those located in EECCA countries, may cope with the current pressures and challenges in the 

water sector. These pressures and challenges are partly the consequence of the process of decentralisation 

which started in the 1990s, where responsibilities regarding the provision of public services were 

transferred from the national level to sub-national (regional and local) level. Transfer of assets also formed 

part of the decentralisation process implying that municipalities as the new owners are now also 

responsible for the maintenance and extension of the water infrastructure. In addition, the new EU member 

states are confronted with additional challenges as they are obliged to comply with EU regulations, 

directives and standards in the water sector. Compliance has to be achieved within a relatively short 

timeframe and substantial investments in water infrastructure are therefore required. This situation can 
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present a great challenge for municipalities, as experience shows that access to the capital market for 

municipalities, in particular those located in rural areas, is difficult and at times practically impossible. 

However, municipalities need to raise funds for the required investments and therefore face a severe 

obstacle. Formation of inter-municipal cooperation can at least partly relieve municipalities of some of the 

pressure, as banks may grant loans to inter-municipal cooperations more easily and under more favourable 

terms than an individual municipality. It is argued in the literature and in practice that óit is often 

considered more efficient to provide a larger long-term loan to a single entity than smaller loans to a higher 

number of entities since thus the single loan is subscribed by several entities who can implicitly guarantee 

each other in the event of defaultô (Frone, 2008). 
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CASE STUDY AUSTRIA 

General information  

Austria is a small, high-income, industrialised European country divided into nine federal states. With 

a population of around 8 million inhabitants and a GDP in 2006 of 258 billion Euro, the average income is 

more than 30,000 Euro per capita.  

Austria is located in the eastern part of central Europe and is dominated by the mountainous areas of 

the Alps, forests and rural areas. Receiving an average rainfall of around 1,170 mm p.a., with an annual 

sustainable resource potential of about 84 billion m³ (10,000 m³ per capita), availability of water has never 

been a significant issue. Only 2.6 billion m³ water are actually used; 60 per cent by industry, 35 per cent as 

water supply and 5 per cent in agriculture.  

The dominance of rural areas is reflected in the distribution of the population between various size 

settlements, as more than half of the population live in settlements of less than 10,000 inhabitants and the 

average population of municipalities is about 3,273. The administrative structure of Austria is a three-

tiered system distinguishing between the nation, the nine federal states and the municipalities and 

communities.  

Concerning modern water supply and sanitation, Austria has almost reached the practically achievable 

maximum of coverage for centralised facilities. Approx. 90 per cent of the total population is connected to 

public water supply networks and 91 per cent are serviced by public sewer networks and modern treatment 

plants. Due to the relatively low population density, individual solutions will continue to play a major role, 

for which alternative, appropriate technologies are continuously being further developed. 

Already in 1980 the connection rate to public water supply facilities in the region of 80 per cent was 

rather high, so the incentive of a support system was not as necessary as in the wastewater sector. 

Therefore, the infrastructure for water supply has traditionally been supported to a lesser degree than that 

in the sanitation sector. 

Regulatory and legal background 

Water legislation 

The major roots of the Austrian water legislation date back to the 19th century, the period of the 

Austro- Hungarian Empire. Following World War I and the decline of the Austro-Hungarian Empire, the 

constitution of the newly founded Austrian Republic of 1925 granted competences for all water affairs to 

the central government. The first national Water Act was passed in 1934 and formed the basis of todayôs 

regulations. 

After World War II and the fall of the Nazi regime the Austrian Water Act (óWasserrechtsgesetzô 

WRG) was revised in 1959, and since has been continuously updated according to changing requirements. 

One of the major changes was caused by the Austrian accession to the European Union and resulted in the 
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amendment of 1990. Since then, state-of-the-art solutions for sewage treatment have also been obligatory 

for rural areas and small treatment plants. Additionally, criteria for river pollution have been tightened in 

accordance with EU requirements. 

The major, general characteristics of the Austrian Water Act are that: 

¶ it is part of the national administration but is executed through the nine federal states 

¶ the responsibility for water supply and sewage disposal lies with the communities and 

municipalities  

¶ it clearly defines the rights and obligations of user cooperatives (Genossenschaft)
10

 for owning 

and managing water supply or wastewater treatment systems for their own demand. According to 

the act, communities and municipalities can transfer their responsibilities to user cooperatives. 

¶ the usage of water resources (abstraction or emission) is subject to individual legal acts which lie 

under the responsibility of the provincial water authorities. Beside the usage of groundwater for 

private water supply, potential users do not have a priori rights with regard to any activity, 

regardless of its nature (water supply, sewage disposal, agricultural use, etc.).  

¶ thus the overall resource management is automatically put in the hands of the water authority
11

, 

which is obliged to strive for optimisation with regard to the various interests involved in the use 

of the natural resource ï an important basis for practical integrated water and resource 

management (IWRM).  

Legal framework for water support system 

In addition to the Water Act, regulations concerning financial support for water-related activities have 

also been in place for a considerable length of time. The respective acts date as far back as early-1830. 

Already in 1949 the Austrian óWasserbautenfºrderungsgesetzô (WBFG) replaced former laws and 

regulated potential financial support from the newly established national government for all kinds of 

measures in the water sector (agricultural use, flood protection, water supply, sewerage treatment, etc). 

In 1958 the WBFG was revised. The major amendment was the establishment of the 

óWasserwirtschaftsfondsô (WWF, Water Management Fund) within the Ministry of Trade, which was 

responsible for the distribution of national grants and soft loans. The law regulated the composition of the 

commission dealing with applications to the fund, the general financial management of the fund and the 

sources of finance feeding the fund. The WWF started its work on 1 January 1959 and ceased funding 

requests in 1993. However, the WWF still exists; although now its main objective is to fund the 

investments  approved before 1993; therefore its workload is decreasing over time.  One of the main policy 

objectives of the fund was to increase the connection rate as quickly as possible. The policy instrument 

aimed at achieving this objective was differentiation of the support schemes in a way so that those 

municipalities and communities establishing some form of inter-municipal association were eligible for 

higher support rates. The underlying argument behind this policy was the achievement of cost-efficient 

solutions by realising economies of scale, as larger water infrastructure units were established rather than 

separate investments in water infrastructure by each individual municipality. In 1993 the WWF was 

                                                                 
10 User cooperatives are generally associations of private persons who organise their water supply or wastewater treatment themselves. According to water law they have the 

same rights and duties as municipalities. In general user cooperatives are very small units serving only a small part of a municipality
,
 especially in rural areas. 

11 For a more detailed discussion regarding the role of a water authority,  see the section óResponsibilities of authoritiesô below.  
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replaced by a new act, the UFG (Umweltförderungsgesetz; environmental support act), which is still in 

force today. 

Federal regulatory framework for water tariffs 

The federal regulatory framework in Austria for the setting of water tariffs is based on two national 

laws: 1. óFinanzverfassungsgesetzô (F-VG) and 2. ôFinanzausgleichsgesetzô (FAG). The former law gives 

the municipalities the right to set water tariffs using their own discretion, although the legislators do 

specify a maximum chargeable amount. Municipalities are authorised to cover all investment and 

operational costs of municipal facilities that are operated for purposes of the public administration. 

However, the total annual amount paid by water users must not exceed an amount equivalent to double the 

yearly requirement for maintenance and operation of the water infrastructure as well as for the interest 

charges and repayment of the capital costs. There is no formal regulator to monitor water tariffs in Austria.  

Institutional set-up in the water sector 

Asset ownership 

In all of the Austriaôs federal states water supply and sewage disposal services are mainly performed 

by public utilities (e. g. municipalities or associations of municipalities or public enterprises) and partly by 

publicly owned companies. Traditionally, user cooperatives play an important role in some parts of 

Austria, in particular in rural areas, mainly concerning water supply. Their number has been increasing 

over time. The number of private companies providing water services (water supply and/or sanitation) is 

negligible and is listed in Table 2.1.  

Table 2.1: Numbers of different types of institutions  

Type of Utility / Owner Water Supply Waste Water Treatment 

number of water 

suppliers  

connected 

inhabitants [%] 

ï based on a 

WIFO study 

number of 

sanitation 

companies 

connected 

inhabitants [%] ï 

based on a WIFO 

study 

Provincial enterprise (state-

run, public enterprise) 

2 6% - - 

Associations of municipalities 

(publicly owned) 

125 21% 330 51% 

Municipalities - publicly owned  1,900 59% 1,100 38% 

User Cooperatives 

(cooperation of private 

persons)  

3,300 4% 650 1% 

Private wells / cesspits * 250,000 10% 250,000 10% 

Note: Some of the population in rural areas are still not connected to public water supply and sanitation. About 10 % 

of the Austrian population have their own wells for the extraction of the drinking water and they use cesspits for 

wastewater disposal, especially in rural areas. 

Source: Kommunalkredit Public Consulting GmbH, database 2007 and WIFO 2002
12

 

                                                                 
12 The WIFO study is based on a questionnaire which was sent out to about 1,600 water utilities. The rate of return was around 41% meaning that these data are indicative and  

used only as a proxy for revealing the share of the population served by different types of utilities (see also Kletzan and Url, 2003).  
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In Austria local authorities are free to decide whether to provide water supply and wastewater 

treatment services themselves or to contract them out. Despite a longstanding debate on the matter, most 

services are still provided by the public sector. Private sector companies only figure as minority 

shareholders in two water companies, which together serve 6 per cent of the population. There are private 

holdings in a few pilot wastewater projects to which less than 1 per cent of the population are connected 

(Austrian Federal Chamber of Labour, 2003). 

Austria can be described as relatively fragmented considering that around 90 per cent of all 

municipalities have a population of less than 10,000 inhabitants and that the average population of a 

municipality is about 3,273. Therefore, considering the high level of access to water services, it is not 

surprising that public water supply and sanitation is rather small-scale and fragmented in structure (Price 

Waterhouse Coopers, 2001). As shown in Table 2.1 different organisational forms exist in Austria, with a 

considerable number of inter-municipal cooperations, in particular with regard to the provision of 

wastewater services. The increase in the number of inter-municipal cooperations in the water sector has 

been promoted by the Austrian support mechanism. Inter-municipal cooperation is regulated by the 

Austrian Water Act. 

Another specific organisational form can be found in the two federal states Lower Austria 

(Niederösterreich) and Upper Austria (Oberösterreich), as here the two federal states own the water service 

companies, supplying more than 200 municipalities with drinking water. Besides this there are also around 

125 associations of municipalities for water supply and around 330 associations of municipalities for 

wastewater services, with at least 3 municipalities connected. According to the Water Act (WRG 1959 

§87) associations have the same rights and duties as municipalities. The law also regulates their 

establishment, statutes and membership. 

Responsibilities of authorities 

In Austria, the enforcement of the water law (WRG) is carried out in a three-tiered structure. The 

Ministry of Agriculture, Forestry, Environment and Water Management makes up the first tier, and the 

provinces and district authorities (Bezirkshauptmannschaften) constitute the second and the third levels, 

respectively.  

Enforcement of the Water Act takes place under the control of the federal administration (Art. 102 B-

VG), meaning that besides the federal ministry, the province, governor and district administration 

(Bezirksverwaltungsbehörde), respectively, act as functional organs of the federal administration, are 

responsible for enforcement of the act. The actual division of responsibilities for issuing and amending 

permits for municipal water supply and wastewater treatment plants, as well as for water utilities and water 

installations (e.g. protective and regulatory constructions), is set down in the act (Art 98 ff WRG). With 

regard to environmental impact assessment, the legislative competences remain with the federal state and 

the nine states are in charge of enforcement. The actual division of responsibilities for enactment of the 

regional programmes (ordinances) issues from the Water Act as well. Ordinances are enacted by the 

governor (water law authority) or the Minister of Agriculture, Forestry, Environment and Water 

Management.  

Economics of the sector  

Water tariffs 

Water tariff levels are set at the discretion of the municipality (owner of the utility) but have to be in 

accordance with the legal framework. The óuser paysô principle and the ópolluterópaysô principle, 
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respectively, should be adhered to when setting water tariffs for water supply and sanitation. Furthermore, 

cost-recovery is the guiding principle to be used by the municipalities.  

In general, the annual water bill paid by water users is composed of an annual fixed fee and a single 

water tariff rate independent of actual water consumption (i.e. no increasing block water tariff or similar 

tariffication schemes exist in Austria). In addition to these recurrent charges, a one-off charge (i.e. 

connection fee) is applied in the Austrian water sector.  

In 2006 the average water tariff in Austria was approx. 1.15 Euro/m³ and the average wastewater price 

approx. 1.90 Euro/m³ (median 2.40 Euro/m³). However, regional differences between the water tariffs 

levied by municipalities exist
13

 and tariffs depend on the size of the municipality, as shown in Table 2.2. 

Table 2.2: Water tariffs in Austria (2006) 

Size of municipality Wastewater tariff [ú per m
3
] Water tariff [ú per m

3
] 

< 1,000 inhab. 2.21 0.99 

1,000 inhab. - 2,500 inhab. 2.25 1.11 

2,501 inhab. - 10,000 inhab. 2.25 1.13 

10,001 inhab. -50,000 inhab. 1.91 1.08 

> 50,000 inhab. 1.76 1.27 

Vienna (>1,000,000 inhab.) 1.43 1.19 

Austria (average) 1.90 1.15 

Note: inhab. ï inhabitants  

Source: Kommunalkredit Public Consulting GmbH, database 2006 

Table 2.2 clearly shows that there were large differences in water tariffs for wastewater between 

municipalities. The wastewater tariff in Vienna is the lowest of the tariffs presented in Table 2.2, but the 

same is not the case for the water tariff as the water tariff average for small communities was the lowest.  

It is worth discussing the tariffs in more detail as the tariff charged for wastewater may indicate the 

presence of economies of scale, as the tariff paid by inhabitants of small communities in general is much 

higher than that paid by inhabitants of larger cities. However, the situation regarding the tariffs for the 

supply of water differs in that no economies of scale can be identified, as for instance the inhabitants of the 

smallest communities are subject to the lowest tariff. This result is, however, not too surprising as size of 

municipality is only one of many factors influencing the level of water tariffs set. For instance, geographic 

and hydrological factors are significant, in particular in rural, mountainous regions. Another reason for the 

differences in the tariffs is the distance between water extraction (spring, wells) and water users, and it can 

therefore be expected that cities generally need longer distribution pipes than communities in rural areas. 

Furthermore, the water supply for cities is frequently secured several times by additional facilities that 

further increase operating and maintenance costs, which in turn lead to higher water tariffs as these higher 

costs must be recouped by the water tariffs under the cost recovery principle.  

                                                                 
13 Data compiled by Statistics Austria providing some insights into the water tariffs set by Austrian municipalities reveals that the water tariffs for water supply are in the range 

between 0.77 euro per m3 and 1.55 euro per m3 and for wastewater treatment between 1.50 euro per m3 and 3.47 euro per m3 in 2007 (Statistik Austria, 2008). 

The above-mentioned fixed fee which is part of the annual water bill paid by water users is also differentiated between the municipalities.  
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Table 2.3: Median of water tariffs according to organisational in Austria (2006) 

Water tariffs charged by  Wastewater tariff [ú per m
3
] Water tariff [ú per m

3
] 

provincial enterprise ------ 1.40 

association 2.40 1.20 

only own  

Facilities 
2.40 1.10 

Source: Kommunalkredit Public Consulting GmbH, database 

There is no significant difference in the wastewater tariffs between municipalities working in 

association (e.g. intermunicipal cooperations) and municipalities treating their own wastewater 

individually. The median of the wastewater tariffs amounted to 2.40 Euro per m
3
 (see Table 2.3).  

However, differences between the tariffs levied on water supply can be found in Austria, as the lowest 

water tariffs were reported in municipalities which provided their own water services. A detailed analysis 

of the reasons for the differences in the water tariffs is, however, highly complicated as many factors 

clearly influence the setting of water tariffs. However, it can be stated that water tariffs are in general 

higher in dry areas where the water resources must be transported over longer distances and must be stored 

for security reasons. Interestingly, inter-municipal cooperations have been established in dry areas in 

Austria, in particular in the south-east as revealed in Figure 2.6 below.  

Support scheme in the Austrian water sector  

The WBFG, which set the legal framework of the support scheme in the water sector, was revised in 

1958. The major amendment was establishment of the óWasserwirtschaftsfondsô (WWF, Water 

Management Fund) within the Ministry of Trade which took over the task of allocating national grants and 

soft loans in the water supply and sanitation sector. Soft loans were provided with favourable conditions 

with rather low interest rates (1-3 per cent) and long payback periods of up to 50 years. 

During the period between 1959 and 1993 the intention of the support scheme (WBFG) was to extend 

the water supply and sanitation infrastructure in cities and urban areas. As mentioned before, inter-

municipal cooperations such as municipal associations were privileged as they were eligible for higher 

support than municipalities operating utilities which only delivered water services to their own respective 

municipality. The political aim of increasing the number of people connected to the public water supply 

and sanitation as rapidly as possible was clearly reflected in this policy. This has to be seen in the context 

of that prior to 1970 only urban areas where connected to public facilities. In order to extend connection 

quickly, larger units were established by means of inter-municipal cooperation, and other urban as well as 

suburban areas were connected. The majority of the municipal associations were founded at this time.  

In 1993 the national support system for the protection of the environment (WBFG) was revised 

substantially and the UFG came into force. The reasons for the changes made at this time were many, 

probably one of the most significant  being a rising problem of financial difficulties experienced by 

municipalities and communities located in rural areas in repaying the loans they had received. 

Furthermore, the budget allocation to the WBFG was not sufficient, which moreover has to be seen in the 

context of the repayment problems. Therefore, the support scheme was finally revised and the funds were 

no longer granted in the form of soft loans but in the form of grants. The revision also affected other areas:  
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¶ Strengthening rural areas 

While the policy intention was to connect cities and urban areas, the WBFG originally focused on 

larger settlements. The UFG on contrary offered much higher support rates (i.e. grants) for rural areas and 

small communities in order to secure affordable investment costs there. 

¶ Adopting the nature of subsidies 

Until 1993, the water management fund (WWF) offered soft loans for investments in the water sector. 

This resulted from the lack of private money for investment in the water sector during this period. Banks 

also developed special long-term loan products for environmental investments of communities. Therefore, 

the governmental subsidy system has been changed to a system of annual grants, aiming to reduce the 

annual repayments of the loans and leaving the decision of where to seek the loan up to the applicant. 

¶ Institutional set-up 

Originally the WWF was operated under the Ministry of Trade. With the reform of 1993 management 

of the fund was transferred to a bank specialising in the financial needs of communities, Kommunalkredit 

AG. Since this time, the bank staff have been responsible both for processing the contractual and financial 

aspects of the loans as well as the technical approval of plans for which support is requested. 

In 2001 the latest changes were adopted.  

¶ Sources of capital 

It is now possible to claim annual subsidies without proving actual loan costs, thus leaving it up to the 

applicant to make the division between equity and external capital.  

¶ Economic aspects 

To promote economic solutions an additional lump-sum support scheme has been introduced offering 

the applicant the possibility of achieving higher percentages of support when aiming at the most 

economically efficient solution. The support scheme aligns with the overall water policy; in particular with 

regard to the guarantee that the water tariffs should not be too high, implying that the water bill should be 

affordable for each water user. This is reflected in the support scheme for wastewater infrastructure as the 

support rate increases with the investment costs, normalised by the number of water users: a subsidy rate of 

8 per cent is provided if the investment costs are less than 5,500 Euro per household. If the investment 

costs per household are between 5,500 and 15,000 Euro, the subsidy ranges form 8 per cent to 50 per cent 

of the investment costs. If investment per household exceeds 15,000 Euro, the subsidy rate is 50 per cent. 

In contrast to these variable support schemes concerning investment in wastewater infrastructure, a fixed 

support rate of 15 per cent of the investment costs is provided for investments into the water supply. 

The establishment of municipal associations in Austria was and is still influenced and promoted by 

the past and existing support schemes. Until 1993 the WBFG support scheme was particularly aimed at 

water infrastructure investments in cities and urban areas. According to this act, inter-municipal 

cooperation, such as municipal associations, received higher support in order to connect as many people as 

possible to public facilities as quickly as possible. As mentioned above, the financial support scheme was 

revised in 1993 and currently municipalities are obliged to submit an economic analysis when requesting 

financial support from the national government for any investment in the water sector. This economic 

assessment (the so called óVariantenuntersuchungô) comprises a cash value comparison of different 

investment options by taking into account the potential investment costs, operating expenses and re-
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investment costs for a period of 50 years. The different investment options to be studied do not only 

include the analysis of different technologies but must also assess the possibility of constructing water 

plants in association with other municipalities. This latter point is in particular of interest in the context of 

wastewater treatment plants. The study then identifies the investment which is the most economically 

efficient and the funding body can force municipalities to join forces and work together. 

In addition to the national subsidy system discussed above, different subsidy schemes at the level of 

the federal states exist. The role of these in financing the sector varies according to individual regulations, 

depending on the circumstances in the different states. 

Investment in the water sector 

Since 1959 around 40 billion Euro has been invested into the communal water services and 

approximately 77 per cent of the total amount (i.e. 31 billion Euro) has been used for improving the 

wastewater treatment infrastructure. As mentioned above, investments in wastewater treatment received a 

boost with the 1993 amendment of the Water Act. In contrast to this development, investment in the water 

supply system has been continually decreasing due to the high degree of coverage already attained. In the 

period between 1993 and 2007 around 2 billion Euro (water supply) and around 11 billion Euro (sewage 

disposal) were invested into communal water services to conform to water quality and quantity standards 

mainly derived from EU regulations and which have been transposed into Austrian water legislation. 

During this period subsidies in the range of about 0.4 billion Euro for water supply services and of 3.6 

billion Euro for sewage treatment disposal services have been spent. The average support rate is therefore 

around 20 per cent for water supply investment and 33 per cent for investment in the sanitation sector. 

Investment is still currently taking place and is expected to continue in future. At present, 

rehabilitation of the water supply system is normally not eligible for investment support; although in earlier 

years it was. Current investments in the water supply sector regularly aim to secure the current service 

levels by diversifying the water resources by increasing storage capacity but also aim to reduce the still 

large number of private wells in rural areas by linking them to the public water network. With regard to 

wastewater systems, these are still in the process of reaching state-of-the-art requirements and facilities are 

still under construction in remote settlements located in rural areas. Actual figures in 2007 show that 

around 840 investments took place in the wastewater sector and almost 400 in water supply.  

The distribution of investments in different forms of organisations in 2007 is shown in the figure 

below. 
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Figure 2.1: WSS investments in 2007 - according to various utility types  

 

Source: Kommunalkredit Public Consulting GmbH, database 2007 

Figure 2.1 reveals that municipalities were the main investor in water supply and sanitation service 

facilities in 2007. However, it has to be stated that this overview may be biased. For instance, several 

municipalities are part of an inter-municipal cooperation. Inter-municipal cooperations are only responsible 

for the sewage network linking the communal sewage network to the central wastewater treatment plant. 

The sewage networks within the borders of the municipalities are still under the control of the respective 

municipality. But this implies that investments in the municipally owned network are reported as an 

investment of the municipality and not of the association. This differentiation should be kept in mind as it 

was shown in Table 2.1 that wastewater treatment plants managed by inter-municipal associations provide 

services to a very large share of the population. This fact is not obvious when looking at the figures shown 

in Figure 2.1 above. The subsidies provided by the national government are part of the national budget.  

Annual costs of water services 

Annual costs are composed mainly of capital costs and operational costs, where capital costs are 

defined as the total of cost-accounting depreciation and imputed interest, and operational costs are 

composed of personnel costs, energy costs, costs of material, residue disposal, etc. The average structure of 

annual costs is shown in the following figures, distinguishing between whether the operator is a 

municipality or an association. It has to be stated that these overviews are based on a representative sample 

of 205 municipalities and 41 associations and provide a guiding indication of the cost structure of the 

Austrian water sector. In Figure 2.2 the distribution of the operating cost for water supply services is 

presented according to the individual cost categories.  
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Figure 2.2: Comparison of operational costs for water supply services 

 

Source: WIFO, 2002 

Operational costs for water supply are divided into the following categories: personnel costs, energy 

costs, cost of materials, third party water services, miscellaneous services and other. On average personnel 

costs account for the largest share of the costs of water supply services in municipalities (33 per cent), 

followed by other (31 per cent) and miscellaneous services (24 per cent). Likewise personnel costs 

represent the largest share of operational costs of associations (36 per cent), but here followed by 

miscellaneous services (30 per cent). The share accounted for by the category óotherô is smaller (17 per 

cent) than in the case of individual municipalities. Interestingly, the share of energy costs is much higher in 

the case of associations at 8 per cent compared to just 3 per cent in the case of municipalities. Although the 

allocation of the costs to the different categories is rather similar between municipalities and associations 

some differences do exist and can probably be explained by municipalities often not being able to assign 

their costs precisely, particularly if water supply services are part of the general administration (WIFO, 

2002). An interesting exercise is to assess the total average expenditure per capita supplied as this 

comparison shows that expenditure of water supply companies operated by municipalities was 58 Euro 

compared to 60 Euro per capita per year in those operated by associations (WIFO, 2002). This result may 

be interpreted as a contradiction of the idea of economies of scale, i.e. larger units having lower costs than 

smaller units. However, other factors, such as topography and/or hydrological conditions, can have a 

decisive effect when discussing inter-municipal associations, rendering financial considerations secondary.  

Differentiation of the operational costs of wastewater treatment plants was carried out in the same 

way as in the case of water supply services and divided into the following categories: personnel costs, 

energy costs, cost of materials, wastewater services from third parties, residue disposal, miscellaneous 

services and other. The values are based on a representative sample of 128 municipalities and 122 

associations (WIFO, 2002).  
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Figure 2.3: Comparison of operational costs for wastewater services 

 

Source: WIFO, 2002 

On average the cost category óotherô (39 per cent) accounts for the largest share of the operational 

costs of wastewater disposal in municipalities, followed by personnel costs at 19 per cent and 

miscellaneous services at 15 per cent. Smaller shares are allotted again to the categories material (9 per 

cent), energy, residue disposal as well as third party wastewater services (6 per cent each). Operational 

costs of associations are mainly composed of personnel costs (26 per cent), followed by miscellaneous 

services and other expenditure (each 22 per cent). Similarly to municipalities, smaller shares are accounted 

for by the energy (9 per cent), residue disposal (9 per cent), materials (8 per cent) and third party water 

services (4 per cent) categories. The differences in the shares of the individual cost categories (e.g. 

personnel, miscellaneous services and other expenditures) between municipalities and associations could 

again arise from different accounting systems and/or problems of cost assignment. 

However, the data revealing annual average expenditure of wastewater services show a wide 

difference between municipalities on the one hand and associations on the other, at 114 Euro per capita and 

49 Euro for the latter, respectively (WIFO, 2002). It has again to be stated that this data is based on a 

sample/questionnaire, implying that the figures are only indicative and that they cannot be generalised. 

Nevertheless it is worth noting that these per capita expenditure figures would demonstrate economies of 

scale, i.e. suggesting that wastewater treatment plants operated by associations are more cost-effective than 

those operated by municipalities.  

In general, revenues generated from water tariffs contribute to between 74 and 85 per cent of the total 

annual revenues of water utilities in Austria. As mentioned earlier, water tariffs are generally set by 

municipalities and even if the municipality is part of an association, fee sovereignty remains in the hands 

of the respective municipality, i.e. there is no uniform water tariff within an association and water tariffs of 

municipalities belonging to the same association can diverge. Therefore, any comparison of revenues of 

municipalities and associations is not straightforward as associations cover their costs by subsidies and 

contributions from members (municipalities). Furthermore, associations may only be responsible for the 

sewer system outside of the municipalities resulting in the municipalities which are part of the association 

having the responsibility of covering all the costs of the intra-urban sewer system.  

Comparison of the annual costs for wastewater and water supply services in municipalities of 

different sizes reveals some interesting results. Total annual costs for wastewater services per capita are 

presented in Figure 2.4 below and are differentiated between capital and operational costs. Average water 

tariffs for the different types of municipalities are also listed.  
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Figure 2.4: Annual costs for wastewater services per person connected to the public utility 
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 Source: Kommunalkredit Public Consulting GmbH, database 2006 

It is of no surprise that capital costs decrease in relation to an increase in the number of inhabitants in 

the various municipalities. Operational costs per capita, however, do not show the same trend as the 

highest costs per capita are reported for the largest municipalities. A similar result, namely that 

municipalities with a larger population have higher operational costs ï expressed on a per capita basis ï 

can also be seen for water supply services, as shown in Figure 2.5 below.  

Figure 2.5: Annual costs for water supply services per person connected to the public utility 
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Source: Kommunalkredit Public Consulting GmbH, database 2006  
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Forms of inter-municipal cooperation in Austria 

Inter-municipal cooperation within the framework of county-wide or national associations of utilities  

When discussing the role of associations, i.e. inter-municipal cooperation, in the provision of water 

services it is worth highlighting the fact that water services can be divided into different categories. For 

instance, water supply services include water extraction, water transportation with distribution pipes, 

supply of users with local pipes and accounting (billing of users). Similarly, the relevant services for 

wastewater treatment include wastewater collection with local sewers (i.e. intra-urban sewers), sewage 

transport between settlements/municipalities and treatment plants, waste water purification and accounting 

in relation to billing of the connected households and enterprises (Kletzan and Url, 2003). This 

differentiation is significant as the different services can be allocated between municipalities and 

associations in any combination..  

By (water) law ï associations of municipalities and provincial enterprises 

A direct correlation between the availability of water and the tendency to affiliate in collective 

organisational forms exists. Municipalities in the rather dry and flat areas in Austriaôs east tend to form a 

greater number of inter-municipal cooperations than those in the alpine and rather wet areas in the west. 

Also in urban agglomerations municipal associations are common. For water supply, approx. 590 of the 

2,357 municipalities are members of municipal associations, mostly situated in the east and south-east of 

Austria.  

Figure 2.6: Associations of municipalities and provincial enterprises for water supply services 

 

Source: Kommunalkredit Public Consulting GmbH, database 2007 

Analysis of the provision of water supply services shows that the majority of municipalities (60 per 

cent) carry out all four services (water extraction, water transportation, supply of users with local pipes and 

accounting) in the area of water supply themselves, i.e. a high degree of vertical integration is apparent. 

The remaining municipalities outsource at least one of the four above-mentioned services to other players 

in the water sector, such as associations or other municipalities. Cooperation between municipalities can 

primarily be found in the provision of services relating to water extraction and water transport.  
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Figure 2.7: Associations of municipalities for wastewater services 

 

Source: Kommunalkredit Public Consulting GmbH, database 2007 

The situation is rather different when assessing the work of associations, as about 1,690 municipalities 

are part of associations of municipalities in the field of wastewater disposal services, i.e. more than half of 

all of the 2,357 Austrian municipalities. In the sanitation sector the formation of municipal associations is 

observable throughout Austria and also in the mountainous region of western Austria. One of the reasons 

for this development is the topography, as wastewater treatment plants have been built in longitudinally 

obstructed alpine valleys (see Figure 2.8 below). In addition, a large number of small plants can be found 

in far-scattered areas of the Styrian upland (south east of Austria) or the sparsely populated Waldviertel 

and Mostviertel in Lower Austria (north Austria). 

Figure 2.8: Location of wastewater treatment plans 

 

Source: Kommunalkredit Public Consulting GmbH, database 2007 

As is the case in the water supply sector not all municipalities carry out the four different services, as 

defined above, under their own management. Quite a large number of municipalities cooperate with other 

municipalities or associations in the sewer system and wastewater treatment where they themselves have 

no wastewater purification facility of their own. Even in these cases of inter-municipal cooperation, the 

municipalities operating the local wastewater sewers as well as the billing predominantly themselves 

(WIFO, 2003) 
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This rather brief and by far non exhaustive discussion sheds some light on the fact that inter-

municipal cooperation can form part of the value chain, as the delivery of water or of wastewater services 

can be divided in different stages. In summary, in Austria these services are subdivided into four different 

sub-services and the delivery of each of these sub-services can be carried out by the individual 

municipality or by a municipal association or by both.  

Austrian Water and Waste Management Association (ÖWAV) and Austrian Association for Gas and 

Water (ÖVGW) 

The Austrian Association for Gas and Water (ÖVGW) and the Austrian Water and Waste 

Management Association (ÖWAV) are the two main institutions at the national level in the water sector. 

Both of these not-for-profit organisations are based upon voluntary membership but each represent 

different stakeholders. The ÖVGW is the special interest group for water utilities and companies, but not 

public institutions, working in the water sector and thereby protects the interests of their members. The 

membership structure of the ÖWAV differs slightly different as not only water utilities but also 

representatives of public institutions can be members of this organisation.  

The objectives of these two organisations overlap to a certain degree, which is in particulary visible in 

their aims: 

¶ Representing members' interests vis-à-vis public authorities, corporations and other institutions 

¶ Advising members in business and technical matters, and especially in legal matters 

¶ Networking with other professionals in the field and maintaining intensive contact with decision 

makers, legislators and public officials 

¶ Organising lectures, vocational training, conferences, exhibitions and professional experience 

exchange events  

¶ Public relations work  

In general it can be said that both organisations work to promote Austrian water and wastewater 

management in all matters of scientific research technology, business and legislation. However, each has a 

slightly different starting point as the ÖVGW represents the interest of the water industry whereas the 

ÖWAV which has a much broader membership representing all stakeholders in the water sector. These 

organisations can be characterised as a form of association/inter-municipal cooperation; although they do 

not play any role in the actual provision of water supply and wastewater services.  

Cooperation of wastewater treatment plan operators (óKlªranlagennachbarschaftô) 

An even looser association is the óKlªranlagennachbarschaftô, which can be characterised as a 

network of operators of wastewater treatment plants throughout Austria. Currently, 900 sewage treatment 

plants participate, pooled into 57 different cooperations. And recently, sewage system operators have also 

formed a network of this type, i.e. the óKanalnachbarschaftenô (cooperation of sewer systems operators).   

These types of cooperation have no specific legal form and therefore differ from inter-municipal 

cooperations and user-cooperatives, which both are based on legal acts. Participation in these cooperations 

is free and organised by the Austrian Water and Waste Management Association (ÖWAV)) in cooperation 

with the federal states. The objectives of this type of cooperation mainly relate to exchange of information, 

expertise and knowledge.  
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Inter-municipal service provision based on contracts 

A wide variety of inter-municipal cooperations are also entered into on the basis of commercial 

contracts. Organisational form ranges from complete take-overs of supply and disposal by one 

municipality for others to supply and maintenance contracts.  

There are further forms of private cooperation e.g. for procurement and maintenance. The Styria 

federations and municipalities have founded their own community to obtain better prices for materials for 

maintenance activities. 

Summary 

The Austrian water sector does not display much consistency as the connection rates for water supply 

and sanitation differ between cities and urban areas on the one hand and rural areas on the other. On 

average, the connection rate is around 90 per cent. The reasons for this development are many, one of them  

clearly being the topographic situation in Austria, but also the average size of municipality is rather small 

at the European level. This has led to a fragmented water structure, considering that there are more than 

2,000 water suppliers and around 1,500 wastewater treatment plants. This excludes privately operated 

facilities, such as user cooperatives or privately run wells and cesspits, often found in many rural areas, 

which provide water services to about 10 per cent of the population.  

One of the objectives of Austrian water policy was to extend the water systems, thereby increasing the 

number of inhabitants connected to the public water and sewer system. This policy can be described as 

having been rather successful. The financial support scheme at the national level was and still is one of the 

main driving forces for this development. Of interest in the context of this study is very much the Austrian 

policy approach which favours inter-municipal cooperation or associations in the water sector. In the past 

(i.e. before 1993), investments undertaken by inter-municipal cooperations or associations were eligible for 

a higher support rate compared with water infrastructure investment undertaken by an individual 

municipality. This policy approach was revised during the 1990s and today municipalities requesting 

national support when extending or reconstructing water infrastructure are obliged to carry out an 

economic analysis. Among other things the economic analysis has to assess whether water investments are 

more cost-efficient if carried out by an individual municipality or whether the investment is economically 

more efficient if municipalities join forces to carry out the investment scheme. The significance of the 

economic analysis is also reflected in the support rate as this is determined based on the outcome of the 

analysis. Although this approach seems to be logical and efficient, in particular as scarce funds may be 

saved, it regularly occurs that municipalities favour carrying out the infrastructure investments themselves, 

without another municipality. It can only be assumed that one of the reasons for this economically 

inefficient approach is the fact that local politicians favour having full discretion as the single operator of 

the water infrastructure.  

But as discussed above inter-municipal cooperation is present in the Austrian water sector. It should 

be highlighted that inter-municipal cooperation in the water supply sector can primarily be found in rather 

dry and rural areas. Inter-municipal cooperation in the sanitation sector on the other hand is found 

throughout Austria. The situation in the western, mountainous part of Austria deserves some attention as 

many wastewater treatment facilities operated by inter-municipal cooperations can be found in the 

longitudinally obstructed alpine valleys. This approach is often driven by cost considerations.  

The assumption of increased efficiency (i.e. economies of scale) has often been an argument in 

support of inter-municipal cooperation. This issue is assessed in this study but ï based on two different 

data sources ï no unequivocal result can be derived. This is not too surprising considering the influence of 

many different contributing factors. In this context it is decisive to keep in mind that several factors, such 
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as topography and the hydrological situation, are given and can significantly influence the costs of water 

services.  
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CASE STUDY FRANCE 

General Information 

In 2008, 64 million people lived in the Republic of France (including overseas territories). France's 

total land area is about 675,000 m
2
. The average population density is 95 inhabitants per km

2
 (INSEE, 

2008). France has three territorial levels of administration: 26 administrative regions (22 in 

Metropolitan/Mainland France and four overseas regions), 100 departments and 36,681 municipalities 

(communes). 

Compared to other European nations, the number of municipalities, i.e. communes, is very high, 

amounting to about 36,000 communes. The average size of the municipalities (number of inhabitants per 

municipality) is approx. 1,700 people per municipality. Approximately 98 per cent of municipalities 

(representing around 50 per cent of the inhabitants of France) have a population of fewer than 10,000 

inhabitants and almost 10 per cent of the municipalities have a population of fewer than 100 inhabitants 

(Minist¯re de lôint®rieur, 2008). 

Almost 100 per cent of the population is connected to a water distribution system. A slightly lower 

percentage of around 80 per cent of the total population is connected to a wastewater collection system 

(Barraqué and Le Bris, 2007). The large number of municipalities combined with the fact that since the 

1789 Revolution French, municipalities ï irrespective of the size of the municipality ï are responsible for 

the provision of water and sanitation services, the water sector is classified as rather fragmented. However, 

inter-municipal cooperation is widespread in France, considering that approximately 23,000 municipalities 

have merged their water services into joint service operators (Barraque, 2007). Nevertheless there exist 

more than 16,200 water utilities and 16,750 sewerage utilities (with 17,000 sewage treatment plants) in 

France. 

Regulatory and legal framework 

Constitutional law 

The present French Constitution of 4 October 1958 entitles territorial communities to take decisions in 

all matters that can best be exercised at their respective level (Article 72). Each municipality has the same 

legal status and the same structure (organs, elections, etc). This enables local municipalities to be free to 

choose the management style for public services.  

Inter-municipal cooperation 

In France, there is a long tradition of inter-municipal cooperation as municipalities have long been 

able to transfer the competency in providing water services to structures called syndicate intercommunaux 

(joint boards of several municipalities). The act of 22 March 1890 first institutionalised the cooperation of 

municipalities by providing a legal scheme for the creation of single-purpose inter-municipal associations 

(SIVU, syndicat intercommunal à vocation unique), a legal structure that links two or more municipalities 

for a single purpose. The SIVUs were created on an entirely voluntary initiative of the municipalities 
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concerned and funded from membersô budgets. They spread rapidly, particularly in rural areas, and 

typically applied to the provision of public services and utilities (Wollmann, 2008). At this time the driving 

force for the creation of inter-municipal cooperation was to realise economies of scale in the provision of 

public services, i.e. to achieve efficiency gains.  

The legal basis for municipal cooperation was extended by later legislation, particularly by the decree 

of 5 January 1959 which introduced multiple-purpose inter-municipal associations (SIVOM, syndicats à 

vocation multiple). As of 2008, there were approximately 16,000 associations throughout France with a 

slight decreasing tendency. Almost 12,000 of these associations were SIVUs (Ministere de lôinterieur, 

2008). 

Among some other legal acts concerning inter-municipal cooperation, the Chevènement law of 12 

July, 1999 has to be highlighted as it established new types of inter-municipal public bodies and also 

abolished some structures of intercommunality. Depending on the number of inhabitants of an 

agglomeration, three new types of body may be distinguished (communauté urbaine for agglomerations 

>500,000 people, communaut® dôagglomeration for middle-sized agglomerations with more than 50,000 

inhabitants, and the communauté de communes for small, mainly rural agglomerations) These public 

bodies differ in terms of their compulsory and optional competences, decision-making rules and funding. 

Besides delivering collective local public services (e.g. water supply, sanitation, waste management), the 

communities were established to manage more complex issues such as spatial planning, economic 

development or city management. An overview of the three different types of inter-municipal institutions is 

given in Table 3.1.  

Table 3.1: Forms of intermunicipal institution in France and their main characteristics  

Communauté urbaine (CU) Established in 1966. Extensive compulsory competencies in areas of urban 

services, infrastructure, planning and economic development. No possibility of 

withdrawal. Compulsory for Bordeaux, Strasbourg, Lyon and Lille and voluntarily 

adopted by further 10 municipalities, i.e. a total of 14 CU in 2006. Compulsory 

single business tax as a source of local fiscal resources. 

Management of public services, such as the provision of water, is compulsory 

under this form of inter-municipal institution. 

Communaut® dôagglomeration 

(CA) 

Established by the Chevènement law in 1999. Intended for contiguous urban 

areas of more than 50,000 inhabitants with a central municipality of more than 

15,000. Compulsory competences for urban planning and development. 

Compulsory single business tax as a source for local fiscal resources. In 2004, 

155 inter-municipal cooperations of this type existed, covering around 38 million 

French citizens. The number of CA increased to 164 in 2006. 

Member municipalities must transfer three of the following five blocks to the inter-

municipal institution: (i) creation, planning and maintenance of highways and car 

parks; (ii) environmental protection and use; (iii) construction, planning and 

maintenance of cultural and sports facilities; (iv) water treatment; (v) water 

distribution. The provision of water services is described as a semi-optional 

function under this form of inter-municipal cooperation. 

Communauté de communes 

(CC) 

Rules about competences and mode of funding depend on the size of the 

Communauté ï 2,286 existed in 2004 and in 2006 2,389 CC were recorded. 

The transfer of responsibilities regarding the provision of water services is optional 

and can be transferred to inter-municipal cooperation.  

Source: West, 2007 and Pezon, 2006  
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Under later legislation, the formation of communautés was encouraged by financial incentives, 

particularly the right to levy taxes and a temporary state contribution (Wollmann, 2008). The success of 

communautés is evident, both in rural areas and in urban areas. Between 1999 and 2006 the number of CCs 

increased by 77 per cent to 2,389 and the number of CAs rose from zero to 164 within the same period 

(Pezon, 2006). As of 2008, there were approximately 2,600 communautés throughout France.  

The significance of inter-municipal cooperation in the French water sector is evident, as shown in 

Table 3.2. Although the competency in the provision of water services lies with the municipalities, they 

have the right to transfer the competency for organising water supply and sanitation services to inter-

municipal cooperations (syndicats intercommunaux). The majority of French communes, i.e. around 70 

percent of all municipalities, exercise this right, in particular with regard to water production and 

distribution. The share is much lower in the context of the provision of services regarding the collection 

and treatment of wastewater. 

Table 3.2: Organisation of the French water sector (in % of municipalities)  

 Municipal Inter-municipal 

Water production 28 72 

Water distribution  32 68 

Sewage collection 70 30 

Sewage treatment  61 39 

Source: Barraque and Le Bris, 2007 

Since the early 1990s a shift in French politics and attitude towards inter-municipal cooperation has 

been evident. This in particular is observable with regard to the funding of inter-municipal cooperations, as 

they now can be financed directly via local taxes compared to in the past when they were financed via 

municipal budgets. Realising economies of scale must still be seen as an argument for inter-municipal 

cooperation, but the tasks under the responsibility of municipalities are now broader, often implying that 

there is a need for new municipal organisational forms in order to deal with often complex urban policy 

questions such as economic development, health and education, rather than simply provision of public 

services such as water supply. Inter-municipal cooperation today is seen as an important instrument of 

French State policy on territorial administration (West, 2007).  

When discussing inter-municipal cooperation it is important to highlight some of the recently adopted 

administrative and institutional changes. For example, the decision-making process has undergone a 

number of changes. It is no longer the case that each member municipality has one vote. The vote of 

member municipalities is now weighted and decisions are no longer made by unanimity but based on 

majority voting. The funding of inter-municipal cooperations underwent some important changes too. In 

the past inter-municipal cooperations were funded from the budgets of the member municipalities. Today 

the revenues from local taxes are earmarked for the budgets of inter-municipal cooperations, i.e. inter-

municipal cooperations have their own revenue raising capability. Two different fiscal schemes are 

available and which scheme is applicable depends on the different form of inter-municipal institution as 

listed in Table 3.1. The most interesting schemes are communautés urbaines and for communautés 

dôagglomeration as they give the right to inter-municipal cooperations to raise revenues by levying a single 

business tax that is not set by the member municipalities but by the inter-municipal cooperation itself.  

These two forms of inter-municipal cooperation have not only the fiscal power described above but 

communes also receive financial support from the government based on their population. This latter aspect 

is an incentive for municipalities to team up and form inter-municipal cooperations.  
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Water law 

The roots of French water law date mainly back to the beginning of the 19th century even though the 

first legal sources dealing with the use of water and rivers date from some hundred years earlier. The legal 

framework is established at national level. 

The 1964 Water Act (Law 64-1245 of 16 December 1964 on regime, distribution and pollution 

control of waters), the first comprehensive water policy in France, created the organisational and structural 

basis of the French water sector. Six hydrographic basins representing the major river basins in France 

were defined as main water management territories. Six Water Agencies were established to operate a 

financial scheme which applies to all basins. Basin Committees (also called óWater Parliamentsô) were set 

up to provide the democratic basis for debate and consultation. 

The 1992 Water Act (Law 92-3 of 3 January 1992 on water) introduces water management plans at 

basin and sub-basin level as basis for further development and put into force some rules relating to 

tariffication, licensing and public participation.  

The following laws aim to strengthen transparency and public procurement: The óSapin lawô (Law 93-

122 of 23 January 1993) is not specific to the water sector but provides a regulatory framework that applies 

to the delegation of services to private operators, which is widespread in the water sector. The óBarnier 

lawô (Law 95-101 of February 2nd 1995) focuses on reinforcement of the protection of the environment 

and involves among others the limitation of the duration of delegation contracts and the duty to publish 

annual reports by the municipality. The óMazeaud lawô (Law 95-127 of February 8th 1995) on public 

procurement and delegation of public services ensures more transparency from the operator (e.g. annual 

reports, controls, etc.). 

The 2006 law on water and wetlands (Law 2006-1772 of 30 December 2006) transposes the European 

Water Framework Directive and applies, for instance, the ópolluter paysô principle in order to avoid cross-

subsidisation, and the principle of cost recovery of water services. 

Institutional set-up 

In the water sector, three institutional levels have to be distinguished between: state level (including 

local administration), regional level (river basin level) and municipal level: The state exercises authority in 

relation water availability, provides the water police, carries out control of the enforcement of legal 

requirements and sets out the main national water policy guidelines. State activities are coordinated by the 

Ministry of Ecology and Sustainable Development in collaboration with several other ministries (e.g. 

Ministry of Finance, Ministry of Interior). 

State administration is also carried out by local entities. At the regional level, the Regional 

Departments for the Environment (DIREN), in total 26 decentralised administrative departments of the 

Ministry of Ecology and Sustainable Development, ensure the implementation of water policy. At the 

department level, the government's devolved departments apply the regulatory and technical parts of water 

policy. 

On a river basin level, there are two bodies for each basin: 

¶ The Water Agencies play a key role in the French water sector. The agencies are financially 

autonomous public bodies under the supervision of the Ministry of Environment and are 

responsible for consultation, promotion and financing. The agencies are in charge of establishing 

a Master Plan for water management at basin level. They collect revenues (charges) from water 
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users according to water pollution and water abstraction. In return, the agencies provide technical 

and financial assistance to municipalities. 

¶ The Basin Committee is a body that supports consultations among regional, departmental and 

municipal politicians, user representatives, organisations (e.g. NGOs) and state representatives in 

the respective river basin. The role of the committee is both political and administrative. 

The municipalities are responsible for operational organisation of drinking water supply and 

sanitation services involving investment, operation and maintenance. Municipalities are entitled to choose 

freely the most appropriate management methods for these services. Services are organised by the 

municipality itself, by an inter-municipal cooperation (SIVU, SIVOM, Communautés, etc), by a public 

operator or delegated to a private company. As a considerable number of municipalities as well as inter-

municipal cooperations have been making use of the option of outsourcing water services, private 

enterprises have become very important players in the French water sector. In this context it is important to 

point out that the organising authority (commune) remains the owner of the assets regardless of the mode 

of operation, i.e.  direct management or delegated management.  

That private operators play a key role is further illustrated in that they serve 71 per cent of the 

population (26 per cent in towns and 45 per cent in inter-municipal cooperations) and provide around 80 

per cent of the total water volume sold. The remaining population is served either by small water utilities 

run by single municipalities (serving 12.5 per cent of the population) or by publicly operated inter-

municipal cooperations serving the remaining 16.5 per cent of the population (Barraque, 2007). As 

mentioned above, irrespective of the mode of operation selected the organising authority still remains the 

owner of the assets.  

There are several types of management by private operators. The most frequent type is the leasing 

model, followed by the concession model. The leasing model solely includes operation of the facilities. 

The lessee collects the water tariffs and must return a portion of the revenue to the municipality to cover 

maintenance and financing costs. The concessionaire constructs and exploits the facilities at their own 

expenses and risk, but keeps all water tariffs collected from the consumer. 

The private water market is dominated by three companies which cover 98 per cent of the contracts 

with local authorities. In terms of the population, private operators manage 72 per cent of the water 

services and 55 per cent of the wastewater services (BIPE/FP2E, 2008). 

Municipalities or inter-municipal utilities determine the tariffs and remain the owner of the 

infrastructure. Municipalities do not have any authority over the taxes and service charges which are set by 

the state and the water agencies. The duration of the leasing contract is between 5 and 12 years, whilst a 

concession contract may last up to 20 years. 

The ówater pays for waterô or the ópolluter paysô principle is generally recognised. The user bears 

most of the costs of managing the water they consume through their water bills. The municipal budget for 

water and sanitation services must be self-supporting, with income covering expenditure. Only small 

municipalities with fewer than 3,000 inhabitants are entitled to transfer money within their municipal 

budget lines. Despite this, some cross subsidies e.g. from domestic consumers to industrial and agricultural 

consumers, have been identified (Lamothe, 2003). 
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Economics of the sector 

General figures 

Average extraction of water from surface and groundwater resources was 33 billion m
3
 in 2006, of 

which only 18 per cent (6 billion m
3
) was used as drinking water. The billable portion was only 4.4 billion 

m
3
, mainly due to leakage losses. The total number of abstraction points for drinking water is about 35,000 

units, a number which corresponds to the number of municipalities in France (BIPE/FP2E, 2008 and IFEN, 

2007). 

The wastewater volume entering treatment plants was more than 7 billion m
3
 (including stormwater 

effluent) in 2006, the billable portion was 3 billion m
3
. The total number of treatment plants comes to more 

than 17,000 units, which is less than 50 per cent of the number of municipalities in France. 75 per cent of 

wastewater treatment plants are small with a population equivalent (PE) of less than 2,000 PE. Only 2 per 

cent of the plants are larger than 50,000 PE (see: BIPE/FP2E 2008, IFEN 2008). Overall, the water sector 

remains highly fragmented as there are over 34,300 water services (drinking water supply and wastewater 

treatment) (Lamothe, 2003). 

Inter-municipal cooperation 

The following tables clarify the importance of inter-municipal cooperation for water service 

provision. The tables present the connection rates according to the size of municipality. As for water 

supply (Table 3.3), 73 per cent of municipalities manage their facilities using a cooperation model.  

Table 3.3: Number of municipalities in 2004 by form of organisation and population (inhabitants) (drinking 
water supply) 

Water supply Inhabitants  

Organisation <400 
400 - 

1,000 

1,000 -  

2,000 

2,000 - 

3,500 

3,500 ï 

10,000 

10,000 ï 

20,000 

20,000 ï 

50,000 

> 

50.000 

Total number 

of 

municipalities 

Without service 77        77 (0.2%) 

Municipal 5,381 2,085 1,027 581 601 177 96 35 9,983 (27%) 

Inter-municipal  

and mixed 
13,613 6,818 3,070 1,282 1,214 293 220 76 26,586 (73%) 

Total number of 

municipalities 
19,070 8,903 4,098 1,863 1,814 470 316 111 36,646 (100%) 

Source: IFEN, 2007 

Concerning sanitation (Table 3.4), only 22 per cent of all communes take advantage of inter-

municipal cooperation. Disregarding communes with no service, the proportion of inter-municipal 

cooperation rises to 34 per cent. Compared to the water supply rate, inter-municipal cooperation in the 

field of sanitation is less widespread. Table 3.2 also shows the increasing importance of inter-municipal 

cooperation in communes with a higher number of inhabitants. While less than 10 per cent of the 

communes with < 400 inhabitants manage sanitation within inter-municipal cooperation, more than 50 per 

cent of communes larger than 10,000 inhabitants are members of a cooperation. 
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Table 3.4: Number of municipalities in 2004 by form of organisation and population (inhabitants) - (sanitation) 

Sanitation Inhabitants  

Organisation <400 
400 - 

1,000 

1,000 - 

2,000 

2,000 ï 

3.500 

3,500 -

10.000 
> 10.000 

Total number of 

municipalities 

Without service 10,972 1,874 167 12 6 1 13,032 (35%) 

Municipal 6,400 4,086 1,999 910 622 183 14,200 (39%) 

Inter-municipal 1,633 2,581 1,644 761 941 494 8,054 (22%) 

Mixed 65 362 287 180 246 219 1,360 (4%) 

Total number of 

municipalities 
19,070 8,903 4,098 1,863 1,814 897 36,646 (100%) 

Source: IFEN, 2008 

Water pricing 

In 2006, the total water bill in the water sector amounted to approx. 12 billion Euro (including all 

taxes and charges) of which 59 per cent was invoiced for water services and 41 per cent for wastewater 

services. 40 per cent of the sum billed was destined for local authorities, 18 per cent for the state and Water 

Agencies and 42 per cent for private operators (BIPE/FP2E, 2008). 

The average total water tariff (water supply and sanitation) is 3 Euro per m
3
. The share of drinking 

water supply is just below 50 per cent of the total cost, the share of sanitation just above 50 per cent. 

Within Metropolitan France, the price ranges from 1.9 Euro/m
3
 in the south-east to 3.9 Euro/m

3
 in the 

west. This indicates a wide range of more than 100 per cent, caused by economic, geographic, technical 

and sociological factors. The price of water in France is in line with the European average (UN CSD-16/17 

National Reports). 
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Figure 3.1: Overview of water tariffs in France  

 

Source: IFEN, 2007a 

Table 3.5 shows the average water tariff for water services (water supply and sanitation) according to 

the organisational structure and the management system selected (i.e. in municipalities with a sewerage 

system) in 2004. A comparison between municipal services and inter-municipal services reveals that 

municipal services are priced lower. An explanation may be that inter-municipal facilities involve a higher 

degree of technical complexity, in particular they require large interconnected networks (Barraque and Le 

Bris, 2007). The vertical axis shows a significantly lower price in the case of public management compared 

with management by private enterprises. The differences in water tariffs may be explained by the 

attractiveness of delegation in the case of difficult (i.e. rather expensive) local conditions (IFEN, 2007a). 

Table 3.5: Water tariff in Euro/m
3
 depending on the organisational structure and the management system in 

2004 

 Organisation 

Management regime Municipal Inter-municipal Mixed Total 

Public 2.19 2.85 2.48 2.54 

Delegation (Private) 2.93 3.44 3.25 3.28 

Mixed 2.60 3.04 2.97 2.97 

Total  2.59 3.19 2.99 3.01 

Source: IFEN, 2007a 
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Investments for rehabilitation and extension of water infrastructure 

Water and wastewater services are among local authoritiesô major investment priorities. Public 

investment amounted to 5.6 billion Euro in 2004 including the construction of new facilities and the 

upgrade of existing plants (BIPE/SPDE, 2005). Financial means are needed to maintain water 

infrastructure and the network of water mains. Steel and asbestos mains need to be replaced as well as lead 

connections. The investment volume for these purposes is estimated to reach 2.5 billion Euro per year 

(Bauby and Lupton, 2004). 

Financing of water infrastructure 

The following table (Table 3.6) shows the fund flow to local authorities in 2006. The main portion of 

revenue comes directly or indirectly from consumers. Subsidies from Water Agencies also stem from 

service charges paid by consumers. The effluent from the ósystemô to the state (via taxes) was 629 million 

Euro in 2006. The input via subsidies from departments and regions was 586 million Euro (BIPE/FP2E, 

2008). 

Table 3.6: Funds to local authorities in million Euro 

Sources of Funding  
Public water service 

 
Wastewater 

service 
Total 

Subsidies (from Departments, Regions) 163 423 586 

Subsidies (from Water Agencies) 107 1,027 1,135 

Water tariff (directly from consumers) 1,571 1,422 2,993 

Water tariff (indirectly via private 

operators) 
1,399 623 2,022 

Total 3,240 3,495 6,736 

Source: BIPE/FP2E, 2008 

Subsidy System 

Subsidies are financed via water charges levied by the Water Agencies which are determined by the 

volume of pollution discharged and the volume of water abstraction applied to water users. The funds 

collected are subsequently reallocated by means of financial assistance. The subsidy system is managed 

mainly by the Water Agencies and assumes adherence to the agenciesô policies (Management Plans, etc). 

Subsidies can be allocated to private and public persons who contribute to the achievement of goals of 

common interest by implementing projects in line with the Water Agenciesô investment programmes. The 

Water Agencies provide subsidies in the form of low interest loans and grants. The subsidy may amount to 

40 per cent of the installation cost accompanied by an additional loan up to 20 per cent (OECD, 2006). 

Another financial source is the National Fund for Development of Water Supply and Sanitation 

(FNDAE), which is dedicated to rural areas to enable them to invest in water supply and wastewater 

disposal. The fund is managed by the Ministry of Agriculture. The financial means of the fund are raised 

from an additional charge to the water bill. The fund therefore contains a cross-subsidising element. The 

annual budget is about 145 million Euro (Bauby and Lupton, 2004). Subsidies also come from the 

departmental local authorities and in certain cases from municipalities with fewer than 3,000 inhabitants. 




