
 

Figure 1: Proportion of public and private supply systems in cities with more than 1 million 

inhabitants (globally) 

Source: Authors’ representation based on Massarutto (2016). 

A variety of regulatory requirements arise from the discussion up to this point, relating to both public 

and private provision of water. These become apparent along the supply chain, i.e. from the granting 

of rights and use of water resources, to performing services in a narrower sense, to the use of water 

by end consumers (Massarutto, 2016). This also brings out the challenges arising from the specific 

properties of water as a resource as well as the network infrastructure itself. 

As such, it is natural that the economic properties of the water supply and sanitation industry are also 

relevant for a purely public supply, even though the regulatory requirements are easier to meet, i.e. 

more efficient and fairer, in public supply systems. For example, the transaction costs of central, state-

run planning and provision may be lower overall (see also discussions in section 5.3.2); aspects of 

governance (e.g. democratic control for sovereign setting of fees vs. control of abuse by regulatory 

authorities) also play a key role in this. With regard to the organisation of framework conditions, there 

is also therefore a major economic incentive to influence the regulatory framework, e.g. as part of 

simplified privatisation or the elimination of price and revenue regulations (“regulatory capture”, see 

Dal Bó 2006; see also Chapter 3). 

In addition to this, Table 2 contains a rough overview of alternatives for governance in various 

stylised options for infrastructure provision in water management systems. What is clear is that any 

institutional option requires specific governance mechanisms and regulations, while each one is 

associated with different risks and problems. The central elements of the respective institutional opti-

ons are derived from possible political influences (e.g. pricing), the supposed efficiency disadvantages 

of public supply and the various demands on market regulation with regard to information asymmet-

ries, transaction costs and the expected returns for investors. 
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