
 Goods and services demanded by society (e.g. basic health care and education) are provided as 

a result of decisions made by the state (i.e. by the public sector)3;  

 Planning and a standardised, central supply can reduce transaction costs (e.g. administrative 

costs);  

 Individual lack of foresight can be compensated for by state insurance systems;  

 Environmental and social sustainability can be ensured by a legal framework. 

One important requirement in relation to increasing efficiency is that state intervention itself must be 

efficient, i.e. that it takes place for the common good, for example, and that potential state failures 

(e.g. distorting taxation, the political economy in infrastructure policy) are not detrimental to overall 

efficiency. 

In addition to these “traditional” forms of market failure, an important role is also played by conside-

rations of justice – as well as basic considerations of public finance and welfare economics. The 

state should not only function effectively, but should also counterbalance any unequal distribution of 

wealth perceived as undesirable (e.g. income, wealth, opportunities to participate, regional dispari-

ties). Extending beyond this significantly, state action can be justified in the interest of guaranteeing 

basic rights and the right to freedom, and ensuring desirable social development (ethics). 

If state intervention is called for on the basis of these aspects, the state must assume a fundamental 

responsibility for the planning and provision of infrastructure. How exactly this responsibility should 

be exercised cannot, however, be inferred from this economic justification. As a result, how the role 

of collective planning and decision making is defined in practice primarily results from the various 

societal aims (e.g. considerations of justice) in connection with the specific, physical properties of the 

infrastructure concerned. 

Water is distinguished from other goods traded on markets by its physical and economic properties 

(e.g. Young and Haveman, 1985; Kessides, 2004; Lieberherr and Fuenfschilling, 2016). These pro-

perties include its mobility, the variation in available water supply, its interconnected uses, the absence 

of substitutions and economies of scale in the sense of a natural monopoly, which necessitates direct 

state supply or at least strict regulation in relation to water as a resource. This special role shall be 

examined in more detail below, paying particular attention to the reasons for and duties of collective 

action.  

Table 1 gives an overview of various areas of responsibility that can generally be exercised by various 

players (e.g. private households, companies, private organisations, non-profit organisations, the public 

sector). Distinctions are made between tasks within infrastructure policy according to the provision of 

services, funding and regulation. Normative justification can be found for the state to take an active 

role in all three sectors. The economic justifications noted above for state intervention in water ma-

nagement systems are summarised in Table 1 under the heading “Efficiency”. The aspects of effi-

ciency include public goods, external effects, regulation of competition (natural monopoly), network 

infrastructure, divestiture and information asymmetries. The importance of these individual aspects 

for the water management system varies with regard to both water supply and sanitation. 

                                                      
3 For instance, collective pay-as-you-earn systems (for pension schemes, health and accident insurance) are known for 

having significantly lower administrative costs while providing much higher levels of provision. 


