
 

The provision of infrastructure services (e.g. mobility, supply and disposal, education, welfare ser-

vices, culture) is organised differently in the various European Union countries. The actual structure 

of infrastructure policies depends on factors including the legal, economic and political framework in 

the country concerned (see also Chapter 3). In this chapter, we will focus primarily on economic con-

cepts and the reasons for market or state involvement in the water supply and sanitation industry. We 

will then go on to discuss the institutional options available for organising water supply and sanitation 

systems. 

 

For state interventions, i.e. action taken by the state,2 a range of financial justifications are considered 

in general terms to demonstrate that individual decisions have caused a range of inefficiencies (“mar-

ket failures”) which can be corrected through state action. In this context, market failures are traditio-

nally discussed in connection with the following phenomena: external effects, public goods, lack of 

competition, lack of and/or incomplete markets; lack of information or information asymmetries; lack 

of foresight, insecurity and uncertainty; long-term, complex coordination and planning demands; merit 

goods (e.g. books) / demerit goods (e.g. drugs). 

The presence of market failures generally means that individual decisions should be supplemented 

or replaced by collective, often state, action and planning. As such, the presence of market failures 

can generally be assumed in the field of infrastructure policies, particularly in relation to water as a 

resource (see studies such as Hanemann, 2005; also the distinctions discussed below). 

On the whole, arguments for state intervention on the basis of efficiency can be derived from the 

following explanations: individual decisions (including on markets) lead to an inefficient allocation of 

existing resources; goods and services demanded by citizens are not provided individually, or are only 

provided individually to an insufficient (i.e. inefficient) extent. State intervention can increase efficiency 

in this area in the following ways:  

                                                      
2 In this study, the term “state” will be used as a synonym for all public-sector actors. This means that the state is active 

in planning, operating, regulating and financing infrastructure at various levels (European, national, regional, lo-

cal/municipal). In this sense, the state makes collective decisions which – at least in principle– are intended to be in 

the common interest, while decisions made by households and companies aim to satisfy individual needs and inte-

rests. 


