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I. INTRODUCTION 
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The sub,ject of this paper was originally limited to "The Wor l d 
Bank's Criteria for Financing Water Supply and Sewerage Projects. 11 However, 
since the program of this seminar provides sufficient opportunity for 
detailed discussions of specific technical, financial and other aspects of 
water supply and -sanitation, and since I seem to be the only speaker affiliated 
with a multilateral lending institution, it might be worthwhile to first 
present a few facts and considerations, related to "foreign aid" and to . the 
WOrld Bank, and to multilateral and bilateral financing, in general. I 
should confess, however, that my contribution, if any, to thi~ paper is very 
small ; I have largely drawn from many important and thoughtful articles and 
books written by others, speeches made by others, and statistics compiled 
by others. MY attempt is, to present in a comprehensive form, and to bring 
into perspective, what has become a complex subject~ the relationship between 
foreign aid, the Wbrld Bank and sanitary engineering projects. 

II. BILATERAL AND MULTILATERAL AID 
~ 

I would like to start out by referring to an important recent 
analysis on foreign aid, the so-called "Pearson Report" ?!/ which had been 
commissioned and sponsored by, but carried out independently from, the W>rld 
Bank. Table 1 shows the total armual average and the regional distribution 
of "Net Official Assistance" from bilateral and multilateral sources. Wlile 
these averages ·refer only to financial assistance under "concessional 11 t erms, 
cover only a relatively short period of four years (1964-67), and do not 
include the most recent developments, they should still adequately reflect 
the proportions in which "official foreign aid" is being distributed and 
allocated, and the relative emphasis which is given by different donor · 
countries and lending agencies to different regions. Attention is drawn to 
the following highlights: 

(i) Multilateral aid represents onlt 14 percent of the total. 

!( Paper prepared for Water Supply and Sanitation Seminar in Bangkok from 
Januar.y 19-23, 1970, sponsored by the u.s. Trade Center Bangkok and the 
u.s. Department of Commerce: 

Y "Partners in Development", Report of the Commission on International 
Development, Chairman Lester B. Pearson, September 1969. 
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(ii) The u.s. has contributed more than half (53 percent); France, 
U.K., Garmany, Japan and Canada together have provided more 
that a quarter (28 percent), and the remaining donor countries 
(Belgi~, Netherlands, Italy, Australia, Sweden, Austria, 
Denmark and Switzerland) about 5 percent, of the .. total. 

(iii) The u.s. is the most important donor in all regions, except in 
Africa, where France has been contributing slightly more. 

(iv) Most donor countries have allocated the largest share of their 
aid to Asia (highest Japan with 98 percent), but a few have 
given more to Africa, especially Belgium (99 percent) and 
France (92 percent). · 

(v) Of the multilateral aid, 43 percent has been for Asia, 32 percent 
for the Western Hemisphere and 25 percent for Africa. The 
comparatively high proportion for the Western Hemisphere reflects 
the important contribution of the Inter-American Development 
Bank to this region. 

With respect to the regional distribution of aid and its allocation to 
specific countries, the Pearson Report makes some interesting comments: 

"If aid had been distributed according to any economic criteria, the 
. distribution would certainly have been very different from what has 
occured over the last 15 years. • •• There is also a general bias in 
aid allocation against large nations, which regularly received smaller 
amounts of aid on a per capita basis. It is ab~rd, but true 
that India would have received more aid in the past if she had split 
into several independent countries.n 

Concerning the role of the multilateral agencies the Report goes on to say: 

11Since some bilateral donors will continue to give high priority to 
political, humanitarian and cultural considerations, distribution of 
addition.al aid primarily according to performance can be ensured only 
if multilateral agencies try to fill gaps left by bilateral preferences. 
This is one of the strongest arguments which developing countries have 
been making over the past two decades in favor of expansion of multi­
lateral aid. • •• The most important advantage of multilateral process 
is the fact that it is mutual. It gives recipients an opportunity to 
monitor donors and donors to monitor other donors, as to the performance 
of their commitments, the quality and terms of pro.ffered aid, the 

- criteria of performance, and the ties and strings attached to aid." , 

I would like to close thfs introductory chapter on "foreign aid" in general, 
with a final quote from the Pearson Report: 

"The real economic burden of foreign aid to wealthy nations is often 
considerab~ ·exaggerated. It is not uncommon to hear the total flow 
of resources to developing countries .referred to as something which 
the rich countries "give" to the poor. Nothing could be further from 
the truth, or more misleading •••• The flow of private capital and 
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official credits undertaken for corrUnercial reasons have no more the 
character of "aid", when they flow to developing countries than when 
they flow between industrialized countries. • •• If there is reason 
to believe that goods devoted to foreign aid would otherwise have 
gone to waste, their real cost to the supplier would be nil. • •• In 
view of the fact that most bilateral aid is tied to purchases in the 
supplying country and helps to promote more production and exports, 
the real burden of aid must be less than the face value of the 
resources which are transferred. • •• It is doubtful whether transfers 
directed primarily to military purposes ang only secondary to long 
terms development, should be thought of as an aid burden at all. In 
the saroo vein, suppliers, who expect economic returns from general 
aid programs in terms of a foothold in future markets can hardly main­
tain that aid is a burden equal to its face amount. In short, the 
real burden of aid clearly runs below the dollar value of all resources 
transferred from the developed to the developing countries. This fact 
deserves to be more widely known." 

Obviously, the Pearson Heport does not want to minimize the importance of 
commercial foreign aid prograllB, but it wants to stress that foreign aid 
should be considered under a new light and that the developed and the devel­
oping countries should become more aware of their common role: to be 
11 Partners in Dev~loproont", as is the appropriate title of the Report. In 
this respect, the multilateral agencies, such as. the Worid Bank, in which 
both "donors" and "recipients" are represented, are probably .the best 
vehicle to promote this partnership, and to make it operative. 

III. MULTILATERAL AID AND THE WORLD BANK GROUP ..,. 
Table 2 illustrates the amount of· lending by the different multi­

lateral agencies for each year from 1960 to 1968. During this period, the 
number of nrul tilateral agencies has increased from 4 to 9. While the World 
Bank (IBRD) is still the largest among these agencies, its share in the total 
multilateral operations (which has tripled) has decreased from 70 to 40 per­
cent. 'lbe International Development Association (IDA) and the Inter-American 
Development Bank (IDB), which were founded in 1960 and 1961 respectively, have 
provided an increasing share of the total, reaching 14 and 15 percent respec­
tively in 1968. '!he share of the UN institutions, which have mainly financed 
project preparation, not implementation, has been fairly uniform with 20 to 
25 percent. The new regional development banks, namely the ·Asian Development 
Bank (ADB) and the African Development Bank (AfDB) have started operations 
only in 1968, but are expected to quickly accelerate their lending volume in 
the coming years. 

'!he World Bank Group (IBRD, IDA, IFG) will probabiy continue to be 
the leader among the nrul tila teral agencies. Furthermore, although the volume 
of multilateral· aid will probably always remain small co~ared with the volume 
of bilateral aid, the World Bank has an important role as coordinator of multi~ 
lateral and bilateral aid through the increasing number of consultative groups 
for specific countries or regions, .. and through joint financing arrangements. 
This means that the World Bank has a special responsibility in establishing 
and applying its criteria for development financing, and it is understandable 
that these criteria are the target of special interest, .and sorootimes cri ti­
cism. But before explaining these criteria, it is necessary to explain 
briefly, what the World Bank Group is and what it does. 
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IV. THE WORLD BANK GROUP - ORIGIN, NATURE AND FUNCTIONS 

The World Bank Group consists of three international financial 
insti~utiona, the World Bank itself, formally the International Bank for 
Reconstruction and Development (IBRD or, in short, Bank) and two affiliates, 
the International Development Association (IDA) and the International Finance 
Corporation (IFC). Each has ita own special function, but all are devoted 
to the aam:t general objective - the promotion of economic development. The 
Bank, the senior institution of the three, was established in 1944 together 
with the Internati.onal Monetary Fund. It makes loans to governments, or with 
a goverrunent guarantee, at conventional rates of interest. By June 30, 1969, 
the Bank had 110 members and had lent a total of nearly US$12,600 million 1/ 
to 85 countries. · . -

The International Developrmnt Association (IDA) was created in 
1960 and has 102 members (only a few Bank members are not members of IDA). 
It finances the same general type of projects as the Bank, selected according 
to the same standards, but on terms which place a much lighter burden on the 

- balance of payments of the borrowing country. Its assistance, in the main, 
has been confined to countries where per capita incomes are exceptionally low 
(currently, . a GNP of US$300 per capita or less determines· the eligibility of 
a country for IDA funds) and which cannot meet all their external capital 
requirements on the basis of borrowing on conventional terms. At the end of 
June 1969, credits amounting to about US$2,170 million had been extended QY IDA 
to 51 countries. · 

The International Finance Corporation (IFC), founded in 1956, 
supplements the activities of the Bank by making and enco~aging investments 
on commercial tenns in productive private enterprises in developing membeij 
countries. By December 31, 1968, IFC had 90 members and has 1 made net cormni ~ments 
totaling US$289 million to private companies in 39 countries. (For tl':¥3 
purpose or' this paper, the operations of IFC are irrelevant and will not be 
further mentioned.) 

1 

I 

In most .major respects the operating policies of the Bank and rQA 
are identical. Both institutions lend only for projects or programs which 
are of high priority for the borrowing country's economic developn~nt, which 
are economically and technically sound, and which have satisfactory prospects 
of being carried out and operated successfully. The two institutions apply 
the same methods and standards in detennining for what purposes loans or : 
credits should be extended and in deciding what conditions need to be estab­
lished to assure that these purposes will be achieved. The interrelationship 
between the Bank and IDA can be seen from the fact that of the 51 countries 
which have been rece:j..ving IDA funds, 32 have also received Bank loans. Some 
of these countries received these loans before IDA was established in 1960 
and others became eligible for IDA funds as a result of a deterioration in 
their economic situation after that date; nevertheless, there are quite a 
few countries which have been and are receiving a "blend" of Bank loans and 
IDA credits. 

1/ A substantial portion of Bank loans (US$2,300 million) has been sold to 
participating banks, investment companies, etc. 
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Sources of Funds 

The fundamental differences between the Bank and IDA are in the 
sources of their funds, which in turn have a bearing on the terms under which 
these funds are being relent. The Bank started its operations with a paid-in 
portion of 10 percent of the subscriptions of its member countries amounting 
to about US$2,300 million. However, the most important source of its funds 
has becolll3 borrowing in the international capital markets (total outstanding 

~ U3 $4, 300 million), mainly the US ( outs tanding US $2 , Boo inilli on) and Europe , 
especially Germany (outstanding US$1,100 million). The Bank's bond issues 
are secured by the total uncalled capital (90 percent of the members' sub­
scriptions), which is worth US$20,700 million. It is partly because of this 
large security - and partly because of the Bank's general credit rating as 
an efficient and profitable organization - that it has been able to borrow, 
and consequently relend, funds at premium terms. For the borrowing countries , 
this is the most apparent tangible benefit from the Bank, namely, that it can 
provide funds at better terms than they would normally be able to obtain by 
borrowing directly in the same capital markets. To illustrate this point, 
the total amount of bond issues placed by developing countries in the inter­
national capital lilarket from 1964 to 1968 has been a significant US$1,800 
million, but US$1,400 of this total were placed by 5 out of 26 countries 
namely Argentina, Israel, Mexico, Portugal, Spain. During the same period 
the Bank placed bonds for US$2,400 million. Nevertheless, because of the 
increasing cost of the Bank's own borrowing and in spite of its desire to hold 
its interest rates as low as possible, these rates have increased from less 
than 4 percent in the first years of Bank operations, to at present 1 percent. 

In contrast, IDA credits (the terms "loan" for B~ and "credit" 
for IDA are normally used to make a distinction between the two operations) 
are interest free, and carry only a low service charge of cvrrently 3/4 per­
cent. The repayt'TBnt period is much longer, normally 50 years, compared with 
15 to 25 years for Bank loans. These favorable terms are possible only because 
the major source of funds for IDA credits are grants or interest f~e loans 
from in total 18 (the so-called part I countries), of the Bank and IDA 
members. The ·original contributions to . IDA in 1960 totalled US$780 million; 
since then they have been twice replenished, in amounts of US$750 million and 
US$1,190 million respectively. Also, the Bank has transferred US$385 million 
from its net earnings to IDA. However, it has been far more difficult for 
IDA to assure adequate and timely replenishment of its resources than for the 
Bank to obtain additional funds through borrowing in the capital markets. 

Purposes and Regional Distribution of Bank Loans and IDA Credits (Tables 3 & 4) 

In the past, Bank loans have mainly been made for Electric Power (33 
percent) Transportation (31 percent) and Industry (15 percent);whereas IDA 
credits have mainly been for Transportation (34 percent), General Develppment 
Programs (25 percent) and Agriculture (18 percent). Water Supply and Sewerage 
Projects account for only a small fraction (less than 1 percent of Bank loans 
and less than 2 percent of IDA crfl.di ts) of tm Bank Group 1 s operations. We 
shall return to this phenomena later. 

There are also marked differences in the regional distribution 
between Bank loans and IDA credits: While the former are more evenly distri­
buted (Asia & ~liddle East 38 percent, Latin America 29 percent, Europe 19 
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percent, Africa 14 percent), -the bulk of the IDA funds (72 percent) went 
to Asia & Middle East, leaving 18 percent for Africa, 6 percent for Latin 
.ArrM3rica, and 4 percent for Europe. 

V. GENERAL CRITERIA FOR PROJECT APPRAISAL BY THE BANK AND IDA 

Before any particular project is appraised, which has been pre­
sented to the Bank or IDA for financing, the "creditworthiness" of the 
country is being ,assassed to ensure, in the interest of not only the Bank/IDA 
but of the prospective borrowing country, that the tenns and amounts of the 
loan (or credit) are within the limits which the country can reasonably be 
expected to service, taking into account all existing and prospective future 
foreign debts. The appraisal of the project itself usually involves six 
different aspects: economic, technical, conunercial, financial, institutional, 
organizational and managerial aspects. 

The objective of the appraisal of the economic aspects is to 
determine (i) whether the sector involved is of priority for the economic 
development of the country concerned, and (ii) whether the project is of 
sufficiently high priority in this sector to justify investment in it. The 
relative financial return of different projects is frequently not a sufficient 
test of their relative contribution to a country's development. In many cases 
basic investments are required before other investments in more immediately 
profitable activities can be undertaken. The benefits properly attributable 
to these basic investments may be very great even though the direct earnings, 
at least in the short run, are not high or may even be . non-existent. 

The economic appraisal involves an investigation~£ the demand for 
the goods or services which the project is expected to produce. This study 
may be of varying scope, ranging from a narrowly localized ptudy, as in the 
case of a municipal water supply project, to one that is nationwide, as in 
the case of a national railway project. In some instances --the investigations 
may need to be world-wide; for example, in the case of a project to develop 
a source of iron ore for export. Another question which will normally be 
investigated during the economic appraisal includoo the relative merits of 
alternative ways to provide the goods and services required. 

The appraisal of the technical aspects of a project involves an 
investigation of the detailed engineering plan for its construction and 
operation, including the proposed scale of the project, the types of process 
or equipment to be used, the location, layout and design. · The technical 
staff available to the borrower, both for carrying out the project and for 
operating it, is evaluated and a judgment is reached whether outside help 
is required. - When, in the Bank's opinion, consulting engineers or other 
experts should be brought in, the Bank often assists the borrower to prepare 
. tenns of reference • The choice of consultant is made by the borrower, but 
the Bank satisfies itself that the consultant chosen is suitably qualified; 
it believes that a selection should be made on the basis of qualification 
to perform the work, not on price 

An important part of the technical appraisal of a project is an 
investigation or · the assumptions on which the cost estimates have been calcu­
lated. Cost estimates should include adequate contingencies and provisions 
far interest during construction, and for initial working capital. 
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The commercia+ aspects of projQct appraisal entail a review of 
all arrangements 'l'or b~t\.ng 4Pd selling. In the construction phase, this 
involves the arrangements for buying the materials needed to construct the 
;project. The Bank is concerned that the borrower shall obtain the best 
value for the money spent - an objective normally attained by requiring 
'international competitive bidding. For too operating phase, it involves 
the proposed arrangements for obtaining the raw materials, power and labor 
needed to operate the project, and for marketing its product. 

The appraisai of the financial aspects of a project usually falls 
into two sections: that concerned with the amount of money required to 
bring the project into operation and with the sources from which it is to 
be obtained, and that concerned with operating costs arid revenue and pros­
pective liquidity in the operating phase. 

Since the Bank and IDA finance only a part of the project cost, 
it is necessary to ensure that funds from other sources are available on 
reasonable terms to meet the balance. 

Financial projections must also be calculated for the operating 
period and are necessary, for example, for a revenue-earning project to 
estimate the financial return on the investment and to dete.rmine whether 
the borrower is likely to have sufficient working capital. In the light 
of these projections, a judgement has to be made about the soundness of the 
financing plan. 

The institutions are also concerned with the organization proposed 
for the execution of a project, both during the construction and operating 
phases. In the case of soiTV3 projects, the Bank has condi~oned its assistance 
upon the creation of an autonomous operating authority insulated from poli­
tical pressures and rigidities of government administrative procedures. 

The Bank and IDA place particular stress upon the assurance of 
adequate mana~ement for a project. In cases where adequate local management 
is not avail a le, the borrowing country; or the enterprise, concerned is asked 
to look for organizations or individuals qualified to assist in running the 
enterprise, at least during the initial stages, and to provide appropriate 
management training to local personnel. · 

It would seem that all these criteria are reasonable and ought to 
be applied not only by a lending institution such as the Bank or IDA, but by 
any authority which is involved in programming, preparing or implementing 
a project, regardless whether it is located in a developing or in a developed 
country, and regardless whether outside financing is involved or not. Yet, 
as Mr. Shoaib, one of the Bank's Vice Presidents, stated at the 1967 Water 
for Peace Conference in Washington, "looking back after two decades, it is 
easy to see that any country in a position to meet such apparently routine 
requirements without helt could hardly be classified as underdeveloped. 11 

However, the conclusion o be reached is not that the requirements are too 
rigid, but that most of the developing countries need assistance in meeting -
gradually - these requirements. This distinguishes the Bank Group (and the 
other multilateral agencies) trom most normal lending institutions: It acts 
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increasingly- as advisor ·and counsel for its poorer members and not as a 
lender who is only interested in protecting its investment. 

The key question and the area of potential controversy is, of course, 
how the Bank and IDA apply their general policies in specific cases. In the 
following chapters, I shall try to describe and explain this with respect to 
water supply and ·sewerage projects, and to add some general comments, where 
this appears useful or where the Bank's criteria are connnonly misunderstood. 

VI. FINANCING OF WATER SUPPLY AND SEWERAGE PHOJECTS 

A. Background 

The World Bank is not a prime lender for water supply and sewerage 
(henceforth WS&S 1/) projects, nor does it claim to be an authority in finan­
cing such projects. · Certainly, it is far from becoming,_ what Professor Mehta 3_/ 
once suggested as a desirable vehicle for promoting these projects, namely 
an "International Water Supply Bank." If any institution deserves such a 
title, it would be the Inter-American Developrent Bank . ( IDB), but its opera-

. tions are limited to Latin America. Latin America is indeed very fortunate 
to have not only the · !DB but also the Pan American Health Organization (P AHO) 
preparing projects in the sanitary engineering field, and assisting in thoir 
implementation. 'lhe following table - although showing the status as of 
1966/67 only - may illustrate this fact better than words: 

% of 
Lending for WS&S Projects Million % of Latin 

US$ Worldwide America 

Worldwide 486 100 
La tin Arne rica 303 62 100 
IDE 229 47 76 

A comparison between the operations of !DB and the World Bank with respect 
to WS&S project lending is interesting in several other respects (Table .5). 
Two poi~ts should be highlighted: 

(i) Compared with only 1-2 percent of all Bank/IDA lending the IDB 
lendin~ for WS&S projects was almost 20 percent. 

(ii) The average Bank/IDA loan for WS&S projects was . about US$7 million 
(Bank US$10 million and IDA US$3 million) which is somewhat higher 
than the average IDB loan for WS&S of US$.5 million. However, while 
the !DB average is clearly in line with the average of all its loans, 
the overall average of Bank loans (US$20 milliorj and IDA credits 
(US$13 million) is considerably higher than the respective average 
for WS&S projects. 

These facts have no special significance as such, but they give 
some indication of the differen'!i type and scale of operations. But WS&s 
is not the only area of Bank/IDA lending, where the average loan amount 
is usually below "nonnal. "; for example, the same is true 'for Education 
p·rojects. AlsO', the number of loans made in the past and their size are by 

I 

11 This refers to water supply or
1 

sewerage projects, or a combination of both. 

11 Central Public Health Engineering Research Institute in Nagpur, India. 
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. no means an indication of the current, nor of the expected future, 
preference of the Bank Group for specific types and sizes of projects, 

. nor is there a "bias" against W&LS projects. This is demonstrated in the 
.Bank's Annual . Report 1969: "Water Supply and Sewerage is a relatively new 
area of Bank Operations, and the Bank Group expects to expand its lending 
for water supply and sewerage during the next five years. Borrowers 
frequently need special help in the implementation of these projects; this 
may include assistance in institution building and detailed supervision of 
operations for some time after the completion of the physical construction 
work involved. Asa result each loan takes up a proportionately greater amount 
of time than it might in a sector where the borrower is more experienced. 
Project identification and preparation in this field also present special 
problems." · 

Hence, the problem is mainly that - except in Latin America, 
which is relatively well assisted by the !DB and others, including the Bank 
Group - there are not enough suitable W~S projects ready for financing. In 
many countries, water Supply and Sewerage is not even recognized as a matter 
of national concern. Consequently, the investment programs prepared by the 
national planning offices of these countries have often no, or only inadequate, 
provisionsfor this sector. Usually only the capital cities are able to attract 
sufficient attention to their needs in water supply and sewerage. In fact, 
with a few exceptions, most Bank/IDA lending for WS&S has been for capital 
cities. Of course, there are also strong economic arguments for placing a 
high priority on W~S projects in large urban areas (there the greatest number 
of people can benefit from the minimum expenditure of money, manpower and 
other resources), compared with smaller cities and rural areas. But the Bank 
Group is aware that, so far, the projects for which financing has been 
requested and was provided, were more selected by "default" than based on 
sound, balanced and comprehensive country-wide sector studi s. This leads 
to the basic question of the "economic justification" for WS&S projects in 
general. 

B. Economic Aspects 

One of the elements on which the economic appraisal of a WS&S pro­
ject is based, are demand projections. These should be as detailed as possi ble 
and should take into account not only projected population growth, increase 
in per-capita demand, different requirements and consumption patterns of 
different conswner groups {domestic commercial, industrial, public), but 
also the "elasticity" of water demand, as for example, affected by price, 
rate structure and metering. Textbooks are not always the best guide in 
establishing demand estimates, and the per-capita consumption in some developed 
countries is more an example for water waste than an indication of high economic 
development. Most important is a realistic estimate of the amount of un­
accounted water, or more general "water losses", which in many cases have been 
found to be far above any acceptable level, sometimes unknown even to the 
engineers responsible for the system. 

The techniques to analyse projects from an economic point of view, 
and to quantify the merits of different projects, can only briefly be men­
tioned here, they are: Cost~Benefit Analysis, Internal (or incremental) 
Rate of Return Calculations, Discounted Cash Flow, Present Wbrth Analysis, 
etc. In all these different but interrelated types of analysis, the sources 
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and tenns of financing are immaterial. In other words, the results are the 
saroo if a project is financed without, with limited or with a large amount 
of foreign funds; nor are they affected by the proportion between borrowed 
funds, funds generated from operations and others. Economically, all these 
funds are capital, which has a "price", also called the "opportunity cost of 
capital". This cost is different from country to country, but is always above 
the actual lending rates: Nobody would borrow money unless he expects to 
earn from investing it more thrul the amount needed to service his debt. Simi­
larly, any country should be careful in investing its scarce financial 
resources (whether own or borrowed)in projects which have an economic return 
below the respective "opportunity cost of capital 11 • 

Accordingly, the key factor in analysing the economic efficiency of 
any project is the measurement of cost and benefits in economic, not financial 
terms. While the "cost" of WS&S projects can normally be defined without too 
many difficulties, there is considerable discussion among economists whatshould 
be considered the "benefits". 'Ihe easiest solution would be to define such 
benefits as the "maximum consumers would be prepared to pay for successive 
quanti ties of water or for successively better sewerage service." There are, 
however, two more types of benefits, normally referred to as "social bene­
fits", which are above those realized by individual consumers. '!he first is 
related to the collective nature of water use like, for instance, street 
cleaning and public gardens watering, in short, the contribution to the 
aesthetics of urban life; the second - more important - are the "external" 
effects of water use, namely eradication or reduction of water-borne diseases, 
resulting in reduced disability, morbidity ru1d death rate~, in lower medical 
expenses and in increased productivity of the labor force. Further benefits 
are reduced fire losses, and, in turn, sometimes a reduction in fire insurance 
premiums. 

Unfortunately, the efforts spent by many talented people to quantify 
these "social benefits"have not yet resulted in formulas which have been 
generally accepted or could be generally applied. Moreover, there is a wide 
gap between those who consider even a discussion of the desirability to quanti­
fy such benefits as "immoral", or at least strange, and those who suggest 
(i) that from an economic point of view some of these benefits - especially 
population growth - are no benefits at all, but rather unfavorable side effects 
of improved water supply; or (ii) that "social infrastructure" such as water 
supply, sewerage, housing is normally productive only in the long but not in 
the short run, and can, therefore, not be considered a precondition for, but 
rather a "fruit" from, development; or (iii) that improvements in urban WS&S 
are likely to accelerate migration from the rural areas into the cities ru1d 
thus worsen the urban problems. The truth, as always, is probably somewhere 
between these extreme positions. On one hand there are undoubtedly intangible 
benefits of water _ supply, which cannot be quantified but are important for 
the improvement of human life and of living conditions.· On the other hand, 
admittedly, social infrastructure is not a means by itself, but its develop­
ment should be programmed in balance with other basic investments in the 
economy. There are quite a few examples, where an originally sound policy of 
placing priority on productive investments has led to an impasse br further~ 
development when there was an overcapacity in, say, electric power and industrial · 
facilities, but a severe backlog in other essential services, such as water 
supply for industrial and domastic use. As to the "urbru1" argument: migration 
from the rural into theurban areas will take place (and has taken place) even 
if the social infrastructure is deficient: Urban areas are, and will increasingly 
becoDB t-he essential dynamos for progress in all industrializing countries. 
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In this connection," I should mention the World Bank's increasing 
,awareness of urban problems and its concern about the deteriorating condi­
tions in many cities in the developing world. Mr. McNamara said this in his 
recent address t.o the Bank 1 s Board of Governors at the Annual ·Meeting 1969: 
"The phenomenon of urban decay is a plague creeping over every continent, 

' but its corrosive effects are critical in the poorer nations. The resources 
required to provide minimal services and infrastructure for urban populations, 
which in the year 2000 may be 500% higher than today, are staggering. Our 
knowledr,e of how to best deal with the whole issue of urbanization remains 
primitive. But one point is clear: the problem must be dealt with on a com­
prehensive national basis." And with these remarks from the President of 
the World Bank Group, we are back at the fundamental obstacle for more WS&S 
project lending: The lack of sound national investment programs and sector 
studies for water supply and sewerage, which analyse the present situation, 
realistically estimate future requirements, and define priorities. 

C. Technical Aspects 

As pointed out earlier, preparation for Bank lending for WS&S projects ­
bas required proportionately much time and effort. The reasons are not so much 
t..h73.ficiencies in detailed engineering but unsatisfactory planning. This refers 
to the identification and analysis of alternative ways of staging long range 
master plans, and of alternative schemes for the proposed initial stage; 
obviously these tasks are closely related with the economic analysis and 
justification of projects. In most cases, when the Bank/IDA eventually approved 
the loan, the project was very different from the time when it had first been 
presented for financing; changes had been made (i) in the scale of the project 
(and contrary to some beliefs, there are also cases where the Bank encouraged 
much larger schemes than had been proposed), (ii) in the blsic · supply alter­
native (e.g. groundwater instead of surface water and vice v~rsa), or (iii) 
in the emphasis on various project elements (often the possibilities of 
reducing water losses by rehabilitating the distribution system are not suffi­
ciently explor~d; sometimes additional supply would mostly feed water leaks, 
and be lost for actual consumption, especially where supply had been inter­
mittent and supply hours increase as a result of the project). Of particular 
concern in preparine v.JS&S projects in developing countries are the design 
criteria. Criteria, which have proven to be adequate or may even be prescribed 
in "rich" countries with a shortage of labor and with a sophisticated technology, 
should be carefully reviewed, and if necessary modified, before applying them 
to projects under different climatological, social and economic envirorunents. 
This subject will certainly be discussed in more detail in the course of the 
Seminar. Only one more point: In preparing specifications for bidding, 
engineers should leave as wide a range of options as possible for different, 
but equivalent equipment (e.g. pipe materials, pump sizes, meter types) unless 
there are justified constraints, such as a reasonable degree of standardi­
z.ation; this can result in important savings in cost. 

In summary, based on the Bank's past experience with WS&3 projects, 
it must be said that there is much . room for improvement in the approach to, 
and in the preparation of these projects, from the preliminary feasibility 
study to the detailed bidding documents. Not only planning engineers from 
the developing countries, but especially the consulting engineers from the 
developed countries assisting them in project preparation, should be aware 
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of the fact that the product of their work is in competition with many other 
proposals for investment in the countries concerned and that it depends, among 
other things, on the quality of this product whether or not more WS&S projects 
will be implemented in the future. Professional enthusiam alone is not 
sufficient, and the desire to design a technically perfect scheme, using the 
most advanced techniques and employing sophisticated devices, normally· leads 
into the wrong direction. · 

D. Commercial Aspects 

Under "General Criteria for Project Appraisal" it was stated that 
these aspects refer to all arrangements for buying and selling, not only during 
the construction but also during the operating phase. The "selling 11 aspect is 
often neglected by agencies responsible for WS&S services; this is understand­
able, because in most cases the backlog and shortages are so great that it 
seems hardly possible that there would ever be a need to "advertise" for 
customers. Nevertheless, in cases, where a project provides new facilities 
in an area which had .previously no community WS&S service, or where this 
service was only available to certain sections of the community (and where 
consequently the public was forced and able, and later accustomed, to use 
their own facilities) it has sometimes proven difficult to attract and to 
connect the projected number of customers to the new facilities. Special 
legislation may be needed, but may not be easy to obtain, to ensure an adequate 
support of the new system. 

Naturally, during the stage of project preparation and implementation 
the 11buying" aspect .is of much more immediate concern. The Bank/IDA has 
issued "Procurement Guidelines", which normally becoJOO part of its agreements 
with the borrowers. These Guidelines explain specific s ~ps to be f0llowed by 
the project authority with respect to advertising, preparing specifications, 
and other bidding documents, bid opening and evaluation p~·ocedures, and to 
general contract provisions. 'lhe basic requirement is that - with a few 
exceptions - borrowers are expected to open procurement for all contracts 
related to the project to "international co~eti tive bidding". '!he term 
"intentational" is qualified in the sense that, while bidding should be open to all 
Bank member countries (and Switzerland, which is not a member but has a special 
relationship with the Bank), no procurem:tnt should be made from non-roomber 
countries. When, in exceptional cases, the Bank agrees ·to · reserve certain 
contracts to local procurem:tnt, these contracts are normally excluded from 
the package of works regarded as the "Project" financed under the loan; this 
has no implications when the loan is only made for foreign exchange expendi-
tures, but it may be important, if the loan amount is determined as a percentage 
of the total "projec~" cost. 

The requirement of international competitive bidding is accepted by 
all Bank borrowers without difficulty, when procurement is for goods for which 
there is no competition from within the borrowing country. There is over­
whelnrl.ng, and sometimes dramatic, evidence from thousands of contracts procured 
under Bank/IDA financing, that §Uch competition results in substantial savings, 
compared, for example, with "tied aid" as related to many of the bilateral 
assistance programs. However, international competition is more controversial 
when the goods and services involved are also available from within the 
borrowing country. The Bank Group's two basic objectives, namely (i) to 
ensure - through wide competition - that borrowers obtain the best value for 
their money and that all member countries have the opportunity to participate 
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in such bidding, and (ii) to provide a reasonable degree of protection to 
the domestic indust~ of developing countries, thereby stimulating industri­
alization and economic growth, seem to be difficult to reconcile. In 
practice, the question is, of course, how to compare bids from foreign and 
from local suppliers, and how to determine the "lowest evaluated bidder" to 

1whom the contract should be awarded. In the past, the Bank has in appropriate 
cases and at the request of the borrowers agreed to a certain degree of 
"preference" for local suppliers (normally 15%, or the a.illount of custom 
duties on the CIF price of the lowest foreign bidder, whatever is lower). 
Obviously, such an across-the-board formula is simple but, depending on 
each case, it may or may not provide an acceptable and ad~quate degree of 

· protection for local suppliers. This is especially true, if the locally 
produced goods themselves have a large import component. Therefore, from 
an economic point of view a formula based on "value added" (to the import 
component) would be preferable, but such a formula is more difficult to 
design and more so to apply. 

With respect to WS&S projects - as in most other projects ~ the 
ability of local firms to compete with foreign suppliers varies from country 

_ -to country. In general, however, it is for civil works, later in the manu­
facture of pipes (especially concrete pipesh and then in the production of 
mechanical equipment (pumps, motors, and sometimes water nieters), where . local 
firms become increasingly competitive in the various stages of economic deve­
lopment of the respective country. 

E. Financial Aspects 

The need to have sufficient funds available to cover the cost of 
a proposed project would seem to be a generally accepted ~ct. It is all 
the more surprising that there are cases, as in a number of the Bank/IDA 1 s 

WS&S projects, where it has taken a long time, after the B8nk/IDA ·1oari. was 
in principle assured, to obtain evidence that the balance of the fUnds was 
available from local sources (the project authority itself, the Govern.Jll3nt , 
local financing agencies or others). 

However, it is with respect to the financial criteria for the 
"operating", not for the "project construction" phase, where the Bank/IDA is 
most commonly criticized as being too rigid and following a hard line. The 
principal scape-goat is the concept of the "financial rate of return", or 
more general "profit", which the Bank applies to all revenue earning projects, 
and specifically to public utility projects (electric power, telephones, 
water supply). The financial rate of return is defined as ·the "Net Inc.ome 11 

plus Financing Chargee (Interest . but . ·~ Amortization) expressed as a 
percentage of the ''Net Fixed Assets in Operation" (Rate Base). "Net Income" 
means Gross Income (from water sales, sewerage service charges, etc.) minus 
the sum of (i) Operating Costs (salaries, supplies, etc.), (ii) the amount 
added to the reserve for Depreciation and (iii) Financing Charges. "Net Fixed 
Assets in Operation" or "Rate Base" means the realistic (if necessary re­
valued) present value of all fixed assets {plants, pipelines, reservoirs, 
distribution system - but not inventories and other current assets), except 
work in progress, minus accti"Mulated depreciation (which in turn must be based 
on a realistic present value of these assets). It is important to stress that 
for the purpose of calculating the Net Income, amortization is not a cost; 
it is, of course, an e:x-pendi ture to be taken into account in 
cash flow forecasts. "Capitalized" Operating Costs (e.g. salaries of 

} · 
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staff directly engaged in project preparation and supervision) and Capitalized 
Interest (interest or loans for projects during the construction period of 
such projects) have to be deducted from the totals before entering the amounts 
into the calculation; these capitalized costs become, of course, part of the 
project cost and thus of the 11 rate base". 

Arguments brought forward against the "rate of return concept" are 
both "qualitative" (namely on the principle of using this concept for WS&S 
projects) and "quantitative" (on the size of the return requested by the 
Bank). As to the concept, which in simple terms requires a WS&S company to 
earn enough money to cover not only its current expenditures· but to accumulate 
certain amounts for future expenditures, I would like to quote from Barbara 
Ward, the well-lmown British economist, who can hardly be accused of being a 

. "capitalist"; she wrote, in 1962: "A developing government should aim its 
policies at ensuring the quickest rate of capital accumulation. Profits 
should be strongly encouraged, in public as in private enterprise, and tax 
systems arranged so that all the incentives are towards their reinvestment. 
This dOes not always arouse much enthusiasm among planners brought up to 
believe in the inherent immorality of profits and ready to run essential 

_ public services on .a 'no profit, no loss' basis. But profits are one of the 
chief means· by which resources can be put at the disposal of society, and, 
as is little known, are a major source of investment in Soviet Russia.'' 

As to the size of the return, the Bank is aware of the fact that 
water supply companies and even more so sewerage services, have normally to 
recover from a substantial backlog in investments and cannot be expected to 
immediately generate as high returns as would be desirable. Therefore, as is 
reflected in most of the Bank/IDA loan agreements for WS&S projects, borrowers 
are given a certain period of initially low, but increas~g returns to achieve 
the desirable target; the target itself depends on the situation, but is 
normal.ly around 8 percent to 10 percent. In practical terms, the rate of 
return concept, coupled with the projections on actual cash requirements 

. (which sometimes demonstrate the need for more funds than would be necessary 
to achieve the agreed-upon rate of return), has a direct bearing on the 
charges which have to be levied on the water and sewerage customers. It is 
here where economic and financial "theoryu ends, and where practical and 
pragmatic, and too often political, considerations begin. 

In this connection, it is sometimes argued that it is irrelevant, 
and the Bank should not be concerned about, how the total amount of the neces­
sary funds is being generated. However, in the Bank's view, the most equitable 
way of charging for water, and the least conducive to waste, is to relate water 
charges as closely as possible to actual consumption; this requires, of course, 
metering of all connections, and can normally only be achieved in stages. 
Nevertheless, in the financial appraisal the Bank/IDA is concerned about any 
proposal, and wishes to be satisfied about the need, for charging for water 
on any other basis than consumption {e.g. property value, fixed amounts with 
mininrum consumption allowance) or for giving water "free" to certain consumer 
groups (hospitals, schools, government). It is, however, accepted in certain 
cases that the Goverrunent or the municipality pay, or subsidises payment for 
water consumption of a consumer group, which they wish to assist. 

Financial management of a WS&S company, or of any other public 
utility, requires an · efficient and business-like accuunting system. Accounts 
should regularly be audited by independent auditors. Billi.nt: and collect].on, 
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·tudget control and budget programming are important areas of financial 
management. The quality and effectiveness of a public utility company, as 
of any other business or government can always best be assessed from the 
way it is handling its financial affairs • 

.f. Institutional, Organizational and Managerial Aspects 

It has sometimes been said that if there is a single most important 
objective of the Bank Group's operations, besides providing funds for finan­
cing projects and progr~ns, it is to help the developing countries building 

,institutions which provide the necessary organizational and administrative 
framework for planning and implementing public and private investments. The 
need for such assistance is especially great in the WS&S sector and involves 
the institutional set-up at the national government level, the ·local organi­
zations responsible for constructing and operating \~&S schemes, and the 
recruitment of competent managers, experienced professionals and skilled 
labor to staff such organizations. Unfortunately, there are no textbooks or 
formulas which provide a tool for defining or for measuring the best solution 
in a given case. Neither does the Bank have a ready-made solution. WS&S has 

- some peculiar features: On one hand, and in physical terms, WS&S services 
are mostly "lo.cal ", seldom regional, and almost never national (in the sense 
of nationally interconnected systems of roads, railways, or electric power 
lines). On the other hand, while the supply of good and sufficient water is 
essential for almost any economic activity, the demand for industrial, and 
even less for potable, water represents normally but a small percentage of 
all available water resources in a country and normally most of these resources 
are used for other purposes (especially hydropower generation and irrigation). 

Not surprisingly, therefore, one can find a vari~y of ways how 
different countries have assigned the responsibli ty for WS&S and for "water" 
in general to various departroonts at the national. governmEint level. For tm 
purpose of water resources allocation and from the point of view of WS&S, 
most of these arrangements can be adequate, as long as it is assured that 
sufficient quanti ties of water are reserved for water supply. However, in­
spite - or possibly because - of the proportionately small quantities of 
water involved, this requirement is sometirres overlooked and in sone national 
water programs there is 11 no water left" for conununi ty water supply. 

More important from an institutional point of view, is the question 
how to organize and exercise at the national government level regulatory 
functions related. to WS&S services, such as developing and administrating 
rate policies, monitoring financial performance, setting technical standards, 
etc. Considerint the difficulties of most WS&S services in developing countries, 
the need for such coordination and central assistance is obvious. Therefore, 
while the Bank does not necessarily suggest or support the establishment of 
a national water ·authority, it strongly recommends instituting and enforcing 
sound national public utility policies (not limited to WS&S) and giving 
support to the operating agencies in following such policies. 

As to the responsibility for constructing and even more for 
opera tin£ WS&S services, the Bank/IDA 1 s a xpe rience indicates that this should 
normally be left, or delegated, as close as possible to the local level. 
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However, regardless of whether the operating authority is established . at the 
municipal, regional or national level, it should be organized and operated 
as a revenue-earning utility, should be separated from normal government 
bureaucracy, and should not be subject to political interference in its normal 
affairs. For example, it should be able to independently set water rates in 
accordance with sound financial criteria and within the limits of generally 
accepted rate policies in the country. It is in this respect that the Bank/ 
IDA is sometimes requiring the setting-up of a new autonomous authority, 
(before approving a loan for a public utility project). This authority may 
be fully or partly owned by the public and mqy have a board in which the 
political councils are represented. 

Even where such an autonomous authority cannot, or not immediately, 
be established the Bank/IDA expects that the WS&S service is organized as a 
separate department within the general structure of the respective local or 
national government. This refers especially to keeping WS&S accounts separate 
from the general books in order to clearly allocate income and expenditures, 
and determine the financial performance, of the WS&S service ·. 

The organizational structure of a WS&S service should be functional 
and should define lines of responsibility in such a way that management can 
effectively delegate authority without losing control over the operations. 
This requires the installation of effective management reporting systems and 
of general communications systems within the organizations . . In this respect, 
a WS&S service should not be different from any other commercial finm. 
Experience shows, however, that the principle of operating revenue-earning 
public enterprises in a business-like manner, is least developed at the 
municipal level and, in turn, seldom adopted for WS&S se~ices. 

The best institutional framework and the most perfect organizational 
structure are useless, if there are no men to staff the k~y · posl tions on the 
top and at the supporting levels of these organizations. Without any douut, 
and this is the case not only in many developing but also in a number of 
developed countries, WS&S companies are not very glamorous; they have usually 
great difficulties to· attract qualified staff, and even to compete with other 
public enterprises, in recruiting competent people, especially for the top 
management position. In many countries, where career opportunities for 
engineers in top government positions are scarce, management of WS&S companies 
is usually "reserved 11 for civil or public health engineers. While there may 
be many good reasons for this policy, it fails to recognize that management 
is an art on its own, and no professional group - engineers, accountants, 
lawyers, etc. - can claim to offer the best or exclusive qualification for 
managerren t. 

Quality of management and of staff at any level of an organization 
is always closely related to the salaries and salary incentives, and to 
thB job security which this organization can offer. Public enterprises can 
seldom compete with salaries in private industry and thus, job security 
is often their main attraction . .. If even this element is absent, as it is 
for many top positions of politically influenced public services, it is 
hardly surprising that qualified people stay away from them, am if a 
Government employee is "deputed" to such an organization he is more likely 
to consider it a demotion than a possibility to expand his experience. 
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1 In a number of countries, there is not only a scarcity of good managers, 
but also of engineers with sufficient experience and expertise in the 
specific technical aspects of a WS&S service. In these cases, scholarships 
for trainine in well-established foreign water authorities or for graduate 
studies at specialized foreign universities may provide a solution, although 
not for the immediate future. Once a certain amount of experience has been 
accumulated in the country itself, and this process normally starts at the 
WS&S services of the larger cities, specialized courses at local universities 
and national training programs should be established. In this way experience 
can be handed down to the smaller cities and to the rural areas. This is a 
long process, and the absence of sufficient and sufficiently -trained staff 
can be the strongest argument in favor of establishing a national water 
authority responsible for all aspects of WS&S, including operating the 
systems, where the local authorities cannot provide the necessary support 
of personnel. 

The foregoing notes show that the solution of the management problem 
is first of all a question of manpower and second of education and training. 
Outside assistance can help to resolve the latter problem, but very little 
to overcome the first, which will always remain the responsibility of govern­
ment at all levels in the country concerned. Management consultants can be 
of great help, and employment of such consultants may be one of the conditions 
for a Bank/IDA loan. However, they should primarily be advisors to local 
executives and should be given executive responsibilities only in exceptional 
circumstances and for a limited period. This does not mean that their task 
is limited to designing manuals and giving lectures in advanced techniques of 
business administration; they should not only make sure that the new manuals 
are understood by the people concerned and can be made operative under the 
specific circumstances, but must - especially in the earl)fphases of their 
assignment - actively participate, when necessary, in the routine of the 
organization. 

VII. LOAN ADMINISTRATION AND PROJECT SUPERVISION 

Project preparation and appraisal is onlY one step in the Bank/ 
IDA's involvement with a specific project. It is normally preceded by a 
history of Bank/IDA lending for other projects, and of continuous review 
of the economic situation, in the country. Once a project has been appraised 
and in principle accepted by the "Loan Committee" in the Bank/IDA, represen­
tatives of the respective government, the borrower, and of the project authority 
(which may be identical) are invited for negotiations. After negotiations 
the legal documents are finalized and the loan/credit proposal is presented 
to the Bank/IDA's Board of Executive Directors, which represent the member 
countries. After the Board's approval, the loan is signed and provided 
certain steps are taken by the borrower - becomeseffective. 

It is at that time, when the second major phase of the Bank/IDA 1 s 
involvement with a particular project begins: Supervision. On the average, 
each "active" project is visited at least once ("problem" projects more oft en) 
per year. The great importance, ·which the Bank/IDA attaches to project 
supervision can be seen from the fact that there are as many supervision missions 
every year as there are project identification, preparation or appraisal missions. 
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In addition, the Bank requests its borrowers to prepare and submit 
periodic progress reports (monthly, quarterly, annual), covering all 
important aspects of project construction and of operations. These progress 
reports are designed not only to provide the Bank with information, but 
to serve as part of the borrower • s internal management reporting system. 

In principle, supervision of WS&S projects is the same as for 
any other type of projects. However, similarly as with respect to project 
preparation and appraisal, WS&S projects require much more attention than 
the "average" Bank project, and the number of ~ projects, which are on 
the "Problem Project List" is proportionately far above the average. 

VIII. CONCLUSIONS AND OUTLOOK 

Water Supply and Sewerage (WS&S) projects have ·required a much 
greater amount of ·time and effort, for preparation, appraisal and super­
vision, than is reflected in the relatively small amount of Bank/IDA lending 
for, or in the number of, such projects (for details of Bank/IDA lending for 
Ws&S projects see Table 6). Certainly the Bank/IDA• s experience with, and 
its interest in, such projects is considerably larger than what the past 
record would suggest. For example, the number of Ws&S projects which are 
currently under consideration by the Bank/IDA and are expected to result 
in actual loans -or credits within the next two years is almost twice as large 
as the number of projects financed since the early sixties, when the Bank/IDA 
started lending for WS&S (see Table 7). 

In general, it is expected that the Bank will become more and more 
involved in financing not only large and "easy"projects, like for eleqtric 
power and transport~tion, but projects in more "difficu]J:," sectors like 
agriculture, education, population planning, and - last but not least - urban 
development. It is with respect to this last point that 1I foresee specially 
in the long run, a substantial increase in financing of water supply and 
sewerage projects, not in isolation, but as an integral part of colilprehens :Lve 
urban development plans, which in turn are based on balanced nationwide 
economic programs. 

I hope this paper can contribute to explain ~orne of the considera­
tions on which such financing, whether by the Bank/IDA or by others, should 
be based. 



RIDIONAL ANNUAL DISTRIBUTION OF NET OFFICIAL .ASSISTANCE]/ 

FROM BILlTERAL ~DAC ~ AND MULTILA.TERAL AGENCIES 

1964-1967 Average 

(amounts in million US$ and percentages)J/ 

Western 
Africa Asia HemisEhere 

us 418 2,009 (66) 576 
FRANCE 445 (92) 28 15 
UK 198 (50) 175 (44) 23 
GERMANY 94 232 (63) 38 
JAPAN 1 221 (98) 6 

- CANADA 14 lo6 (80) 11 

Others£/ 178 (62) 92 16 

Total Bilateral 1,348 (28) 2,863 (58) 2.§i (14) 

Total Multilateral 194 (25) 334 (43) 256 (32) 

Total Bilateral and 
Multilateral 1,542 (27) 3,197 (56) 941 (17) 

= = === 
Source~ 11Pearson rleport" 1969 

~/ Includes only assistance with conceaaional terms, e.g. IDA but not IBRD 

f:./ Others: 
Belgium 
Netherlands 
Italy 
Australia 
Sweden 
Austria 
Denmark 
Switzerland 

Total 
77 
70 
51 
33 
22 
18 
6 
5 

2BO 

Total 

3,003 
488 
396 
364 
228 
131 

286 

~ 

784 

5,680 
==-= 

]/ Figures in parenthesis are percentages of country' a total official assistance. 

(100) 

(100) 

(100) 

TABLE 1 

% of Total 
Bilateral & 
Multilateral 

53 
9 
7 
6 
4 
2 

5 

86 

14 

100 

JKrombach IBRD 
December 1969 



TABLE 2 

GROSS DISBURSEMENTS BY MULTILATmAL AGENCIES TO LESS-DEVELOPED COUNTRIES1 1960-68 

(amounts in million US$) 
Total 

~I!£Z 1960 1961 1962 1963 1964 1965 1966 1967 1968 % .12§_e-68 

World Bank (I:3RD) 341 321 409 462 464 474 564 561 605 39 4,201 

Internatl. Dev. Association (IDA) l 25 105 148 277 273 368 215 14 1,412 

Internatl. Finance Corporation (IFC) 13 8 18 12 16 19 30 26 31 2 173 

Sub-total WOrld Bank Group 354 330 452 579 628 770 867 955 851 55 5,786 

Inter-American Dev. Bank 5 37 75 131 109 142 183 233 15 915 

Asian Dev. Bank 20 1 20 

African .Dev. Bank 2 2 

Eilropean Eco. Com, -European Dev. Fund 4 17 54 67 85 104 112 105 121 8 669 

European Ec o . Comn-European Invest. Bank 6 12 28 39 10 1 95 

u .:'J . Institutions 125 197 182 229 263 252 272 207 300 20 2,027 

Total 1/ 483 549 725 950 1113 1241 1421 1489 1537 100 9,514 

~ 

Source: 11 Pearson Report 11 1969 

y This total should not be confused with the flow of multilateral 11 development assistance 11 • These figures 
include, in addition to official contributions ($661 million), funds raised on private capital markets 
and repayments on previous loans which are lent at near commercial terms. 

JKrombach IBRD 
December 1969 
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TABLE 3 

IBRD LOANS AND IDA CREDI'IS BY PURPOSES AND REGIONS 

As of June 30, 1969 

(amounts in million US$) 

Asia 
& Middle Western 

Africa East Eur2Ee Hemi~here IFC Total 

Electric Power 515 1,064 667 2,033 4,279 
Transportation 952 2,140 546 963 4,601 
Industry 224 1,032 552 170 1,978 
Agriculture 215 735 132 426 1,508 
General Development 40 992 100 1,132 
Reconstruction 497 497 
Conununi ca t.ions 28 177 95 300 
WATER SUPPLY 21 75 4 43 143 
Education 123 65 55 243 
Project Preparation & 
Technical Assistance 3 9 12 

International Finance 
Corporation 100 100 

Total 2zl2l 6,289!/ 2z498 3,785 100 l4z793 - -
IBRD 1,734 4,730 2,405 3,653 100 12,623 
IDA 387 1,559 93 132 2,170 

In % Total 1.4.3 42.5 16.9 25 •• 0.7 100 

IBRD 13.7 37.5 19.1 28.9 0.8 100 
IDA 17.8 71.8 4.3 6.1 100 

Number of Countries 
Having Received 

IBRD Loans only ll 12 17 10 50 
IBRD Loans and IDA 

Credits 17 6 1 11 35 

IDA Credits only 11 5 16 

39 23 18 21 101 

Source: World Bank/International Development Association, . Annual Report 1969 

1/ Including Australia (US$417 million) and New Zealand (US$97 million). 

JKrombach IBRD 
December 1969 



TABLE 4 

IBRD LOANS AND IDA CREDI'IS BY PURPOSES 

As of November 30, 1969 

(amounts in million US$)!1 

IBRD IDA IBRD+IDA 

amount ..L amount _%_ amount 

Electric Power 4,234 32.9 143 6.2 4,377 
Transportation 3,993 31.1 784 34.2 4, 777 
Industry 1,964 15.3 46 2.0 2,010 
Agriculture 1,216 9.5 406 17.7 1,622 
General Development 

and Program 552 4.3 580 25.3 1,132 
Reconstruction 497 3.9 497 
Communications 187 1.5 120 5.2 301 
WATER SUPPLY 109 .8 38 1.7 147 
Education 91 .7 162 7.1 259 
Project p·reparation & 

Technical Assistance 1 12 __ .5 13 

Subtotal 12,850 100.0 2,291 100.0 15,141 

International Finance 4 
Corporation 100 100 

TOTAL 122950 152241 

Source: IBaD/IDA Information and Public Affairs Departmnt 
"Facts about the World Bank and the International Development 

Association"(November 30, 1969) 

ll Net of cancellations, terminations and refunds 

JKrombach IBRD 
December 1969 

..L 
28.9 
_31.5 
13.3 
10.7 

7.5 
3-3 
2.0 
1.0 
1.7 

.1 

100.0 



TABLE 5 

Com~rison between the Interamerican Develo~ent 
Bank and the vlorld Bank with res12ect to Financi~ 

of water SuEEll and Sewera~e Projects 

(amounts in million US$) 

Loans % of all --All Loans for WSkS Loans 

IDB (as of December 1966) 

Number 387 68 18 

.Amount - Total 1,915 353 18 

- Average 4.9 5.2 

IBRD (Bank) (as of June 1969) 

Number 636 11 2 

Amount - Total 12,622 107 1 

Average 19.8 9-7 

IDA (as of June 1969) 

Number 165 8 5 

Alrlount - Total 2,170 2411 l 
I 

- Average 13.2 3.0 

Bank and IDA (as of June 1969) 

Number 821 19 1 

Amount - Total 14,792 131 1 

- Average 18.0 6.9 

Source: . "Financing W3. ter Projects in Latin America, IDB - 1967" 
and "Annual Report - W:>rld Bank 1969" 

1/ Net of cancellations 

JKrombach IBRD 
December 1969 



IBRD LOANS AND IDA CREDI'IS FOR WATER SUPPLY AND SEWERAGE PROJECTS 

As of Novenar 30, 1969 

(amounts in million US$) 

Foreisn 

Total 
Fiscal ws 1/ Project 

~ Count2: Citl or~ Cost IBRD !!?.! 

1962 CHINA Taipei ws 9.1 4.4 
ICELAND Reykjavik (hot) WS 6.2 2.0 
JORDAN Amman ws ~ 2.0 

18.8 2.0 ~ - =-

1963 NICARAGUA Managua ws M l.:.Q -
1964 PAKISTAN Dacca WS&S 50.1 26.0 

PAKISTAN Chittagong WS&S 43.0 24.0 
JORDAN Various Cities ws 5.0 - .2:2 --

98.1 - 53.5 --
1965 PHILIPPINES Manila ws 48.2 20.2 

SINGAPOii.E I ws 13.7 6.8 ---
61.9 27.0 --

1966 BURUNDI Bujumbura ws 1.6 1.1 
VENE ZUELA Caracas ws 54.1 21.3 

~ 21.3 1.1 
-==-

1967 PAKI STAN Lahore WS&s 5.6 1.8 -= 

1968 SINGAPOltE II ws 16.0 8.0 
COLO.HBIA Bogota ws 35.3 14.0 

JAMAICA Kingston ws E 5.0 

~ 27.0 -= ===-

1969 SINGAPORE 6 22.4 6.0 
I1A.LAYSIA Kuala Lwapur ws 7.7 3.6 
TUNISIA Tunis & Others ws )2.8 15.0 
CAMEROUN Yaounde Duala ws 6.7 5.0 

69.6 29.6 ---
1970 GHANA Accra-Tema WS&S 5.9 3-5 

TOTAL (As of November 30, 1969) 15 ws 380.8 106.9 59.3 
4 WS&S 
1 s -- --

(11 Loans) (9 Credits) 

.Y WS • Water Supply 
s = Sewerage 

~/ Of remaining credit after partial cancellation. 

JKromba ch IBRD 
De ce mber 1969 

FinanCi!!j; 
I or 
tOtal 

~ Joint 

~ 2!!!.... 

45 
32 
69 

--
---

52 
56 

- 10 -- "\... 

---
42 
so 

-== 

69 
39 

l. 7 (Sweden) 
4 

50 
3.0 (US & 48 

Germany) 
55 

).0 

27 
47 

5.0 (Sweden) 61 
1.4 {France) 96 

6.4 

59 

ll.l 49 

-- -

~ 

Cancel-
lation 

and % 
Refundi!!S Disbursed 

.4 100 
- 100 

_A 100 

.9 
==-

- 100 --
12.8 16 2/ 
17.0 30 ~I 
.J:.:2 100 

30.8 

86 
100 

68 
79 

35 

43 
33 

1 

10 
2 
1 



TABLE 7 

WRLD BANK AND IDA 
11 NUMBER OF PROJECTS UNDER SUPERVISION, 

NEGOTIATION AND IDENTIFICATION 

(as of November 1969) 

Supervision Nesotiation Identification 

Electric Power 82 14 20 

Transportation 124 36 62 

Agriculture 94 54 121 

Reconstruction 

Communication lL 6 13 

WATER SUPPLY 13 5 17 

Education 31 14 29 

Population 

Tourism l 9 

358 130 ;# 271 

Source: IBRD/IDA Office of the Director, Projects 

l/ Excluding industry, special projects, general development and project 
preparation. 

JKrombach IBRD 
Dec ember 1969 
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Financing of Water Supply and Sewerage Projects* ~ 
JUERGEN KROMBACH . 

Sanitary Engineer, World Bank, Washington, D.C., U.S.A. f}~ ... J~._,, )S 
1. BACKGROUND 

The World Bank is not a prime 
lender for water supply and sewerage 

(PAHO) preparing projects in the sani­
tary engineering field, and assisting in 
their implementation. The following 
table - although showing the status as 
of 1966 f67 only - may illustrate this 
fact better than words: 

Lending for 
WS Be S Projects 

Million 
US$ 

% of 
World-

wide 

% of 
Latin 

America 

(henceforth ws &: s••) projects, nor 
does it claim to be an authority in finan­
cing such projects. Certainly, it is far 
from becoming, what p r 0 f!! s s 0 r 
Mehta,.•• once suggested as a desirable 
vehicle for promoting these projects, 
namely an "International Water Supply 
Bank." H any institution deserves such Worldwide 
a title, it would be the Inter-American Latin America 

486 
303 

100 
62 100 

Development Bank (IDB) , but its ope- _I_D_B ____________ _ 229 47 76 

rations are limited to Latin America. A comparison between the operations of 
Latin America is indeed very fortunate IDB and the World Bank with respect 
to have not onlv the IDB but also the to WS &: S project lending is interesting 
Pan American' Health Organization in several other respects (Table A). 

TABLE A 
COMPARISON BETWEEN THE INTERAMERICAN DEVELOPMENT BANK AND THE 

WORLD BANK WITH RESPECT TO FINANCING OF WATER SUPPLY AND SEWERAGE 
PROJECTS 

IDB (as of December 1966) 
Number 
Amount-Total 

-Average 

IBRD (Bank) (as of June 1969) 
Number 
Amount-Total 

-Average 
IDA (as of June 1969) 

Number 
Amount-Total 

-Average 

Bank and IDA (as of June 1969) 
Number 
Amount-Total 

-Average 

(amounts in 

I ~ 

million US$) 

All Loans 

387 
1,915 

4.9 

636 
12,622 

19.8 

165 
2,170 

13.2 

821 
14,792 

18.0 

Loans . % of all 
for WS Be S Loans 

68 fs 
353 4 18 
5.2 

11 2 
107 I 
9.7 

8 5 
24• l 

3.0 

19 
131 
6.9 

Source: "Financing Water Projects in 
Bank 1969" 

Latin America, IDB-1967" and "Annual Report-World 

•Net of cancellations 

• Paper presented by the author at the second 
Annual Convention of I.W.W.A. on JAN. 
25 1970. It forms a part of the paper pre­
pa~ed for Water Supply and Sanitation Semi­
nar held in BANGKOK on JAN. 19-23, 1970. 

•• This refers to water supply or sewerage pro­
jects, or a combination of both. 

••• Central Public Health Engineering Re­
search Institute in Nagpur, India. 

Two points should be highlighted: 

77 

(i) Compared with only 1-2 percent 
of all Bank/IDA lending the IDB 
lending for WS &: S projects was 
almost 20 percent. 

(ii) The average BankfiDA loan for 
WS &: S projects was about US$7 

• 
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milliqn~ · (Ba~. US$10 . mil~on ·, nati9nal ~·-J CQilSeqlJ.etttly, the in­
and'· iDA US$3. million) wliich is' ·: v~tment programs prepared by the 
somewhat higher than the ave- national planning .. of,fices ol these coun-
rage IDB .loon 'ror . WS & S . of US tries have often no, oc only inadequate, 
$5 million. However, while the provisions f)>r . this sector. UsualJ.lly only 

,_,___ II_?B - average _·_ is ~early in line the capital cities . are able to attract 
- With the average ·of all Its loans, sufficient' attention to their needs in 

.the overall .average- of Bank loans wa1:er. suppiy and ~ewerage. In fact; with 
. . ·' (US$20 ·rm11iori) and IDA- credits a-:.:few ... exception~· ·'mo8t Bank/IDA lend-

(US$1'3 million) is considerably ing r. for WS & s· has been for_ capital 
higher than the respective aver- ·cities: 0£ course, there are also strong 
age for WS & S proj~cts. . econ()Qlic argun:ients for placing a high 

• ·, priority 6n . WS ~ S projects in large 
· These -facts have no ·'"special · signifi- urban · areas_ (t~ere the · gr~test riumbe~ 

cance :-as such, but they give some indi- of peOple ca_n be!lefi~ fr9'm the' mil.li'mum 
cation of the different type arid ··scale· of expen~i~ure .· of money, ... ma~wer an~. 
o.P-Fations~ But WS ·& S-is not. the only other r:esour.ces) , compare4 ~~t~ smaller 
area of BankjiDA lending, where the cities and rural areas. But the Bank 
~verage l~n am~unt .is usually below Group is aware _that, .So .far: the · projects 
"normal'~;. -' 'for example, the sa.me .is true for . which financing has been requested 
for · Educi.tion Projects . . J\lso, ~he .nuD?-- and ~ was provid~, were more selected 
~ of lo~ns mad.~ Ill the ~ast. an~ t~eir by . . .. 'defauit" than based OD. sound, 

. SIZe are 'Y no means an Indication ?f . . balanced and comprehensive country-
the current, nor of the expected future, ·d se tor- t d" Thi lead t th 

f of h B k G 
. .. · r •. - .• WI e C S U Ies. S S 0 e 

pre .erei'lce . ~. ~ an r?up_ ~or . s~- .-.: : }rcWc qu$ion of ~the .. economic justifi-
fic types a'?d sizes . of projects, no~ _Is cation" for WS & s projects in general. 
there a "bias" against WS & S projects. 
This._is_demQilstrated. in . the- Bank's An­
nual~ Report }969: .. "~ater ; Supply , and 
sewerage is a · ·relatively new area of 
B~nk Operations, and the ~a{lk Group 
expects to expand its lending :for water 
s~pply and sewerage during. "the next 
five years. Borrowers frequently need 
special he]lp · ; in the implementation 
qf these projects; this may iiidude assis­
tance in instituHon building and detail­
ed supervision of operations. for some 
time after t~e _ completion of . the physi­
t::al construction-. wprk involved: As a 
result each loan takes up a proportio. 
nately greater amount of time than it 
might in a sector where the · ·. borrower 
iS- more experienced. Project ·'· · identifica-

- tion' ·and ·preparation ' in' this field also' 
present special problems." 

Hence, the pr?blem ,. is m_ainly . that -
except in Latin America, which is rela­
tively· well- assisted. · by the IDB and 
others, including the Bank Group 
there are hot enough suitable WS & S 
projects ready for financing. In many 
cou~tr~es, :Water Supply · ·and Sewerage 
is not even recognized· as a matter of 

-~ 

. -2. ECONOMIC ASPECTS 

One of the elements on which the 
economic appraisal ~" of~ a WS 8c S project 
is based, are demand projecti~ns. These 
should be as detailed as .. JXl'SSi·l:W and 
should take i"'to . account not-·only pro-. 
jected popufation growth, incr~ in 
pe!lrtapita demand, di;fferenf - . require­
ments and consumption ' patter_ils of d.if­
ferent consumer groups (domestic, com- · 
mercial, industrial, public) , . but also 
the "elasticity" of water demand, as ·for 
example, affected · by price, rate struc­
ture and metering. Textbooks are not 
always the bes.t guide in ' - establishing 
de~a~d _estimates, and· the -per-c~pita 
consumption in son1e developed coun­
tries is more an example for -water waste ·· 
than an indication of high economiC 
development. Most important · is a reali- ­
stic estimate of the amount of unac­
counted -water, · or morle general "water 
losses", which in many cases have been 
found to be far above any acceptable 
level, sometimes unknown even to the 
engineers responsible , for the system. . 
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The techniques to analyse projects 
from an economic point of view, and to 
quantify the merits of different pro­
jects1 can only briefly be mentioned 
here, they are: Cost-Benefit Analysis, 
Internal (or incremental) Rate of Re­
turn Calculations, Discounted Cash 
Flow, Present Worth Analysis, etc. In 
all these different but interrelated types 
of analysis, the sources and terms of 
financing are immaterial. In other 
words, the results are the same if a pro­
ject is financed without, with limited or 
with a large amount of foreign funds; 
nor are they affected by the proportion 
between borrowed funds, funds generat­
ed from operations and others. Econo­
mically, all these funds are capital, 
which has a "price", also called the "op­
portunity cost of capital". This cost is 
di,fferent from country to country, but 
is always above· the actual lending rates: 
Nobody would borrow money unless he 
exr.ects to earn from investing it more 
than the amount needed to service his 
debt. Similarly, any country should be 
careful in investing its scarce financial 
resources (whether own or borrowed) 
in projects which have an economic re­
t~rn below the respective "opportunity 
cost of capital". 

Accordingly, the key factor in analy~ 
ing the economic efficiency of any pro­
ject . is the measurement of cost and 
benefits in etonomic, not financial 
terms. While the "cost" of WS & S pro­
jects can normally be defined without 
too many difficulties, there is considera­
ble discussion among economists what 
should be considered the ·'''benefits". The 
easiest solution would be to define such 
benefits as the "maximum consumers 
would be prepared to pay for successive 
quantities of water or for successively 
better sewerage service." There are, 
however, two more types of benefits, 
normally referred to as "social benefits", 
which are above those realized by indi­
vidual consumers. The first is related to 
the collective nature of water use like, 
for instance: street cleaning and public 
gardens watering, in short, the contribu­
tion to the aesthetics of urban life; the 

second - more important are the 
"external" effects of water use, namely 
eradication or reduction of water-borne 
diseases, resulting in reduced disability, 
morbidity and death rates, in lower 
medical expenses and in increased pro­
ductivity of the labor force. Further 
benefits are reduced fire losses, and, in 
tum, sometimes a reduction in fire in­
surance premiums. 

Unfortunately, the efforts spent by 
many talented people to quantify these 
"social benefits" have not yet resulted in 
formulas which have been generally 
accepted or could be generally applied. 
Moreover, there is a wide gap between 
those who consider even a discussion of 
the desirability to quantify such benefits 
as "immoral", or at least strange, and 
those who suggest (i) that from an .eco­
nomic point of view some of these bene­
fits-especially population growth-are no 
benefits at all, but rather unfavourable 
side effects of improved water supply; or 
(ii) . that "social infrastructure" such as 
water supply, sewerage, ' housing is nor­
mally productive only in the long but 
not in the short run, and can, therefore, 
not be considered a precondition for, 
but rather a "fruit" from, development; 
or (iii) that improvements in urban 
WS & S are likely to accelerate mi~tion 
from the rural areas into the cities and 
thus worsen the urban problems. 

1 
The 

truth, as always, is probably somewhere 
between these extreme positions. On one 
hand there are undoubtedly intangible 
benefits of water supply, which cannot be 
quantified but are important for the im­
provement of human life and of living 
conditions. On the other hand, admit­
tedly, social infra-structure is not a 
means by itself, but its development 
shm~ld be programmed in balance with 
other basic investments in the economy. 
There are quite a few examples, where 
an originally · sound policy of placing 
priority on productive investments has 
led to an impasse for further develop­
ment when there was an overcapa­
city in, say, electric power and in­
dustrial faciJities, but a severe backlog 
in ·other essential services, such as water 
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supply for industrial and domestic. use. 
As to the "urban" argum~nt: migration 
from the rural into the urban areas will 
take place (and has taken place) even if 
the social infrastructure is deficient: 
Urban areas are, and will increasingly be­
come the essential dynamos for progress 
in all industrializing countries. 

In this connection, I should mention 
the World Bank's increasing awareness 
of urban problems and its concern about 
the deteriorating conditions in many 
cities in the developing world. Mr. 
McNamara said this in his recent address 
to the Bank's Board of Governors at the 
Annual Meeting 1969: "The phenome­
non of urban decay is a plague creeping 
over every continent, but its corrosive 
effects are critical in the poorer nations. 
The resources required to provide mini­
mal ~ices and infrastructure for ·urban 
populations, which in the year 2000 may 
·be. 500% higher than today, are stagger-
ing. Our knowledge of how to best deal 
with · the whole issue of urbanization re­
mains pnmitiVe. But one point is dear: 
the pro.blem must be dealt with on a 
comprehensiye natiOQal . basis." And with 
these remarks from the _ President of the 
World Bank _ Group, we are back at the 
fundamental obstacle for · more WS & S 
project . lending: The lack of sound 
n.ational investment programs and sector 
studies for water supply and sewerage, 
which analyse the present sit_uation, 
realistically estimate future requirements, 
and · define priorities. 

3. TECHNICAL ASPECTS 

As pointed out earlier, preparation for 
Bank lending for WS & S projects has re­
quired ·proportionately much time and 
effort. The reasons are not so much defi­
ciencies in detailed engineering but un­
satisfactory planning. This refers to the 
identification and analysis of alternative 
ways of staging long range master plans, 
and of alternative schemes for the propo­
sed initial stage; obviously these tasks are 
closely related with the economic analysis 
and justification of projects. In most 
cases, when the BankJIDA eventually ap­
proved the loan, the project was very 

different from the time when it had first 
been presented for financing; changes 
had been made (i) in the scale of the 
project (and contrary to some beliefs, 
there are also cases where the Bank en­
couraged much larger schemes than had 
been propo!ed) , (ii) in the basic supply 
alternative (e.g. groundwater instead of 
surface water and vice yersa) , or (iii) in 
the emphasis on various project elements 
(often the possibilities of reducing water 
losses by rehabilitating the distribution 
system are not sufficiently explored; 
sometimes additional supply would most­
ly feed water leaks, and be lost for actual 
consumption, especially where supply 
had been intermittent and supply hours 
increase as a result of the project) . Of 
particular concern in preparing WS &: S 
projects in developing countries are the 
design criteria. Criteria, which have pro­
ven to be adequate or may even be pres­
cribed in "rich" countries with a shortage 
of labor and with a sophisticated techno­
logy, should be carefully reviewed, and if 
necessary modified, before applying them 
to projects under different climatological, 
social and economic environments. This 
subject will certainly be discussed. in 
more detail in the course of the Seminar. 
Only one more point: In preparing speci­
fications for bidding, engineers should 
leave as wide a range of options • possi­
ble for different, but equivalent equip­
ment (e.g . pipe materials, pum1?1 ~izesf 
meter types) unless there are JUStified 
constraints such as a reasonable degree of 
standardiz~tion; this can result in im­
portant savings in cost. 

In summary, based on the Bank's past 
experience with WS &: S projects, it must 
be said that there is much room for im­
provement in the approach to, and in the 
preparation of these projects, from t~e 
preliminary feasibility study to the detail­
ed bidding documents. Not only plan­
ning engineers from the developing 
countries, but especially the ·consulting 
engineers from the developed countries 
assisting them in project preparation, 
should be aware of the fact that. the pro­
duct of their work is in competition with 
many other proposals for investment in 
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the countries concerned and that it de­
pends, among other things, on the qua­
lity of this product whether or not more 
WS & S projects will be implemented in 
the future. Professional enthusiasm 
alone is not sufficient, and the desire to 
design a technically perfect scheme, 
using the n1ost advanced techniques and 
employing sophisticated devices, nor­
mally leads into the wrong direction. 

4. COMMERCIAL ASPECTS 

Under '~General Criteria for Project 
App:aisal" it was stated that these aspects 
refer to all arrangements for buying and 
selling, not only during the construction 
but also during the operating phase. The 
"selling" aspect . is often neglected by 
agencies responsible for WS & S services; 
this is understandable, because in most 
cases the backlog and shortages are so 
great that it seems hardly possible that 
there would ever be a need to "advertise" 
for customers. Nevertheless, . in cases, 
where a project provides new facilities in 
an area which had previously no commu­
nity WS & S service, or where this service 
was only available to certain sections of 
the community (and where conseque!ltly 
the public was forced and able, and later 
accustomed, to use their own facilities) 
it has sometimes proven difficult to at­
tract and to connect the projected num­
ber of customers to the new facilities. 
Special legislation may be needed, but 
may not be easy to obtain, to ensure an 
adequate support of the new system. 

Naturally, during the stage of project • 
preparation and implementation the 
"buying" aspect is of much more imme­
diate concern. The BankjiDA has issued 
"Procurement Guidelines", which nor­
mally become part of its agreements with 
the borrowers. These Guidelines explain 
specific steps to be followed by the pro­
ject authority with respect to advertising, 
preparing specifications, and other bid­
ding documents, bid opening and evalua­
tion procedures, and to general contract 
provisions. The basic requirement is that 
-with a few exceptions-borrowers are 
expected to open procurement for all 
contracts related to the project to "inter­
national competitive bidding". The term 
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"international" is qualified in the sense 
that, while bidding should be open to 
all Bank member countries (and Switzer­
land, which is not a member but has a 
special rel~tionship with the Bank) , no 
procurement should be made from non­
member countries. When, in exceptional 
cases, the Bank agrees to reserve certain 
contracts to local procurement, these con­
tracts are normally excluded from the 
package of works regarded as the "Pro­
ject" financed under the loan; this has 
no implications when the loan is only 
made for foreign exchange expenditures, 
but it may be important, if the loan 
amount is determined as a percentage of 
the total "project" cost. 

The requirement of international com­
petitive bidding is accepted by all Bank 
borrowers without difficulty, when pro­
curement is for goods for which there is 
no competition from within the borrow­
ing country. There is overwhelming, and 
sometimes dramatic, evidence from thou­
sands of contracts procured under Bank j 
IDA financing, that such competition re­
sults in substantial savings, compared, 
for example, with "tied aid" as related to 
many of the bilateral assistance pro­
grams. However, international competi­
tion is more controversial when the goods 
and services involved are alw avail4>le · 
from within the borrowing country. The 
Bank Group's two basic objectives, nallle­
ly (i) to ensure-through wide competi­
tion-that borrowers obtain the best 
value for their money and that all mem­
ber countries have the opportunity to 
participate in such bidding, and (ii) to 
provide a reasonable degree of protection 
to the domestic industry of developing 
countries, thereby stimulating industriali­
zation and economic growth, seem to be 
difficult to reconcile. In practice, the 
question is, of course, how to compare 
bids from £()reign and from local sup­
pliers, and how to determine the "lowest 
evaluated bidder" to whom the contract 
should be awarded. In the past, the Bank 
has in appropriate cases and at the 
request of the borrowers agreed to a cer­
tain degree of "preference" forr local sup­
pliers (normally 15%, or the amount of 

• 
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custom duties on the CIF price of the 
lowest foreign bidder, whatever is lower). 
Obviously, such an acro~the-board for­
mula is simple but, depending on each 
case, it may or may not provide an 
acceptable and adequate degree of pro­
tection for local suppliers. This is especi­
ally true, if the locally produced goods 
themselves have a large import compO­
nent. Therefore, from an economic point 
of view a formula based on "value 
added" (to the import component) 
would be preferable, hut such a formula 
is more difficult to design and more so to 
apply. 

"\Vith respect to WS & S projects-as in 
most other projects-the ability of local 
firms to compete with foreign suppliers 
varies from country to country. In gene­
ral, however, it is for civil works, later in 
the manufacture of pipes , {especially con­
<:rete pipes), and then in the production 
of mechanical equipment - (pumps, 
motors, and sometimes water meters), 
where local firms become increasingly 
competitive in the various stages of eco­
nomic development of the respective 
country. 

5. FINANCIAL ASPECTS 

The need to have sufficient funds avail­
able to cover the cost of a proposed pro- ­
ject would seem to be a generally accept­
ed fact. It is aU the more surprising that 
there are cases, as in a number of the 
Bank/IDA's WS & S projects, · where it 
has taken a long time, after the 
BankfiDA loan was in principle assured, 
to obtaiJl-;.evidence that the balance of ·the 
funds was available from local sources 
(the project authority itself, the Govern­

ment, local financing agencies or others) . 

How€ver, it is with respect to the finan­
cial criteria for the "operating", not for 
the "project ccnstruction" phase, where 
the Bank/ IDA is most commonly critici­
zed as being too rigid and following a 
hard line. The principal scape-goat is the 
concept of the "financial rate of return", 
or more g~neral "profit", ~hich the Bank 
applies to all revenue earning projects, 
and specifically to public utility projects 
(electric power, telephones, water sup-

ply) .. The financial rate of return is defi­
ned as the "Net Income" plus Financing 
Charges (Interest but not Amortization) 
expressed as a percentage of the "Net 
Fixed Assets in Operation" {Rate Base) . 
"Net Income" means Gross Income 
(from water sales, sewerage service char­

ges, etc.) minus the sum of (i) Operat­
ing Costs (salaries, supplies, etc.), {ii) 
the amount added to the reserve for De­
preaatton and {iii) Financing Charges. 
'''Net Fixed Assets in Operation" or 
"Rate Base" means the realistic (if 
necessary revalued) present value of all 
fixed assets {plants, pipelines, reser­
voirs, distribution system - but not in­
·ventories and other current assets) , ex­
cept work in progress, minus accumu­
lated depreciation {which . in turn must 
be based on a realistic present value of 
these assets). It is important to stress 
that for the purpose of calculating the 
Net Income, amortization is not a cost; 
it is, of course, an expenditure to be 
taken into account in income state­
ments and cash flow forecasts. •·•capita­
lized" Operating Costs (e.g. salaries of 
staff directly engaged in project prepara­
tion and supervision) and Capitalized 
Interest (interest on loans for projects 
during the construction period of such 
projects) have to be deducted f~m the 
totals before entering the amounts into 
the calculation; these capitallized costs 
become, of course, part of the project 
cost and thus of the "rate base". 

Arguments brought forward against 
the "rate of return concept" are both 
"qualitative" (namely on the principle 
of using this concept for WS & S pro­
jects) and "quantitative" (on the size 
of the return requested by the Bank). 
As to the concept, which in simple terms 
requires a WS & S company to earn 
enough money to cover ·not only its. cur­
rent expenditures but to accumulate 
certain amounts for future expenditures, 
I would like to quote from Barbara 
Ward, the well-known British econo­
mist, who can ha-rdly be accused cf 
being a "capitalisf'; sbe wrote, in 1962: 
"A developing government should aim 
its policies at ensuring the quickest rate 
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of capital accumulation. Profits should . 
be strongly encouraged, in public as in 
private enterprise, and tax systems ar­
ranged so that all the incentives are to­
wards their reinvestment. This does not 
always arouse much enthusiasm among 
planners brought up to believe in the 
inherent immorality of profits and ready 
to run essential public services on a 'no 
profit, no loss' basis. But profits are one 
of the chief means by which resources 
can be put at the disposal of society, 
and, as is little known, are a major 
source of investment in Soviet Russia." 

As to the size of the return, the Bank 
is aware of the fact that water supply 
companies and even more so sewerage 
services, have · normally to. recover from 
a substantial backlog in investments and 
cannot be expected to immediately gene­
rate as high returns as would be desir­
abl_e. Therefore, as is reflected in most 
of the BankfiDA loan agreements for 
WS & S projects; borrowers are given 
a certain period of initially low, but in­
creasing returns to achieve the desirable 
target; the target itself depends on the 
situation, but is normally around 8 per­
cent to 10 percent. In practical terms, 
the rate of return concept, coupled with 
the projections on actual cash , require­
ments (which sometimes . demonstrate 
the need for more funds than would be 
necessary tQ achieve the agreed-upon 
rate of return), has a direct bearing on 
the charges which have to be levied on 
the water and sewerage customers. 
It is here where economic and financial 
,.theory" ends, and where practical and 
pragmatic, and too often political, con­
siderations begin. 

In this connection, it is sometimes ar­
gued that it is irrelevant. and the Bank 
should not be concerned about, how the 
total amount of the necessary funds is 
being generated. However, in the 
Bank's vi t~w . the most equitable way of 
charging for water, and the least condu­
cive to waste, is to relate water charges 
as closely as possible to actual consump­
tion; this requires, of course, · metering 
of all connections, and can normally 
only be achieved in stages. Nevertheless, 

in the financial appraisal the BankjiDA · 
is ·concerned about any proposal, and 
wishes to be satisfied about the need, 
for charging for water on any other 
basis than oommmption (e.g. property 
value, fixed amounts with minimum 
consumption allowance) or for giving 
water "free" to certain consumer groups 
(hospitals, schools, government). It is, 

however, accepted in certain cases that 
the Government or the municipality · 
pay, or subsidises payment for water 
consumption of a consumer group, 
which they wish to assist. 

Financial. management of a WS & S 
company, or of any other public utility, 
requires an efficient and business-li~e 
accounting system. Accounts should re­
gularly be audited by independent audi­
tors. Billing and collection, budget con­
trol and budget programming are im­
portant areas of financial management. 
The quality and effectiveness of a pub- · 
lie utility company, as of any other 
business or government can always best 
be assessed from the way it is handling 
its financial affairs. 

6. INSTITUTIONAL, ORGAr'liZAT;IONAL 

AND MANAGERIAL ASPECTS 

' It has sometimes b~n sajd _ that if 
there is a single most important altjec­
tive of the Bank Group's operations, 
~sides providing funds for finandng 
projects and programs, it is to help 
the developing countries building insti­
tutions which provide the necessary or­
ganizational and administrative frame­
work for planning and implementing 

· public and private investments. The 
need for such assistance is especially 
great in the WS & S sector and involves 
the institutional set-up at the national 
government leveJ~ the local _organiza-

. tions responsible for constructing and 
operating ws & s schemes, and the re- I 

cruitment of competent managers, ex­
perienced professionals and skill~d labor 
to staff such organizations. Unfortunate­
ly, . there are no textbooks or formulas 
which provide a tool for defining or for 
measuring the best solution in a given 
case. Neither does the Bank have a 
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ready-made solution. -WS & S has some 
peculiar features: On one hand, and in 
physical tenns, WS & S services are · most- · 
ly "local''-, seldom regional, and almost 
never national (in the sense of 
nationally interconnected systems of 
roads, railways, or electric power lines). 
On the other hand, while the supply of 
good and sufficient water is essential for 
almost . any economic activity, the de­
mand for industrial, and even less for 
potable water represents normally but 
a small percentage of all available water 
resources in a country and n<;>-rmally 
most of these resources are used for 
other purposes (especially hydropower 
generation and irrigation). 

Not surprisingly, therefore, one can 
find a variety of ways how different 
<'.Oli,J1tdes hav~ ,, . ~~ignefl t~e- responsibi­
lity ·for WS &· .& ,. and for "water" in gene­
ral to various .departments at the na­
tional government level. For the pur­
pose of water r·esources allocation and 
from the point of view of WS & S, 
most of these arrai1gements can be ade­
quate, as long as it is assured that suffi­
ci~nt quantities of water are reserved 
for water supply. H<;>owever, in spite - or 
possibly ]?ecause - . of the proportiona­
tely small .quantities of water involved, 
this requirement is sometimes overlook­
ed and in some national water pro­
grams there is "no water left" for com­
munity wat~ supply. · 

More important from an ins.titutional 
point of view, is the question how to 
organize and exercise at the national 
government level regulatory functions 
related to WS & S services, such as deve­
loping and administrating rate policies, 
monitoring financial performance, sett­
ing technical standards, etc. Considering 
the difficulties of most WS & S services 
in developjng countries, the need for 
such coordination and central assistance 
is obvious. Therefore, while the Bank 
does no1t necessarily suggest or sup­
port the establishment of a national 
water authority, it strongly recommends 
ins.tituting and enforcing sound na­
tional public utility policies (not limit­
ed to WS & S) and giving support to 

the <;>perating agencies in following such 
JX>licies.· 

As to the responsibility for const1·uct­
ing .and even more for operating WS & 
S services, the Bank/IDA's experience 
indicates that this should normally be 
left, or delegated, as close as possible to 
the local level. However, regardless of 
whether the operating authority is esta­
blished at the municipal, regional or 
national level, it should be organized 
and operated as a revenue-earning uti­
lity, should be separated from normal 
governn1ent bureaucracy, and should 
not be subject to political interference 
in its normal affairs. For example, it 
should be able to independently set 
water rates in accordance with sound 
financial criteria and within the limits 
of generally accepted rate policies in -
the country. It is in this respect that the 
BankjiDA is sometimes requiring the · 
setting-up of a new autonomous autho­
rity, (before approving a loan for a 
public utility project) . This authority 
may be fully or partly owned by the 
public and may have a board in which 
the political councils are represented. 

Even where such an autonomous 
authority cannot, or not i'mmeftiately, 
be established the BankjiDA expects 
that the WS & S service is organized as 
a separate department within the gene­
ral structure of the respective local or 
national government. This refers es­
pecially to keeping WS & S accounts 
separate from the general books in 
order to clearly allocate income and ex­
penditures, and determine the financial 
performance, of the WS & S service. 

The organizational structure of a WS 
& S service should be functional and 
should de.fine lines of responsibility in 
such a way that management can effec­
tively delegate authority without losing 
control over the operations. This re­
quires the installation of effective 
management reporting sy~tems and of 
general communications. systems within 
the organizations. In this respect, a WS 
& S service should not be different from 
any other commercial firm. Experience 

84 

• 



,I 

II 

Financing of Water Supply and Sewerage Projects 

shows, however, that the principle of 
operating revenue-earning public enter­
prises in a business-like manner, is least 
developed at the municipal level and, 
in turn, seldom adopted for WS & S ser­
vices. 

The best institutional framework and 
the most perfect organizational struc­
ture are useless, if there are no men to 
staff the key positions on the top and at 
the supporting levels of these organiza­
tions. Without any doubt, and this is 
the case not only in many developing 
but also in a number of developed 
countries, ws &: s companies are not 
very glamorous; they have usually great 
difficulties to attract qualified staff, and 
even to compete with other public en­
terprises, in recruiting competent peo­
ple, especially for the top management 
position. In - many countries, where 
career opportunities ~or engineers in 
top government positions are scarce, 
management of WS & S companies is 
usually "reserved" for civil or public 
health engineers. While there may be 
many good reasons for this policy, 
it fails to recognize that management 
is an art on its own, and no professional 
group - engineers, accountants, lawyers, 
etc. - can claim to offer the best or ex­
clusive qualification for management. 

Quality of management and of staff 
at any level of an organization is always 
closely related to the salaries and salary 
incentives, and to the job security which 
this organization can offer. Public enter­
prises can seldom compete with salaries 
in private industry and thus, job secu­
rity is often their main attraction. If 
even this element is absent, as it is for 
many top positions of politically in­
fluenced public services, it is hardly sur­
prising that qualified people stay away 
from them, and if a Government em­
ployee is "deputed" to such an organi­
zation he is more likely to consider it 
a demotion than a possibility to expand 
his experience. In a number of coun­
tries, there is. not only a scarcity of good 
managers, but also of engineers with_ 
sufficient experience and expertise in 

the specific technical aspects of a \VS & 
S service. In these cases, scholarships for 
training in well-established foreign 
water authorities or for graduate 
studies at specialized foreign univer­
sities may provide a solution, although 
not for the immediate future. Once a 
certain amount of experience has been 
accumulated in the country itself, and 
and this ·process normally starts at the 
WS & S services of the larger cities, 
specialized courses at local universities 
and national training programmes should 
be established. In this way experience 
can be handed down to the smaller 
cities and to the rural areas. This is a 
long process, and the absence of suffi­
cient and sufficiently trained staff can 
be the strongest argument in favour of 
establishing a national water authority 
responsible fQr all aspects of WS & S, 
including operating the systems, where 
the local authorities cannot provide the 
necessary support of personnel. 

The foregoing notes show that the 
solution of the management problem 
is first of all a question of manpower 
-and second of education and training. 
Outside assistance can help to resolve 
the latter problem, but very little to 
ove~come the first! ~?ich ·will a~lVays re­
main the responsibility of g~rnment 
at all levels in the country concerned. 
1\fanagement consultants can be bf great 
help, and employment of such consul­
tants may be one of the conditions for 
a BankjiDA loan. However, they 
should primarily be advisers to local 
executives and should be given execu­
tive responsibilities only in exceptional 
circumstances and for a limited period. 
This does not mean that their task is 
limited to designing manuals and giving 
lectures in advanced techniques of busi­
ness administration; they should not 
only make sure that the new manuals 
are understood by the people concerned 
and can be made operative under the 
specific circumstances, but must - espe­
cially in the early phases of their assign­
ment - actively participate, when neces­
sary, in the routine of the organization. 
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7. LOAN ADMINISTRATION AND PROJECT 
SUPERVISION 

Project preparation and appraisal is 
only one step in the BankjiDA's in­
volvement with a specific project. It is 
normally preceded by a history of Bank/ 
IDA lending for other projects, and of 
continuous review of the economic 
situ~tion, in the country. Once a pro­
ject has been appraised and in principle 
accepted by the "Loan Committee" in 
the Bank;!IDA, repre5entatives of the 
respective government, the borrower, 
and of the project authority (which 
may be identical) are invited for 
negotiations. After negotiations the 
legal documents are finalized and the 
loa~;credit proposal is presented to the 
BankjiDA's Board of Executive Direc­
tors., which represent the member coun­
tries. After the Board's approval, .the 
lo~n is signed and - provided certain 
steps are taken by the borrower - be­
comes effective. 

, Jt is at that time, when the second 
major phase of the Bank /IDA's involve­
ment with a particular project begins: 
Supervision. On the average, each 
"active" project is visited at least once 
("p~·oblem" projects more often) per 

year. The great importance, which the 
BankfiDA attaches to project supervi­
sion can be seen from the fact that there 
are as many supervisions missions every 
year as there are project identification, 
preparation or appraisal mtssions. In 
addition, the Bank requests its borro­
wers to prepare and submit periodic 
progress .reports (monthly, quarterly, 
annual), covering all important aspects 
of .project cons.truction and of opera­
tions. These progress reports are design­
ed, not only to provide the Bank with 
information, but to serve as part of the 
borrower's internal management report­
ing system. 

In principle, supervision of WS & S 
projects is the same as for any other 
type of projects. However, similarly as 
with respect to project preparation and 
appraisal, WS & S projects require much 
more attention than the "average" Bank 
project, and the number of WS & S prO-.. 

jects, which are on the "Problem PrO­
ject List" is proportionately far above 
the average. 

8. CONCLUSIONS AND OUTLOOK 

Water . Supply and Sewerage (WS 
& S) projects have required a much 
greater amount of time and effort, for 
prepa~ation, appraisal and supervision, 
than IS reflected in the relatively small 
~mount of BankjiDA lending for, or 
tn t~e number of, such projects (for 
details a! BankfiDA lending for WS 
& S proJects see Table B) . Certainly the 
Bank(IDA's experience with, and its 
interest in, such projects is considerably 
larger than what the past record would 
suggest. For example, the number of 
WS & S projects which are currently 
under consideration by the Bank (IDA 
and are expected to result in actual 
loans· or credits within the next two 
years · is almost twice as large as the 
number of projects financed since the 
early sixties~ when the Bank(IDA start­
ed lending for '"'S & S (see Table C).· 

TABLE C 

WORLD BANK AND IDA 
NUMBER OF PROJECTS UNDER 

SUPERVISION• . NEGOTIATION AND 
IDENTIFICATION 

(as of November 1969) 

Supervision Negotiation identification 

Electric 
Power 82 14 20 
Trans-
portation 124 36 62 
Agriculture 94 54 121 
Reconstruction 
Communi-
cation 14 6 13 
WATER 
SUPPLY 13 5 17 
Education 31 14 29 
Population 
Tourism 9 

358 130 271 

Source: IBRDfiDA Office of _the Director, 
Projects 

•Excluding industry, ~ecial projects, general 
development and project prepar-ation . 
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IBRD LOANS AND IDA CREDITS FOR WATER SUPPLY AND SEWERAGE PROJECTS TABLE-D 
As of November 30, 1969 (amounts in million US$) 

Foreign Financing 
%-oL I ~ Cancel- . 

Total total J.ation . l'iscal ws• Project Joint project ,, and % Year Country City or S Cost IBRD IDA Loans cost Refunding Disbursed 
" . 1962 CHINA Taipei ws 9.7 4.4 45 . 4 . 100 

ICELAND Reykjavik (hot) ws 6.2 2.0 32 100 
JORDAN Amman WS 2.9 2.0 69 .5 100 

18.8 2.0 6.4 .9 , __ . 
1963 NICARAGUA Managua WS 4.8 8.0 100 

1964 PAKISTAN Dacca WS&:S 50.1 26.0 r 52 12.8 16 .. ~ 
PAKISTAN Chittagong WS&:s 43.0 . 24.0 56 J7.0 so·~ 

:s 
Q 

JORDAN Various Cities ws 5.0 3.5 70 1.0 100 :s 
~. :s 

98.1 53 .5 30.8 ~ 

~ 
1965 PHILIPPINES Manila ws 48.2 20.2 42 86 

~ · SINGAPORE I ws 13.7 6.8 50 100 ~ 

61.9 27.0 ~ 
~ 1966 BURUNDI Bujumbura WS 1.6 1.1 69 68 - ~ 
~ oo· VENEZUELA Caracas WS 54.1 21.3 r . 39 19 ~. ~ 

~ 

a 55.7 21.3 1.1 :s 
Q.. 

' 1957 PAKISTAN Lahore WS&:s 5.6 1.8 1.7 (Sweden) 35 to 

~ -
1 -45 

(\ 

1968 SiNGAPORE II ws 16.0 8.0 50 "'t . 

' ~ COLOMBIA Bogota WS 35.3 14.0 3.0 (US &: Germany) 48 .!3 (\ ' 

JAMAICA Kingston WS 9.1 5.0 . 55 I 

i 
60.4 27.0 3.0 -.. 

(\ 

'"' 
!0 ~ 

1969 SINGAPORE s 22.4 6.0 27 
MALAYSIA Kuala Lumpur ws 7.7 3.6 47. ' '2 
TUNISIA Tunis. &: Others ws 32.8 15.0 5.0 (Sweden) 61 •1 . 
CAMEROUN Yaounde Duala ws 6.7 5.0 1.4 (France) 96 .-

69.6 29.6 6.4 r . 
1970 GHANA Accra-Tema WS&:S 5.9 3.5 59 r ~ 

~ 
TOTAL (AS of November 80, 1969) 15 ws 380. 106.9 59.3 11.1 49 ~ 4 WS&:S 

I S " (Jl Loans) (~ Credits) 
~ . WS ~ Water Supply ~ S = Sewerage 

partial cancellation. • • Of remaining credit after 

····1:' 
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In general, it is expected that the Bank 
will become more and more involved in 
financing not only large and ·~easy" pro­
jects, like electric power and transpor­
tation, but projects in more "difficult" 
sectors like agriculture, education, popu­
lation planning, and-last but not least­
urban development. It is with respect to 
this last point that I foresee specially in 
the long run, a substantial increase in 

financing of water supply and . sewerage 
projects, not in isolation, but as an inte­
gral part of comprehensive urban deve­
lopment plans, which in turn are based 
on balanced nationwide economic pro­
grammes. 

I _ hope this paper can contribute to ex­
plain some of the considerations on 
which such financing, whether by the 
BankjiDA or by others, should be based. 

ss. 

I . 
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As an introduction to the seminar topic ''Urban Water Supply and 
Sewerage Problems in Developing Countries", the objective of this paper 1( 
is to explain the World Bank's criteria in selecting and appraising water 
supply, sewerage and other environmental sanitation projects. However, 
before dealing with this specific subject, it appears useful to summarize 
in the first chapters some recent discussions, and to analyse a few 
statistics, on foreign aid in general and on bilateral and multilateral 
development financing in particular, as well as to describe the World Bank 
Group's origin, nature and functions and the basic criteria, which it 
applies to the financing of any type of project. 

I. BILATERAL AND MULTILATERAL AID 

The best known and most comprehensive recent ana~sis of foreign aid 
is the "Pearson Report"Y which was commissioned and sponsored by, but 
carried out independently fran, the World Bank. klong other statistics, 
it includes ccmparisons of the magnitude and regional distribution of 
financial assistance to developing countries from the developed countries 
and from the various multilateral institutions during the past decade • . 

Table 1 shows the total annual average and the relional distribution 
of "Net Official Assistance" fran bilateral and multilateral sources. 
While these averages refer only to financial assistance under "concessional" 
ter.ms, cover only a relatively short period of four years (1964-67), and do 
not include the most recent developments, they reflect the proportions in 
which "foreign aid" has been allocated, and the relative emphasis which is 
given by different donor countries and lending agencies to different 
regions. Attention is drawn to the .followinga ~ 

(i) Multilateral aid represents only 14 percent of the total. 

(ii) The U.S. has contributed more than half (53 percent); 
France, U.K., Gennany, Japan and Canada together have 
provided more than a quarter (28 percent), and the 
remaining donor countries (Belgium, Netherlands, Ita~, 
.Australia, Sweden, Austria, Denmark and Switzerlam, 
about 5 percent, of the total. 

This paper is based .on, and has been updated from, the author's 
presentations in January 1970 at a Water Supply and Sewerage Seminar 
in Bangkok, Thailand (sponsored by the U.S. Trade Center, Bangkok, 
and the U.S. Department of Commerce) and at the Second Annual 
Convention of the Indian Water Supply Association in Bombay, India. 

"Partners in Development" 1 Report of the Conunission on International 
Development, Chairman Lester B. Pearson, September 1969. 
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(iii) The U.S. is the most important donor in all regions, 
except in Africa, where France has been contributing 
slightly more. 

(iv) Most donor countries have allocated the largest 
share of their aid to Asia (highest Japan with 98 
percent), but a few have given more to .Africa, 
especially Belgium (99 percent) and France (92 per­
cent). 

(v) or the multilateral aid, 43 percent has been for 
Asia, 32 percent for the Western Hemisphere and 25 
percent for Africa. The canparatively high proport­
ion for the Western Hemisphere reflects the 
important contribution of the Inter-American 
Development Bank to this region. 

With respect to the regional distribution of aid and its allocation to 
specific countries, the Pearson Report makes some interesting general 
comments: 

"If aid had been distributed to any eeonanic criteria, the 
distribution would certainly have been different from what 
has occurred over the past 1$ years ••• There is also a 
general bias in aid allocation a·gainst large nations, which 
regular~ received smaller amounts of aid on a per capita 
basis. • •• It is absurd, but true that India would h ve 
received more aid in the past if she had split into several 
independent countries." 

,Concerning the role of the multilateral agencies the Report states: 

"Since some bilateral donors will contirrue to give high 
priority to political , humanitarian and cultural con­
siderations, distribution of additional aid primarily 
according to perfonnance can be ensured only if multi­
lateral agencies tr,y to fill gaps left by bilateral 
preferences. This is one of the strongest arguments which 
developing countries have been making over the past two 
decades in favor of expansion of multilateral aid •••• The 
most important advantage of multilateral process is the fact 
that it is mutual. It gives recipients an opportunity to 
monitor donors and donors to monitor other donors, as to the 
perfonnance of their commitments, the quality and tenns of 
proffered aid, the criteria of performance, and the ties and 
strings attached to aid." 

Finally, the P·earson Report expresses some unusual and thought provoking 
views on "foreign aid 11 in general& 

"The real economic burden of foreign aid to weal thy nations 
is often considerably exaggerated. It is not uncommon to 
hear the total flow of resources to developing countries 
referred .to as sanething which the rich countries 11give 11 to 
th·e poor. 
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Nothing could be further from the truth, or more misleading • 
• • • The now of private capital and official credits under­
taken for commercial reasons have no more the character of' 
"aid", when they now to developing countries than when they 
flow between industrialized countries •••• Ir there ·is reason 
to believe that goods devoted to foreign aid wOuld otherwise 
have gone to waste, their real cost to the supplier would be 
nil. • •• In view of the .fact that most bilateral aid is tied 
to purchases in the supplying country ard helps to promote 
more production and exports, the real burden must be less 
than the face value of the resources which are transferred • 
• • • It is doul;»tful whether transfers directed primarily to 
militar,y purposes and only secondar,y to long ter.m development 
should be thought of as an aid burden at all. In the same 
vein, suppliers who expect econanic returns from general aid 
programs in tenus of a foothold in .future markets can hardly 
maintain that aid is a burden equal to :1 ts faoe amount. · In 
short, the real burden of aid clearly runs below the dollar 
value of all resources transferred from the developed to the 
developing countries. Thjs fact deserves to be more widely 
known." 

The Pearson Report does not underestimate the importance of commercial 
foreign aid programs; what it wants to stress is that foreign aid should 
be considered under a new light and that the developed and the develop­
ing countries should becane more aware c:L their oanmon roles to be 
"Partners in Developnent", as is the appropriate title of the Report. In 
this respect, the multilateral agencies, such as the_ Wor~ Bank, in which 
both "donors" and "recipients" are represented, are probably the best 
vehicle to promote this partnership, and to make it oper,tive. 

II • MULTILATErutL AID AND THE WORLD BANK GROUP 

Table 2 illustrates the amount of lending by the different mu1 ti­
lateral agenci es for each year from 1960 to 1968. During this period, 
the number of mul tilateral agencies increased from 4 to 9. While the 
World Bank (IBRD) is still the largest among these agencies, its share in 
the total multilateral operations (which has tripled) has decreased from 
70 to 40 percent. The International Development Association (IDA) and 
the Inter-.mterican Development Bank (IDB), which were founded in 196o and 
1961 respectively, have pr ovided an increasing share of the total, 
reaching 14 and 15 percent respectively in 1968. The Share of the UN 
institutions, which have mainly financed project preparation, not 
implementation, has been fairly uniform with 20 to 25- percent. The new 
regional developnent banks, namely the Asian Developnent Bank (.ADB) and 
the African Developnent Bank (.AfDB) have started operations onzy in 1968, 
but are a~ected to quickly accelerate their lending volume in the coming 
years. 
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The World Bank Group (IBRD, IDA, IFC) will probablf' contirme to 
be the leader among the multilateral agencies. Furthermore, although 
the volume of nru.ltilateral aid will probably always remain small can­
pared with the volume of bilateral aid, the World Bank has an 
important role as coordinator af multilateral and bilateral aid 
through the increasing number of consultative groups for specific 
countries or regions, and through joint financing arrangements. This 
means that the World Bank has a special responsibility in establishing 
and applying its criteria for developnent financing, and it is under­
standable that these criteria are the target or special interest, am 
sanetimes criticism. But before explaining these criteria, it is 
necessary to explain briefly, what the World Bank Group is and what it 
does. 

III. THE WORLD BANK GROUP - ORIGIN, NATURE AND FUNCTIONS 

The World Bank Group consists of three international financial 
institutions, the World Bank itself, formally the International Bank 
for Reconstruction and Developuent (IBRD or, in short, Bank) and two 
affiliates, the International Developaent Association (IDA) and the 
International Finance Corporation (IFC). Each has its own special 
function, but all are devoted to the same general objective - the promot­
ion of economic development. 

The Bank, the senior institution of the three, was established in 
1944 together with the Intemational Monetary Fund. It makes loans to 
governments, or with a government guarantee, at conventional rates of 
interest. By June 30, 1970, the B!U)k had 113 members ab.d had lent a 
total of nearly US$14,300 million Yto 87 countries. 

The International Development Association (IDA) was created in 
1960 and has 105 members (only a few Bank manbers are not manbers of IDA) • 
It finances the same general type of projects as the Bank, selected 
according to the same standards, but on tenus which place a lighter 
burden on the balance of payments of the borrowing country. Its assist­
ance, in the main, has been confined to countries where per capita 
incanes are exceptionally low (currently, a GNP of US$300 t>er capita or 
less determines the eligibility of a country for IDA funds), and which 
cannot meet all their external capital requ.iranents on the basis of · 
borrowing on conventional terms. At .the end of June, 1970, credits 
amounting to about US$2,800 million had been extended b7 IDA to SS 
countries. 

The International Finance Corporation (IFC), founded in 1956, 
supplements the activities of the Bank qy making and encouraging invest­
ments on commercial ter.ms in productive private enterprises in developing 
member countries. By June 30, 1970, IFC had 94 menbers and has made net 
comminnents totaling US$450 million to private companies in 43 countries. 
(For the purpose of this paper, the operations of IFC are irrelevant and 
will not be further mentioned). 

]} A substantial portion of Bank loans (US$2,300 million) has been 
sold to participating banks, investment companies, etc. 
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In most major respects the operating policies of the Bank and 
IDA are identical. Both institutions lend only for-projects or 
programs which are of hi~ priority for the borrowing country• s economic 
development, which are economical~ and technically sound and which have 
satisfactory prospects of being carried out and operated successfully. 
The two insti tu tiona apply the same methods and standards in detennining 
for what purposes loans or cred.i ts should be extended and in deciding 
what conditions need to be established to assure that these purposes will 
be achieved. The interrelationship between the Bank and mA can be seen 
from the fact that of the 55 countries which have been receiving IDA 
funds, 36 have also received Bank loans. Some ot these countries 
received these loans before IDA was established in 196o, and otil ere 
became eligible for IDA fUnds as a result of a deterioration in their 
economic situation after that date; nevertheless, there are quite a few 
countries which have received and are receiving a "blend" of Bank loans 
and IDA credits. 

Source of FUnds 

The fundamental differences between the Bank and IDA are in the 
sources of their funds, which in turn have a bearing on the te:nns under 
which these funds are being relent. 

The Bank started its operations with a paid-in portion of 10 
percent of the subscriptions of its member countries amounting to about 
US$2,300 million. However, the most important source of its funds has 
becane borrowing in the international capital markets (total outstanding 
US$4,600 million), mainly the U.s. (outstanding US$2,9<Xfmillion) and 

· Ehrope, especially Gennany (outstanding US$1,100 million). The Bank's 
bond issues are secured by the total uncalled capital. (90 percent of the 

.members 1 subscriptions), which is worth US$20,850 million. It is partly 
because of this large security - and partly because of the Bank 1 s general 
credit rating as an efficient and profitable organization - that it has 
been able to borrow, and consequently relend, funds at premium ter.ms. 
For the borrowing countries, this is the most apparent tangible benefit 
from the Bank, nanely, that it can provide funds at better tems than 
they would nonnally be able to obtain by borrowing directly in the 
capital markets. To illustrate this point, the total amount of bond 
issues placed by developing countries in the international capital · 
~~.rket from 1964 to 1968 has been a significant US$1,800 million, but 
r s.$· ,hOO of this total were placed by 5 out of 26 countries, namely, 
Argentina, Israel, Mexico, Portugal, Spain. During the same period the 
Bank placed bonds for US$2,400 million. Nevertheless, because of the 
increasing cost of the Bank's own borrowings and in spite of its desire 
to hold its interest rate as low as possible, these rates have increased 
from less than 4 percent in the first years of Bank operations, to at 
~resent 7 1/4 percent. 
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In contrast mA credits (the tenns "loan" for Bank and "credit" 
for IDA are normally used to make a distinction between the two 
operations) are interest free, and carr,y only a low service charge of 
currently 3/4 percent. The repayment period is much longer, nonnally 
50 years, canpared with 15 to 2S years for Bank loans. These favor­
able terms are possible only because the major source of funds for IDA 
credits are grants or interest free loans from in total 18 {the so­
called Part 1 countries), of the Bank and IDA mEmbers. However, it 
has been far more d.ifficul t for IDA to assure adequate and timely re­
plenishment of its resources than for the Bank to obtain additional 
funds through borrowing in the capital markets. The original contribut­
ions to IDA in 1960 totaled US$780 million; since then they have been 
twice replenished,. in amounts of US$750 million and u&);l,200 million 
respectively. Also, the Bank has transferred US$38.5 million from its 
net earnings to IDA. 

Purposes and Regional Distribution of Bank Loans and IDA Credits (Table 3) 

In the past, Bank loans have mainly been made for Electric Power 
(33 percent), Transportation (31 percent) and Industr.r (15 percent)J 
whereas IDA credits have main]y been for Transportation (31 percent) 
General Development Programs (24 percent) and Agricrulture (23 percent). 
Water Supply and Sewerage Projects account for only a small fraction 
(less than 1 percent of Bank loans and less than 2 percent of IDA credits) 
of the Bank Group's operations; this phenomena is discussed later in this 
paper. 

There are also marked differences in the regional distribution 
be tHe en Bank loans and IDA credits: While the fomer ~e more evenly 
distributed (Asia & Middle East 36 percent, Latin America 39 percent, 
furope 18 percent, Africa 14 percent), the bulk of IDA :t;unds (72 percent) 
went to Asia & Middle East, leaving 20 percent for Africa, 5 percent for 
Latin America and 3 percent for Europe. 

rl. GENERAL CRITERIA FOR PROJECT APPRAISAL BY THE BANK .AND IDA 

Before any particular project is appraised, which has been pre­
senterl. to the Bank or IDA for financing, the 11credi tworthiness" of the 
court C""J is being assessed to ensure, in the interest of not only the Bank/ 
lTIA but of the prospective borrowing countr.y, that the terms and amounts 
of the loan (or credit) are within the limits which the countr,y can 
~easonably be expected to service, taking into accounts all existing and 
prosnective future foreign debts. The appraisal of the project itself 
usually involves six different aspects: economic, technical, commercial, 
financial, institutional, organizational and managerial aspects. 

The objective of the appraisal of the economic aspects is to 
determine (i) whether the sector involved is of priority for the economic 
deveiopment of the country concerned, and (ii) whether the project is of 
sufficiently ldgh priority in ·this sector to justifY investment in it. 
'l.'he .celative financial return of different projects is frequently not a 
::uff~_cient test of their relative contribution to a country's development. 
~n ~a~r cases, basic investments are required before other investments in 

:r:-10 r8 i 0Ulledia tely profitable activities can be undertaken. 
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The benefits properly attributable to these basic investments m~ be ver,y 
ereat even though the direct earnings, at least in the short run, are not 
high or may even be non-existent. 

The economic appraisal involves an investigation of the demand for 
the goods or services -vrhich the project is expected to produce. This 
st"Udy may b e of varying scope, ranging from a narrowly localized study, 
as in the case of a ·municipal water supply project, to one that is 
nation~·Tide, as in the case of a national railway project. In some 
instances, the investigations may need to be world-wide; for example, in 
the case of a project to develop a source of iron ore for export. An 
important question which will normally be investigated during the economic 
appraisal includes the relative m.eri ts of alternative ways to provide the 
goods and services required. 

The appraisal of the technical aspects of a project involves an 
investigation of the detailed engineering plan for its construction and 
oper~tion, including the proposed scale of the project, the type of 
process or equipment to be used, the location, l~out and design of the 
various elements. The technical staff available to the borrower, both 
for carrying out the project and for operating it, is evaluated and a 
judgenent i s reached -vrhether outside help is required. When, in the 
Bank 1 s opinion, consulting engineers or other experts should be brought 
in, the Bank often assists the borrower to prepare terms of reference. 
The choice of consultant is made by the borrower, but the Bank satisfies 
itself that the consultant chosen is Suitably qualified; it believes that 
a selection should be made on the basis of qualification to perfor.m the 
work, not on price • 

.An important part of the technical appraisal of ·a ~roject is an 
i nvesti6ation of the assumptions on which the cost estimates have been 

· calculated. :~o st estimates should include adequate contingencies and 
pr ovisions fo r i nterest during construction, and for initial working 
capi tal . 

The commE r cial aspects of project appraisal entail a review of all 
a~raneements fo~ buying and selling. · In the construction phase, this 
iTlvol ves the t:!r.r.·angements for buying the materials needed to construct 
t:::~8 r' ro j e~t . The Bank is concerned that the borrower shall obtain the . 
bes t ··...; alue for the money spent - an objective nonnally attained by requir­
:Ln s internat .i onal competitive bidding. For the operating phase, it 
i nvol ves the proposed arrangements for obtaining the raw materials, power · 
and labor needed to operate the project, and for marketing its product. 

The appraisal of the financial aspects of a project usually falls 
i nto tw\-, :) s :~ t.i ons : thE.t concerned with the amount of money required to 
br ing t he: p~-·o,jt::ct. i ni.o operation and with the sources fran which it is to 
be obtai ned, ano that concerned with operating costs and reverme and 
prospective l i(!uidi ty i n the operating phase. 



- 8 -

Since the Bank and IDA finance only a part of the project cost, it 
is necessary to ensure that funds from other sources are available on 
reasonable terms to meet the balance. 

Financial projections must also be calculated for the operating 
period and are necessar,y, for example, for a revenue-earning project to 
estimate the financial return on the investment and to deter.mine whether 
the borrower is likely to have su..f'ficient working capital. In the 
light of these projections, a judgement has to be made about the sound­
ness of the financing plan. 

The institutions are also concerned with the organization proposed 
for the execution of· a project, both during the construction and operat­
ing phase s . In the case of some projects, the Bank has conditioned its 
assistance upon the creation of an autonanous operating authority 
insulated fran poll tical pressures and rigidities of government administ­
rative procedures. 

The Bank and IDA place particular stress upon the assurance of 
adequate management for a project. In cases where adequate local 
management is not available, the borrowing country, or the enterprise 
concerned is asked to look for organizations or individuals qualified to 
assist in running the enterprise, at least during the initial stages, and 
to provide appropriate management training to local personnel. 

It would seem that all these criteria are reasonable and ought to be 
applied not only by a lending institution such as the Bank or IDA, but b.y 
any authority which is involved in progranming, preparin&Por implElllenting 
a project, regardless whether it is located in a developing or in a 
devel oped countr.y, and regardless whether outside financimg is involved or 
not. Yet, as Hr. Shoaib, one of the Bank's Vice Presidents, stated at the 
1967 :'lat er for Peace Confer ence in Washington, "looking back atter two 
decar1.e s, it ie easy to see that any country in a position to meet such 
appa.r entl y ~outine r equiranents without help could hardly be classified as 
underdeveloped". However, the conclusion to be reached is not that the 
requi rement s are t oo rigid, but that most of the developing countries need 
~s sisto.nce i n meeting - gradually - these requirements. This distinguishes 
the Benk G!'ou.p (and t.he other multilateral agencies) from most nonnal 
l enti:i_ng i nstitutions: It acts increasingly - as advisor and counsel .for 
its poorer members and not as a lender who is only interested in protecting 
hi s investment. 

The key quest.~_ on nn'i the area of potential controversy is, of course, 
ho~ the Bank and IDA apply thei r general policies and criteria to specific 
cases . In the follo....ring chapters, this is explained with respect to water 
S"llpply ar:rl sewerage projects. 
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V. FINANCING OF WATER SUPPLY AND SEWERAGE PROJ:&:TS 

A. Background 

The World Bank is not a prime lender for water supply and sewerage 
(henceforth WS&S 1/) _projects, nor does it claim to be an authority in 
financing such projects. Certainly, it is far from becoming, what 
Professor Mehta E/ once suggested as a desirable vehicle for promoting 
these projects, namely an "International Water Supply Bank". If' any 
institution deserves such a title, it would be the Inter-American 
Developnent Bank (IDB), but its operations are limited to Latin lmerica. 
Latin America is indeed fortunate to have not only the IDB but also the 
Pan American Health Organization (PAHO) preparing projects in the 
sanitary engineering field, and assisting in their implementation. The 
foll01dng table - showing the status as of 1969 - may illustrate tlrls 
fact better than words: · 

% of 
Lending for W~ Projects l-lillion % of Latin 

us~ Worldwide America 

Worldwide 895 100 
Latin .America 557 62 100 
IDB 399· 45 72 

A comp<J.rison between the operations of IDB and the World Barile with respect 
to ~:JS&S project lending is interesting in several other r~eots (Table 4). 
Two points should be highlighted: 

(i) Compared with on~ 1-2 percent of all Bank/IDA lending, 
IDB loans for WS&S projects represent -more than 15 · 
percent of all IDB lending. 

(ii) 'rhe average Bank/IDA loan for WS&S projects was about 
US.ct? -n million (Bank US$10 million and IDA US$4 million) 
:~ltil.:1l ic somev-rh.9.t higher than the average !DB loan for 
vis&S of l.JS$5 million. However, while the average IDB 
loan for WS&S has been about the same as the average 
2mount of all TI>B loans (US$6 million), the overall · 
averages of Bank loans (US$20 million) and IDA credits 
(US~plJ million) are two to three times higher than the 
respective averages for WS&S projects. 

·-.:.'nese com.pc.risons give an indication of the different type and 
scale of operations of the respective institutions. But ~vS&S is not the 
cr!J ~r :- , ·c. :. f' · · .· .· . ' ,T).A_ lending , l-Jhere the :/vera.ge loan amount is below 
!!ncrY ! .:: .. .J ·. ; ' ·' 1 •• ; : JL . is true, for .. example, in the case of Education Projects. 

-----·-- - ·--------
'/ ; ;_ :· . . : .t·~i'r · r : - to ~;.r; t e:r· supply or sewerage pro:jects, or a combination of 

I"" 
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Also, the number of loans made in the past and their size are by no 
means an indication of a preference of the Bank Group for specific 
types and sizes of projects, and there is no "bias" against WS&S 
projects. The Bank 1 s position and experience with WS&S projects is 
reflected as follows in the Annual Report - 1970: 

11'\tlater supply projects proVide valuable benefits to the 
population of areas in which the,y are located, but there 
are often serious problems involved in setting up sound 
projects for this purpose. The need for such projects 
is usually greatest in the rapidly growing cities of the 
developing world; all too often, however, these cities 
do not charge or collect adequate tariffs, and are 
dependent on their countries• already overburdened 
national budgets for urgently needed funds. 

This situation, which often leads to the unavailability 
of sufficient fUnds to carr.y out projects, underlines the 
desirability of adequate levels of charges which will 
provide the funds to enable the water authority to work 
·e!fecti vely. 

The Bank Group is .also concerned that the water authority 
has, or can develop, the ability to execute and operate 
the project in a reasonably effective manner. This often 
requires a large measure of institution bu.ilding. The 
Bank 1s concern with rate levels and institution building 
is part of its overall policy of taking every posari.ble 
step to see that the projects it assists provide a soundly 
based, economical and self-sustaining service to Uhe 
carmru.nity for whose benefit they were established. 

Notwithstanding the r eal difficulties involved in estab­
lishi.ng and expanding properly managed water supply 
systems, the Bank hopes it may be able to support further 
projects durine the caning years in this area of urgent 
need. Tt encourages and assi.sts in the preparation of 
sui tahJ c; p t·ojects anc~ examines with special interest UNDP 
pre-investment studies in this field being carried out b,y 
the ~vorld Henl th Organization (\VHO) • 11 

Hence, the problen hc~s been mainly that - except in Latin America, 
~::hi ch is relo:tive1y Hell assisted by the IDB and others, including the 
.B;:_nl-: Grcmp - there a r e not enough sui table \vs&S projects ready for 
i'i n2ncing . In many countries, 1vater Supply and Sewerage is not even 
re~ r: --::~ . 7 ~A "l-: 1 matter of ·:1 2-tional concern. Consequently, the invest­
ment .. orOEi·~,·,i . ~ .. ~ ~-:-epared bj: t~:e national planning offices of these 
countri es h c-.v-c often no, o:r only inadequate, provisions for this sector. 
Usually only the capital ci ties are able to attract sufficient 
P.tter.ltion t o their needs in water supply and sewerage. 
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In fact, with a few exceptions, most Bank/IDA lending for WS&S has been 
for capital cities (see Table S) • There are certain economic arguments 
for placing a high priority on WS&S projects in large urban areas (there 
the greatest number of people can benefit from the minimum expenditure 
of money, manpower and other resources), compared 'tv.ith smaller cities and 
rurD.l areas. But the Bank Group is aware that, so far, the projects for 
which .financing hes been requested and w&s provided, v-rere not selected on 
the basis of balanced and comprehensive country-wide sector studies. This 
leads to the question of Nhat is the "economic justification" for WS&S 
projects. 

B. .Economic Aspects 

One of the elements on 'tvhich the economic apprs.isal of a WS&S 
project is based, are dant.nd projections. These should be as detailed as 
possible end should take into account not only projected population growth, 
increase in per-capita dem~nd, different requirements and consumption 
patterns of different conmm1er groups (domestic, commercial, industrial, 
public) , bu. t a.lso the "elasticity" of water demand, as for example, 
affected qy price, rate structure and metering. Textbooks are not always 
the best guide in establishing demand estimates, and the per-capita 
con~~ption in some developed countries is more an example of water waste 
thnn an indication of high econanic development. Host important is a 
realistic estimate of the amount of unaccounted water, or more general 
"water losses", which in many cases have been found to be far above any 
acceptable level, samet~es unknown even to the engineers responsible for 
the system. 

.flo 

The techniques to analyse projects from an economic point of view, 
and to quantify the merits of diffe:.:·ent projects, can c:mly briefly be 
mentioned here, they are: Cost-Benefit .Analysis, Internal (or incremental) 
Rate of Return Calculations, Discounted Cash flow, Present Worth .Ana]ysis, 
etc. In all these different but interrelated types of an~sis, the 
sources and tenns of financing are innnaterial. In other words, the results 
are the same if a project is financed without, with limited or with a large 
amount of foreign funds; nor are the.y affected b,y the proportion between 
borro\ored funds, funds generated from operations and others. Economically, 
all these funds c-u:e ~~api t R.J , 1,rhich ha.~ R "price", sometimes called the 
"opportunity cost of capital". The "price" is different from country to 
country, but is a11,T[:) '"S above t r e aGtuel lending ra.tes: Nobody would borro1v 
money unless he e:~-: r:. c.l ... s -~~o 3C:i..· '.t .f ··o~. -:_ ·jnvesting it more than the amount 
needed to service :--.~ ~ debt . S:i . .r:,.iJ P.r l~ '· , :.my country should be careful in 
investing its sc<:· ::-' ·::.; l.'in -:-r.:~ i .. :J r esnt'rees ( ~rhether o1m or borrowed) in 
projects which h s."l(:' t•.n econcrJ.i ~ r eturn belol·J the respective 11opportuni ty 
cost ·:;f cz.pj_ ·~.;::·. !. • • 

Accordinr~:.:y· , the key factor in analysing the eco..,anic efficiency of 
c:.ny project is tlle meesu.cement of cost and benefits in economic, not 
financia1 terms. ..-,nyi le the '1cost" of 1nJ~.S projects can· normally be defined 
11rithout too ma :-.. / · ~ ·i. fl'i culties, there is considerable discussion among 
C:·~onomist ~: on 1r:rhc:l·!:, should be cons1.dered the "benefits". The easiest 
;~ G1utivu H OLt.) . 1 l . ~ t.o defi ne such benefits as the "rnaximum consumers would 
·tA : r;r'eprn ·t~c!. t. .. ; .. ·,· f n r th.t 0 c~·· ssi_Y~ atHlntities of water or for successively 
1·, ,. ·c-r.r' ' · U~i- r c·; ~ _,_·c :·, <:-.. r. v:i_ce:: . ' ! There nre, hc· oevr~ ~,, twc .,orr.:. types of benefits, 
P0.0iic:-.-:.: y r·cf~·> · t·d t "' ·t .. S "80Ci.a.l benefi.ts", \i,J.tlich are above those realized 
:~~y .i. !H~' ·, ·v :_, t L: .9J ~.11 ~t.orn~-r:s. 
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The first is related to the collective nature of water use like, for 
instance, street cleaning and public gardens watering, in short, the 
contribution tc the aesthetics of urban life; the second - more 
important - are the "external" effects of water use, namely eradication 
or reduction _of water-borne diseases, resulting in reduced disability, 
1~orbidity and uGath rates, in lower medical expenses and in increased 
productivity of the labor force. Further benefits are reduced fire 
losses, and, in turn, sometimes a reduction in fire insurance premiums. 

Unfortunately, the efforts spent b.r many talented people to 
quantify these "social benefits 11 have not yet resulted in formulas 
which have been generally accepted or could be generally applied. 
Moreover, there is ·a wide g~p between those who consider even a discuss­
ion of the desirability to quantity such benefits as "immoraln, or at 
least strange, and those who suggest that (i) from an economic pcdnt of 
view same of these benefits - especiallY population growth - are no 
benefits at all, but rather unfavorable side effects of improved water 
supply; or (ii) 11 social infrastructure" such as water supply, sewerage, 
housing is nonnally productive only in the long run, and cannot be con­
sidered a precondition for, but rather a "fruit" from, developnent; or · 
(iii) improva~ents in urban WS&S are likely to accelerate migration from 
the rural areas into the cities and thus worsen the urban problems. 

The truth, as always, is probably somewhere between these extreme 
positions. On the one hand, there are intangible benefits of water 
supply which cannot be quantified but · are important for the improvEinent 
of human life and of living conditions. On the other hagd, social 
infrastructure is not a means Qy itself, but its development should be 
progr~med in balance with other basic investments in the economy. There 
are quite a few examples, where an originally sound policy of placing 
}..Jriori ty on p rod11ctive i nvestments ht.s led to an impasse for further 

-development "\vlt'"'r'- there l'V"as an overcapacity in, say, electric power and 
industrial facilities, but c. severe backlog in other essential services, 
such as water S\'pply for industrial and danestic use. 

As to the "urban" argument: Migration from the rural into the 
urbc:r1 areas uil.1 take place (and has taken place) even if the social in­
frastructure is deficient, because urban areas are, and Trill increasingly 
become the essential dynamos for progress in all industrializing 
cou1Y:. :-12·~. The \'Jo~ ... 1:i B~nk has become increasingly mv-are of urban problems 
and ii, is ~.:u-:1cemed c-JJout the lete1 Lorating conditions i n many cities in 
the c.Jeveloping wo:rld. This has been expressed in Er . NcNemara' s address 
to the Bank's Board of Governors at the .Annual Heeting -Ln 1969: "The 
phencr.1anon of u r ban decay is a plague creeping over eve1.·y continent, but 
i ·Ls corrosive effects are critical in the poorer nations. The resources 
recr-Ai j_ ... ed tc provide minimal services and inf'rastructuru for urban populat­
ions:' ;ihich in the yer?.r 2COn may be 500% higher than today, are staggering. 
lrnr 1G1owledge of hm-1 t o best. deal -vri th the whole issue of urbanization 
re:ne·i £W !_-. ,·j mj ti v~. But one noint is clear: the problem must be dealt with 
on B. •"'rr.lf;T ehenr:d vc-:. national be. sis 11 • -
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C. Technical Aspects 

As pointed out earlier, preparation of WS&S projects for Bank ·lend­
ing has required proportionately much time and effort. In most cases, the 
reasons were not so nmch deficiencies in detailed engineering bu. t 
unsatisfactory planning. This refers mainly to the identification and 
analysis of alternatives of staging long range master plans, and of 
alternative schemes for the proposed initial stage, and is closely related 
to the economic analysis and justification of projects. In m~ cases, 
when the Bank/IDA eventually approved a loan, the project had changed 
substantially from the time when it had first been presented for financing. 
Changes had been ma~e, 

(i) in the scale of the project: and contrar.y to some 
beliefs, there have also been cases where the Bank 
has encouraged much larger schemes than had been 
proposed; 

(ii) in the basic supp~ alternative& e.g. groundwater 
instead of surface water and vice versa; 

(iii) in the emphasis on various project elements: often 
the possibilities of reducing water losses by 
rehabilitating the distribution s.ystam had not been 
sufficient~ exploredJ addi1;ional supply would have 
largely fed water leaks, and would have been lost 
for actual consumption. This problem is of sp cial 
importance where supp~ had been intermittent and · 
supply hours are expected to increase as a re~t 
of the project. 

Of particular concern in preparing WS&S projects in developing 
countries are the design criteria. Criteria, which have proven to be 
adequate or may even be standards in "rich 11 countries w:i. th a shortage of 
labor and with a sophisticated technology, should be careful~ reviewed 
and if necessary modified, before bei.ng applied to projects under different 
~limatologics.l, social and econanic conditions. Important savings in cost 
can be made if, in preparing specifications for bidding, engineers leave as 
Hide a range of options as possible for different, but equivalent equipnent 
(e. E. pipe me. t.e.rials, pump sizes, meter types) • The desire to maintain a 
reasonable deerc3e of standardization is, of course, an acceptable constraint. 

In SWTh~ary, based on the Bank's past eA~erience, there is much roam 
for ll.1provement in the preparation of WS&S projects. Planning engineers from 
the developinc countries, and consulting engineers fron1 the developed 
countri_es assisting them in project preparation, should be aware that the 
product of their Hork is in canpeti tion with many other proposals tor invest­
ment in the ~m; ntri~s concerned lmd that it depends, among other things, on 
the quc;.li t~r o1 tlJ.s p~coduct whether or not more WS&S projects will be 
implemented in ths future. · 
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Professional enthusiasm alone is not sufficient, and the desire to design 
a technical~ perfect scheme, using the most advanced techniques and 
~1ploying sophisticated devices, often leads into the wrong direction. 

D. Canmercial Aspects 

Under 11General Criteria for Project .Appraisal" it was stated that 
these aspects refer to all arrangements for buying and selling, during the 
construction and during the operating phase. 

The "selling" aspect is frequently neglected by agencies responsible 
for US&S services;_ this is understandable, because in most cases the back­
log and shortages are so great that it seams h~ possible that there 
-vrould ever be a problan of finding a market for water. However, there have 
been cases where it has proven difficult to attract and to connect the 
projected rrum.ber of customers to the new facilities. This problea is 
like]y to occur where the project provides new facilities in an area which 
had previously no or only partial canmuni ty WS&S service 1 and where 
consequently the public was forced and able, and later accustomed, to using 
private facilities. Special legislation may be needed, 'blt may not be easy 
to obtain, to ensure an adequate support of the new system. 

Naturally, during the stage of project preparation and implementation 
the "buying" aspect is of much more immediate concern. The Bank/IDA has 
issued "Procurement Guidelines" which normally become part of its agree­
ments "t·ri th the borrowers. These Guidelines suggest specific steps to the 
project authority with respect to preparation of biddin~documents, bid 
advertisement, bid opening, bid analysis, and to general contract 
provisions. The basic requirement is that - with n few .exceptions -
borrm-rers are expected to assure "international canpetitive bidding 11 on all 
contracts related to the project. The tenn "international" is qualified in 
the sense the. t bidding must be open but is limited to all Bank member 
countries (and Switzerland whlch is not a member but has a special 
relationship with the Bank~. In exceptional cases, the Bank may agree to 
reserve certain contracts for local procurement; however, these contracts 
may be excluded from the package of works regarded as the "Project" 
financed under the loan; this has no implications when the loan is only 
made for foreign exchange expenditures, but it may be important, if the 
loan amount is determined as a percentage of the total 11project" cost. 

The requirement of international competitive bidding is accepted b,y . 
all Bank borrowers without difficulty, when procurement is for goods tor 
which there is no competition from within the borrowing country. There is 
overwhelming, and sometimes dramatic, evidence from thousands of contracts 
procured under Bank/IDA financing, that such competition results in 
substantial savings, compared, for example, with the 11tied aid" of many 
bilateral assistance programs. However, international competition is more 
controversial· when the goods and services involved are also available from 
'--l l t l-lin the bnrrov:i .n g country. 
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The Bank Group's two basic objectives, namely (i) to ensure - through 
wide competition - that borrowers obtain the best value for their money 
and that all member countries have the opportunity to participate in 
such bidding, and (ii) to provide a reasonable degree of' protection to 
the domestic industry of developing countries, thereby stimulating 
industrialization and economic growth, seem to be difficult to reconcile. 
In practice, the question is how to compare bids from foreign and local 
suppliers, and how to deter.mine the "lowest evaluated bidder" to whom the 
contract should be awarded. In the past, the Bank has, in appropriate 
cases, and at the request or the borrowers agreed to a certain degree of 
"preference" for local suppliers, no:nnally 15%, or the amount of custan 
duties on the CIF ·price or the lowest foreign bidder, whatever is lower. 
Such an across-the-board for.mula is simple but, depending on each case, 
it may or may not provide an acceptable and adequate degree of protection 
f or local suppliers • This is especially true, if the locally produced 
goods themselves have a large import component. Therefore, f'ran an 
economic '{>Oint of view a fonnula based on "value added" (to the import 
component) would be preferable, but is more difficult to design and more 
so to apply. 

With respect to WS&S projects - as in most other projects - the 
ability of local firms to compete with f'oreign suppliers varies from 
country to country and depends on the stage ot developnenta It is first 
for civil works, later in the manufacture of pipes (especi~ concrete 
pipes ) , and then in the production of mechanical equipnent (pumps, 
motors, and sometimes water meters), where local fir.ms came increasingly 
competitive. 

E. Financial Aspects 

The need to have sufficient funds available to cover the cost of 
construction of a proposed project would seem to be a generally accepted 
fact . It is all the more surprising that in sane of the Bank/IDA's WS&S 
projects, it has taken a long time after the loan/credit was in 
principle assured, to obtain evidence that the balance of the funds was 
avatlable fror.; local sources (the project authority, the Goverrment, local 
financing agencies or others). 

However, it is with respect to the financial criteria for the 
trope rating phase", not for "project construction", where the Bank/IDA is 
most commonly criticized as being too rigid and following a hard line. 
The principal scapegoat is the concept of the "financial rate of return", 
or more general ttprofit", which the Bank applies to all reverme earning 
projects , and specifically to public utility projects (electric power, 
telephones, water supply). 
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The fj_nancial Rate of Retum (in %) for a given year is defined as: A + B 
C X 100 

··mere by: 

A = Net Income 

B Financing 
Charges 

C Net Fixed 
Assets 

Gross Income minus the sum of 
(from Water Sales, 
Sewerage Service 
charges, etc.) 

~ Interest (but not 
.Amortization -

= The realistic present minus 
value of all fixed 
assets (excluding 
inventories and other 
current assets) except 
work in progress. 

(i) Operating Costs 
(Salaries, supplies, etc. ) 

(ii) Amount added to reserves 
for depreciation. 

(iii) Financing Charges (see B) • 

Accumulated depreciation 
(based on realistic 
present value of the 
fixed assets) • 

It is important to stress that for the purpose of calculating the Net 
Income, a-mortization is not a cost; it is, of course, an expenditure to be 
taken into account in cash flow forecasts. "Capitalized" Operating Costs 
(e.g. salaries of staff directly engaged in project preparation and super­
vision) and Capitalized Interest (interest or loans for projects during the 
construction period of such projects) have to be deducted from the totals 
before entering the amounts into the cal~lation; these ctpitalized costs 
becane part of the project cost and thus of the "Rate Bas~"· 

_ Arguments brought forward against the "rate of return concept" are 
both "quali tat:i.ve" (narnely on the principle of using this concept for WS&S 
projects) and trquantitative" (on the size of the return requested by the 
Bank) • As to· the concept, which in si.'tlple tenns requires a WS&S can.pany to 
earn enough money to cover not only its current expenditures but to 
<J ~cumult=tte certain amounts for future expenditures, Barbara Ward, the well­
known British economist, who can hard]y be accused of being a "capitalist", 
w-:L--ote in 1962: 

"A developing country should aim its policies at ensuring the 
011ickest rate of capital accumulation. Profits should be 
strongly encoura~ea, in public as in private enterprise, and 
tax S'Jst~s arranged so that all the incentives ar~:: towards 
their reinvestment. This does not always arouse much 
enthusiasm among planners brought up to believe in the inherent 
immorality of profits and ready to run essential public services 
on a 1no profit, no loss 1 basis. But profits are one of the 
chief means by vrhich resources can be put at the disposal of 
society, and, as is little known, are a major sourc·e of invest­
ment. in Soviet Russia." 

As t o the ~~;_~~ n~· the return, the Bank is aHa"~'"e of the fact that water 
:-:.ur;,J .Y and e v 0n --tore s:J s e1...rerage authorities, have normc-L.l ly to recover from 
-- suc r:t8nt.i <<l 1~ .. tc 1\lo r~ in -tnv2si1nents and cannot be expected ~o immediately 
.rf;r: :;r~ · ; ,P. a.;- r·~. lr>;u ('-_. t,, ir ns e.s v.rould be desirable. 
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Therefore, as is reflected in most of the Baru</IDA loan agreements for 
·.-;S&S projects, borrowers are given a C'ertain period of initially low, 
but increasing r eturns to achieve the desirable target; the target 
itself depends on each case, but is nor.mal~ between 8 to 10 percent. 
In practical terms, the rate of return concept, coupled with the pro­
jections on actual cash requirements (which sometimes demonstrate the 
need for more f unds than would be necessar.y to achieve the agreed-upon 
rate of return, has . a direct bearing on the charges which have to be 
levied on the water and sewerage customers. This is r1here economic and 
financial 11 theory" ends, and where practical and often political 
considerations begin. 

It is sometimes argued that it is irrelevant, and the Bank should 
not be concerned about how the total amount of the necessary funds for 
WS&S services is being generated. However, in the Bank's view, the most 
equitable way of charging for water, and the least conducive to waste, is 
to relate water charges as closely as possible to actual consumption; 
this requires metering of preferably all connections which can nonnally 
only be achieved in stages. Proposals to charge for water on any other 
basis than consumption (e.g. property value, fixed amounts with minimum . 
consumption allowance) or to give water 11 free n to certain consumer groups 
(hospitals, schools, government) are therefore carefully reviewed during 
financial appraisal of a WS&S project. It has sanetimes been accepted 
that the Govermtent or the mu.nicipali ty pay, or subsidize p~ent, for 
water consumption of certain economically weak consumer groups whiab they 
wish to assist. 

Financial management of a Ws&S canpany, or of any ~ther public 
utility, requires an efficient and business-like accounting systan. Bill­
ing and collection, budget control and budget progranmin~ are important 
areas of financial management. Accounts should regularly be audited by 

.independent auditors. The quality and effectiveness of a public utility 
company, as of any other business or government, can always best be assess­
ed from the wa:y it is handling its financial af'fairs. 

F. Institutional, Organizational and Managerial Aspects 

I f there is a single most important objective of the Bank Group's 
operations, besides providing f\tnds for financing projects and programs, it · 
is to help the developing countries building institutions which proVide the 
necessar.y organizational and administrative framework for planning and 
implementing public and private investments. The need for such assistance­
is especially great in the Ws&S sector. It involves the institutional set­
up at the national government level, the local organizations responsible 
for constructing and operating WS&S schemes, and the recruitment of compet­
ent ma.nagers, experienced professionals and skilled labor to staff such 
organizations. However, there are no textbooks or formulas which provide a 
tool for defining the best proposal or for measuring the success in a given 
ca.!:'-e . Hei th:' r ~oes the Bank have ready-made solutions. 

;:.JS&s has some peculiar features: One one hand, *XeS servicerJ are 
;no ~:;i..:l.y "local" ·' neldom regional, and almost never national (in the sense 
o.r nn.tional 1y i nterconnected systems). 
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Un the other hann, tvh.i.le the supply of good and sufficient water is 
~'ssential for a1most any econanic activity, the demand for industrial, 
and even less for potable water represents nor.mal~ but a small 
. ercentnge of ell available water resources in a country; most of these 
~esources are used for other purposes (es,pecial~ hydropower generation 
and irrigation) • Therefore, one can .find a variety or institutional 
solutions in different countries with respect to the allocation of 
responsibility for WS&S, and for "water" in general. For the purpose 
of ~·rater resources. allocation and from the point of view of WS&S, most 
of these arrangements can be adequate, as long as it is assured that 
sufficient quenti ties o.f' water are reserved for water supply. However, 
in spite - or possibly because - of the proportionatelY small quantities 
of water involved,. this requirement is sometimes overlooked and in some 
national water programs there is "no water left 11 for cammmity water 
supply. 

Hare important from an institutional point of view, is the question 
hmv to organize and exercise at the national · governnent level regulatory 
functions related to WS&S services, such as developing and administrating 
rate policies, monitoring financial perfo:nnance, setting technical 
standards, etc. Considering the difficulties of most ~vS&S services in 
developing countries, the need for such coordination and central assist­
ance is ob'\1-i.ous. Therefore, while the Bank does not necessarily suggest 
or support the establishment of a national water authority, it strongly 
recanmends instituting and enforcing sound national public utility 
policies (not limited to WS&S) and giving support to the operating 
agencies in following such policies. 

~ · 

As to the responsibility for constructing and even more for 
operating WS&S services, the B~IDA*s experience indicates that this 
should normal~ be left, or delegated, as close as possible to the local 
level. However, regardless of whether the authority is established at 
the -;~~nnicipal, regional or national level, it should be organized and 
oper.sted as a revenue-earning utility, separated from normal governmen-t. 
bureaucra~, and not be subject to political interference in its nor.mal 
affairs. It should be able to independently set water rates in accordance 
vli th sound financial criteria and within the 1imi ts of generallY accepted 
rate policies in the country. It is in this respect that the Bank/IDA has 
a preference for setting-up of a new autonomous authority, before approving 
e. loan for a. public utility project. or course, this authority will 
~-lol~-;-.. c:lly be owned by the public and it may have a bo.ard in which the 
noli ti ca.l councils are represented. 

Even whe1·e :mch .an autonomous authority cannot, or not immediately, 
be c~ta.blished, the Bank/IDA suggests that the WS&S service is organized as 
c. separate department within the general structure of the respective local 
or national government. This refers especially to keeping ~vS&S accounts 
seperate from the general boo~ in order to clearly allocate income and 
expenditures, and determine the financial performance, of the WS&S service. 

·Jrone o.r :,c..nizat:onal structure of a WS&S service should be functional 
::.nd :.:.hould def:i_ne lines of responsibility in such a way that management can 
effectively delegate authority without losing control over the operations. 
'i" .-; ;:_ .~.-· oqui:::--e s the; installation of effective management reporting systems 
~ r..c: ". f -neneru~. f"!Of'll:IUP-ications systems within the organizations. 
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In this respect, a WS&S service should not be different from any other 
commercial f i rm. Experience shows, however, that the principle of 
operating revenue-earning public enterprises in a business-like manner, 
is least developed at the municipal level and, in turn, seldom adopted 
for WS&S services. 

The best institutional framework and the most perfect organization­
al structur e are useless, if there are no men to starr the ke,y positions 
on the top and at the supporting levels of these organizations. Without 
any doubt, and this is the case not only in maey developing but ~so in 
a number of developed countries, WS&S companies are not ver.y glamorous; 
they have usually great d.ifficul ties to attract qualified staff, and even 
to compete w1 th other public enterprises . in reorui ting competent people·, 
especially f or the top m.anaganent posi tiona. In many countries, where 
career opportunities for engineers in top government positions are 
scarce·, management of WS&S ccmpanies is usually nreserved" tor civil or 
public health engineers. While there may be. many good reasons for this 
policy, it fails to recognize that management is an art on its own, and 
no professional group - engineers, accountants, law,yers, etc. - can 
claim to offer the best or exclusive qualification tor management. 

Quality of management and or statr at any level or an organization 
is always closely related to the salaries and salary incentives, · and to 
the job security which this organization can otter. Public enterprises 
can seldom compete with salaries in private industry and tlma, job 
security i s often their main attraction. It even this elEment is absent, 
as it is for many top positions of politically influenced public services, 
it is hardly surprising that qualified people stay awa» fran them, and if 
a Government . employee is "deputed" to such an organization he is more 
likelY to consider it a demotion than a possibility to expand his 
experience . 

In a number of countries, there is not onlY a scarcity of good 
managers, but also of engineers w1 th sufficient experience and expertise 
in the specific technical aspects of a WS&S service. In these cases, 
scholarships for training in well-established foreign water authorities 
or for graduate studies at specialized to reign universities may provide 
a solution, although not for the immediate future. Once a certain amount 
of experience has been acCUl1tUlated in the country itself', and this 
process nonmal lY starts at the WS&S services of the larger cities, · 
specialized courses at local universities and national training programs 
should be established. . In this way, experience can be handed down to the· 
smaller cities and to the rural areas. This is a long process, and the 
absence of sufficient and sufficient~ trained staff can be a strong 
argument i n favor of establishing a national water authority responsible 
for all aspects of 1~, including operation of certain s.ystema, where 
the local authorities cannot provide the necessar.y support of personnel. 
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The foregoing notes show that the solution of the managanent problem 
is first of all a question of manpower and second of education and training. 
Outside assistance can help to resolve the latter problem, but ver,y little 
to overcome the first, vJ"hich will always remain the responsibility of 
government at all levels in the countr,y concerned. Management consultants 
can be of great help, and a-nployment of such consultants may be one of the 
conditions for a Ban!{/IDA loan. However, they should primarily be advisors 
to loce.l executives and shoilld be given executive responsibilities only in 
exceptional circumstances and for a limited period. This does not mean 
that their task is limited to designing manuals and giving lectures in 
advanced techniques of business administration; on the contrary, they should 
not only make sure that the new manuals are understood by the people con­
cerned and can be made operative under the specific circumstances but should 
- especial~ in the early phases of their assignment - activelY participate, 
when necessary, in the day-to-day of the organization. 

VI. : ID.AN AD1ll~ISTRATION AND PROJECT SUPERVISION 

Project selection, preparation and appraisal are only the initial steps 
- in the Bank/IDA1 s involvement with a specific project. Once a project has 
been appraised and in principle accepted by the "Loan Camnittee" in the Bailk/ 
lDA, representatives of the respective government, the borrower, and of the 
projeet authority (uhich may be identical) are invited for negotiations. 
After negotiations, the legal documents are finalized and the loan/credit 
proposal is presented to the Bank/IDA's Board of Executive Directors, who 
repr esent the member countries. After the Board's approval, the loan is 
signed and - provided certain steps are ·taken b.Y the borrower - becomes 
eJ'i' ecti ve • 

It. is at. this ti.'ne, when the second major phase ·of the Bank/IDA• s 
invol ve•l'l.ent with a particul~.r project begins: Supervision/ On the averap;e, 
e2.ch n active" project is visited at least once a year ( 11problem11 projects 
mo1·e often). The gre&t impor·tance, which the B2.nk/IDA attaches to project 
supervision can be seen from the fact that there are as rw.:ny supervision 
missions every year as there ar e project identification, preparation or 
appraisal missions. In addi Gion, the Bank requests its borrowers to prepare 
2.ni submit pericdic progress reports (monthly, quarterly, annual), covering 
a l l important a spects of project construction and of operations. These 
pi'ogress reports ~re designed not only to provide the Bank with infonnation, 
but to ser'Ve e>s pc::.rt of the borrower 1 s internal management reporting system .• 
Supervi~iion of i3; T1k f inanced ';lSE.:S projects is essentially the same as for 
:1ny (' 'Lh () ":' typ'~ of p ·_··a jects. However, as l ~ras mentioned in connection trlth 
pl'f_':>a .t ·;··l,ion and :;,lJ ~P '::. l s&l, ~130!S rn'ojects have required much more attention 
thr.T1 t ··t; 11 ..-..v'~ .~ ·a .ze 11 .1 J,!_ , ril ~: ?ro.i ect . 

VI I . OU'rJJ:OC 

Tl1e &: ·· ~ ;::/I ~.!: 1 s eA.'l_)G l"ienc e Hi th, 2nd its interest in ·~Tater Supply· a.~.d 
Se~· Terage (HS&S) ~'I"'c :1 -3 ct,s is considerably larger than "toJ"he.t the relatively 
srrwJ .. J. rn.IIaber of 1)Cs t Ben1r}IDA lending for such projects r·.r•;uld suggest. 
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rfhe number of WS&S projects which are currently under consideration by 
the Bank/IDA and are expected to result in loans or credits within the 
next t wo years · is almost twice as large as the total number of ~ 
projects financed since the earlY sixties, when the Bank/IDA started 
lending in this sector. 

This increased emphasis in WS&S projects is in line with the 
Bank 1 s gro-vting interest in urban rehabilitation and developnent 
problems and with the trend of expansion of the Bank's activities into 
other "difficult" sectors like education and population planning. 
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1261!-1261 Aver~e 

(Amounts in million US$ and percentage) J! 
r~ of Total 

Western Bilateral & 
Africa Asia Hemi!!}!here ~otal Nu.ltilateral 

us 418 2,009 (66) 576 3,003 53 
FRANCE 

~~ f~5~ 28 15 488 9 
UK 175 

~~l 
23 396 1 

GERMANY 94 232 38 364 6 
J!PAN 1 221 6 228 4 
CANADA 14 106 (80) 11 131 2 

O~hers y 178 (62) 92 16 286 5 

Total Bilateral 1,348 (28) ~ (58) 685 (14) 4,896 (100) 86 

Total f.'lul tila teral 194 (25) 334 (43) 256 (32) 784 (loo) 14 

Total Bilateral and 
Hultilateral 1,542 (27) 3.197 (56) 2hl:. (17) 5,680 100 

Source: "Pearson Report" 1969 

!/ Includes only assistance with concessional terms, e.g. IDA but not IBRD 
y Others: Total 

Belgium ---r:;- ._ 
Netherlands 80 
Italy 51 
Australia 33 
Sweden 22 
Austria 18 
Denmark . 6 
Switzerland 5 

286 
J/ Figures in p~enthe·sis are percentages of country's total official assistance. 

JKrombach IBRD 
September 1970 
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( a:·1om1 t ~; i.n ~.l i..lli.on u:: .. ) 

£i.r,:ency 1Q60 1.9§_1 t1_6? ).~~-6.1 ~2§j.J. J-2.§5_ .12&~ 1m_ 1968 ·" 1960-68 ?·; 
-~- >? 

\.Jor1d Bank ( IBRD ) 341 ~2 1 1~09 h62 46h 474 564 561 605 39 h,201 43 

Internatl . Dev. Association (IDA ) 1 25 lOS lh8 277 273 368 215 14 1,412 16 

Internatl. Finance Corporation (I FC) 13 8 18 12 16 19 30 26 31 2 173 2 

Sub-Total \·lorld Bank Group 354 330 452 579 628 770 867 955 851 55 5,786 61 

Inter-American Dev. Bank 5 37 75 131 109 142 183 233 15 915 10 

Asian Development Bank 20 1 20 

African Development Bank 2 2 

European Eco. Comm-European Dev. Fund 4 17 54 67 85 104 112 105 121 8 669 7 

European Eco.Comm-European Invest. Bank 6 12 28 39 10 1 95 1 

U.N. Institutions 125 197 182 229 263 252 272 207 300 20 2,027 21 

Total 11 483 549 725 950 1113 1247 1421 1489 1537 100 9,514 100 

Source: "Pearson Report" 1969. 

This total should not be confused with the flow of mu.l tilateral "development assistance". These figures include, in addition to official 
contributions ($661 million), funds raised on private capital markets and rep~ents on previous loans which are lent at near commercial 
terms. 

For comparison, the following are the gross disbursements~ of 1Pe vlorld Bank Group to all its member countries (Source: Annual Reports 
IBRD/IDA and · IFC, 1970): . . 

JKrombach IBRD 
· september, 1970. 

IBiill 

IDA 

IFC 

Total '.•lorld· Bank Group 

1961 1962 

398 485 

12 

10 12 

408 509 

!2.21 ~ !ili. 
620 559 606 

56 124 222 

16 16 16 

692 699 844 

1966 !ill. 1968 !2.22. !.21Q. 

668 790 772 762 772 

267 342 319 256 143 

22 25 33 33 85 

951 1157 1124 1051 1000 

" 

j 
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( :.:~'l_o~_!;s in n_i_l_l_i_og_ _ Q.~;.~ ) 
---------Percentage-------

\s i a and ~/ .:P.d tern .• .'ot al i'ot al l'OtP.l 'rota.l Total Tot<'~.l 

p.frica hiddle & st .:....'urope .i..i.emisEhere H'C w llliLI.DA D3FJ) IDA IBiillLIDA P>lill I DA 

Transportation 1,183 2,)10 .586 1,173 .5,2.51 L~ ,40.5 846 )0.8 30-9 30 • .5 

Electric Power .528 1,194 672 2,411 4,80.5 4,642 163 28.2 32 • .5 .5.9 

Industry 2.54 1,206 .590 220 2,270 2,166 104 12.3 1.5.2 3-8 

,~ gricul ture, i."orestry 
& l''ishing 319 987 1.57 456 1,919 1,29-4 62.5 11.3 9-1 22.5 

Gene'ral Development & 
Program Loans 40 1,067 100 1,207 .5.52 65.5 7-1 3-8 23.6 

Post-\r/ar Reconstruction 497 497 497 2.9 3-5 
! 

Telecommunications 38 200 40 101 380 244 136 2.2 1.7 4-9 l 

:Cducation 159 82 12 70 324 145 179 1.9 1.0 6.5 I 
~lATER SYSTENS 35 74 4 62 17.5 127 48 1.0 ·9 1.7 

Project Preparation & 
Technical Assistan~e 7 11 18 1 17 .1 .6 

: 

Family Planning 2 2 2 
f 

Financing Loan ( Ili'C) 200 200 200 1.2 1.4 

! 

T<Yl'AL IBRD/IDA 2,.563 7,1~2 2,6.58 4,495 200 17,048 14,278 2,773 lOO}b 
' 

IJ3RD 2,015 5,1 3 2,565 4,352 200 14,275 14,275 100% ! 

IDA .548 1,989 93 143 2,773 2,773 100% 
PERCENTAGE IBRD/IDA 15.0 41.8 15.6 26.4 1.2 1~~ 

IBRD 14.1 36.0 18.0 J0.5 1.4 lOOJ~ 
IDA 19.8 71.7 3·3 5.2 1007~ 

Source: World Bank/International Development !1SBOCiation, Annual Report 1970. 

J.J Including US~51.5 million for Australasia (Australia & ilew Zealand) 

JKrombach Il3RD 
September 1970 



TABLE 4 

Comparison between the World Bank and the · Interanerican 
Developnent Bank wij;h s:z;ect to Financing of Water surz and lite Proa;ctl!l 

eounts in 111 ion U ) 

All Loans 
Loans for Water Supp1y · & Sewerage 

% of all Loans 

IDB (as of December 1969) 

Number 

Amount - Total 

. - Average 

IBRD (Bank) (as of June 1970) · 

Number 

Anount - Total 

- Average 

IDA (as of June 1970) 

Nur:1ber 

hnount - Total 

- Average 

Bgnk and IDA (as of June 1970) 

Number 

Amount - Total 

- Aver age 

565 

3,429 

6.1 

7o6 

14,275 

20.2 

221 

2,773 

12.$ 

927 

17,o47 

18.4 

Source: "Annual Report - World Bank 1970" and 
u.Annual Report - IDB, 1969". 

l/ Net of cancellations 

JKrombach IBRD 

Septenber, 1970. 

86 

457 

5.3 

12 

125 

10.4 

10 . 
-41 

38 y 
3.8 

22 

163 

l.t. 

1.4 

2.4 

1.0 
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JORDAN 

NICARAGUA 

PAKISTAN 
PAKISTAlf 
JORDAN 

:'JIILI PPINE3 
SINGAPORE 

BURUNDI 
VE!BZUELA 

rA1~I3TA11 

:JlllGAPORE 
COLOMBIA 

JA!lA ICA 

SIITGAPORE 
JJLf.Yi.;IA 
'i'tr.HSIA 

C.AMER.OUN 

GHAUA 
COLOI•illiA 
TUNISIA 

Loan or 
Credit Bo. 

9 
3ll 

18 

26 

61 
42 
63 

386 
405 

106 

503 
536 

598 

547 
561 
581 

604 

160 
682 

209 

City 

Taipei 
Reykjavik (hot) 
Amman 

Ila.oca 
Chitt88QDC 
Various Ci tie• 

Manila 
I 

Lahore 

II 
BoBota 

JCingBton 

III 
Kuala Lumpur 
Tunia &: others I 

Yaounde Daal.& 

Acora-Tema 
Cali 
Tunia &: others II 

T<Y.rAL (A s of ,•,ucust 31, 1970) 15 
6 
1 

22 
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ws 
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WS&S 
ws 

WS 
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ws 
ws 

ws 
ws 

WS 

s 
ws 
ws 

ws 

ws 
wsa.s 
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Total 
Projeot 
~ 

9·7 
6.2 
M 

J!..& 
~ 

$0.1 
43.0 
...i:Q 

21:.1 
q8.2 
.1.l:.1. 
§1.:2. 

1.6 
Sli:.1 

16.0 
35·3 

....2.:..L 

~ 
22.4 
1.·1 

)2.8 

...!:1. 

~ 

5·9 
37·S 
.1i:l 

s..i 

(..o~mt• iD ailliOIIl ust) 

---~Poreip FiDanciDg-------

2.0 

8.0 
14.0 

...5.:.Q_ 

~ 

6.0 
3·6 

1S.O 

...i:Q 

~ 

18.$ 

~ 

~ 

26.0 
24.0 
...J:S. 

~ 

1.1 

l.r:J-
1.8 = 

(12 Loau) (10 Credit.) 

Joint 
ldlllll. 

Total 
Project 
....Q2!.L_ 

4S 
32 
69 

52 
56 
70 

42 
so 

69 
39 

l=b (SWede) 

so 
3.0 (us a. 411,. 

ee~r ss 

27 
47 

$.0 (swe- 61 
dm) 

!:1L 96 
(France) ll: . 

59 
49 

.l:.i..( an- 7 3 
~ c!a) 

;ou.rr.e : "•;t a tement of Loans and Credita,"aa of Auguat 31, 1970 • 

.'V ·· ':-: - · ·a ter Suppl y 
:-; • ')ewerage 

s/ Of r 9maining cr edi t after partial cancellation. 

JlU''l::~bach I9RD 
.-~epter:".ber , 1970 

Cancellation 
and 

RefVnding 

12.8 
17.0 
....1:.Q. 

l2&. 
.6 

~:; 

Disbursed 

100 
100 
100 

100 

31 ?} 
39 2/ 

100 -· 

100 
100 

77 
80 

70 

50 
45 

19 
3 

36 
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UNi'jErtSITY SEMINA R'"; 

Columbia University in the City of New York 
. . \ 

I 

UNIVERSITY SEMIN ARS \ 

on Pollution and Water 1 

Resource s (.u.s.49r>'"!0496 ) 

New Yor,~, N.Y. 
400 Hest ll8th Street 
XXXXYJ~~~~~~~crxx 

March 12, 1971 

To: Members of the Univeroity Seminars on J'ollution and Water 
Tiaaourcoa 

! 
, . 

.// I 
. . .,.-~. ( 

The noxt meeting will "',o held on Wednestlay evening, April l4D 1971 

Mr. Juorgen Itrotnbaoh, Senior Sn.n:ttary Engineer, In:tcrnational 
Banlc for lleoonstruot ion nntl Development, \ifashington, D.c. will 
have his leoture: 

"Financing, of Wntet· Supply and Scvverago Projects in Developing 
Countr ieo" 

.we shall convene nt 6 :45 P.M. in t he t.fen 9 s !t'aoulty Club of 
Columbia University, located on the corner ot Morningside · Drive 
and 117th Rt reet, Coltm1~ia Univorsi ty CaJHlHls, New Yoric C;i.ty. 
Parking · ~ncilities arc secured on t•College Wall\" of the r.ampus 
( 116th Street he tween Broa.mvaY. and Am.sterd!J.m Ave from 6: oo P.M. 
to ll:oo P. !l-1 . on the ahove mentioned day). At :oo P.H. diuner 
\Vill be served, after whioh the leoturoa: taites place~ .followed 
by discussion . . The r.wot ing will be adjourned at 9: 3o P.M. 

Seminar E810ly (U.S.496A) will have its meetings: Hnrch 24. -
on Salt Water Intrusion (Dr.G.Hala.si-Kun), April 28- on 
Thermal Poll"-1tion and the Gl .. owing Demand to Establish Nuolear · 
Power Sta liiOllS (Dr • K. Widmer) • 

Please return the attached slip- to me by return mail. !l'lln 
loolcing i'orward to seeing you. 

~~~·~~-\~ 
George J. nalasi-T~n 
Chairr11an 

! 
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