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EDITORS’ INTRODUCTION

Public banks, public water: exploring the links in Europe
Thomas Marois a and David A. McDonald b

aDevelopment Studies, SOAS University of London, London, UK; bGlobal Development Studies, Municipal
5Services Project, Queen’s University, Kingston, ON, Canada

ABSTRACT
Public banks have played an important role in financing public water
and sanitation services in Europe for over a century, but these activities
have been largely ignored in the academic literature. This special issue

10is an initial corrective to this research gap, providing conceptual
insights and empirical information on eight countries and regions in
Europe, covering a wide range of public banks working with public
water operators. This introductory article provides background ratio-
nale for the research, outlines our methodologies, frames the theore-

15tical potentials of public banks in the water sector, highlights key
findings and points to future possible research directions.
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Introduction

Ask someone about a ‘public library’ or ‘public water’ and you are likely to begin from
a shared sense of understanding. Ask them about a ‘public bank’ and you are more likely

20to draw blank stares. Despite having institutional roots that go back more than 600 years,
the idea of a bank being ‘public’ is not firmly rooted in our collective sense of politics, let
alone how public banks operate vis-à-vis other public services.

This special issue is an attempt to help unpack this mystification, with a focus on the
links between public banks and the public provisioning of water and sanitation. It is the

25first detailed and systematic investigation of its kind – with eight case studies of public
banks and public water operators in the European region – and forms part of a larger
comparative global exploration of how public banks work with public water operators in
other parts of the world (see municipalservicesproject.org).

Given the dearth of research on the topic we did not set out to test a particular
30hypothesis. With so little known about the extent and nature of public bank involvement

in the water sector, and with highly contested notions of the purpose and potential of
public banks, our goal was to collect reliable, comparative data to assess what is happen-
ing on the ground and its implications for public bank involvement in public water and
sanitation services (WSS) in the future. We also aimed to test and adjust new research

35methodologies for further study.
The results of the research are as mixed as the countries and institutions investigated,

but they reveal an enormous potential (and appetite) for progressive and sustainable
forms of public bank financing of public water services in the European region. Although
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the examples range from the simple and inspiring to the complex and problematic, they
40illustrate that public banks can make a significant contribution to the sustainability and

viability of public water systems.
Our interest in public banks is motivated in part by the massive gaps in water and

sanitation infrastructure spending. Katko (2016, p. 252) considers the lack of adequate
investment in long-term infrastructure to be the biggest single challenge for water operators

45in the region, compounded by a growing complexity of environmental regulations, the
costs of digitalization, challenges associated with the Covid-19 pandemic and the push for
green infrastructure (McDonald et al., 2020; Newell, 2021; Siciliano et al., 2021).

But even with large injections of capital from higher levels of government most public
water operators in Europe will need to borrowmoney to amortize these expenses over the

50long-term. Some of this lending will be provided by private financial institutions, but
much of it will come from public banks, which have a long history of lending to public
water operators in the region.

Despite this reality, public banks have been largely ignored in the literature on
financing water services. This is due in part to a private finance bias in mainstream

55academic and policy circles (Cull et al., 2017; Demirgüç-Kunt & Servén, 2010; World
Bank, 2001, 2012), but also because of a lack of research on the topic (Fonseca et al.,
2021). There is a nascent body of literature on public banks in general, but ‘systematic
academic research is patchy’ (Xu et al., 2021, p. 270), and there have been no detailed
comparative case studies of public banks funding public water operators (McDonald

60et al., 2021). The creation of the Finance in Common network in 2020 – which brings
together public development banks from around the world – is a positive sign of rising
interest. But within this network, many of the member institutions do not explicitly
differentiate between public and private ownership of water and sanitation. Some also
promote ‘blended finance’ (using public money to entice or leverage private investment),

65public–private partnerships, and other forms of private sector engagement in infrastruc-
ture (see financeincommon.org). These policy orientations tend to mirror the World
Bank’s ‘Maximising Finance for Development’ agenda, which disproportionately favours
the interests of private investors over public ones (Dafermos et al., 2021).

Our starting point, by contrast, is to ask: How can public banks work with public water
70operators to create synergistic public good outcomes? We explore ‘actually existing’

relationships between public banks and public water operators to learn from these
empirical experiences. In doing so, we are also exploring new theoretical and methodo-
logical terrains to inform future studies of public bank financing of public water, as well
as their engagement in other public services such as electricity, health care and

75transportation.
Our main conclusion is that public banks have an important role to play in funding

sustainable and equitable WSS in the European region, but that there is considerable
scope for expansion and significant room for improvement. We begin this introduction
with a summary of our theoretical understanding of what constitutes a ‘public bank’, to

80situate where we stand on the topic and to introduceWater International readers to what
may be an unfamiliar subject matter. We also provide a brief empirical history of public
banks, with a focus on their engagement in the water sector. This is followed by
a description of the research methods employed and a summary of key findings from
the case studies. We conclude with some thoughts on future research priorities.
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85What is a public bank?

Despite their long history and presence around the world, there remains relatively little
scholarly agreement as to what constitutes a public bank. Public ownership is one facet of the
discussion, but there is no consensus as to what level of state ownership or control is required.
Moreover, there are some publicly owned banks without political authorities represented on

90their board (e.g., the Dutch NWB) while others have political representation on the board but
no direct state ownership (e.g., Banco Popular in Costa Rica; Marois, 2021). We take a broad
perspective on this matter, defining public banks as financial institutions that are majority
owned by the state or some other public entity, or governed under public law or by public
authorities, or that function according to a binding public mandate (or any combination

95thereof; Marois, 2021, pp. 11–12). We also highlight that public banks can operate at
a municipal, national and international level, with some operating at multiple scales simulta-
neously (Clifton et al., 2021a; Schmit et al., 2011; Official Monetary and Financial Institutions
Forum (OMFIF), 2017; Griffith-Jones & Ocampo, 2018; Marois, 2021; Xu et al., 2021).

There is also the question of public purpose and public mandates – by which we mean
100the goals of a public bank and how those goals are legally and operationally codified in

policies that inform practices – but here again there is no consistent definition. There are,
however, two dominant perspectives that have tended to constrain rather than enable
thinking about the place of contemporary public banks. On the one hand, ‘conventional’
economists believe that public banks naturally serve the whims of politicians, and as such

105are prone to political abuse and inherently less efficient than private banks (La Porta
et al., 2002; Marcelin & Mathur, 2015). ‘Heterodox’ economists, meanwhile, argue that
the purpose of public banks is to provide additionality; that is, to focus on doing what
private banks cannot or will not do for economic growth and innovation. In this
perspective, public banks are seen to have a fundamentally different logic than private

110banks and are therefore meant to stabilize markets and help overcome market failures
(Henderson & Smallridge, 2019; Mazzucato, 2015; Ribeiro de Mendonça & Deos, 2017).

But conventional and heterodox views both adopt understandings of public banks that are
‘pre-social’, that is, having qualities not subject to historical change. The result is a literature
that defines the ultimate purpose of public banks in predetermined yet polar opposite ways

115(Marois, 2022a, pp. 357–358, cf. La Porta et al., 2002, p. 67). This has promoted an ahistorical
and relatively static reading of public banks that is unable to account for their institutional
diversity and dynamism, let alone the nature of power and political struggles over what public
banks do, and why, in different place and time bound contexts.

Our approach is to see public banks without recourse to an essential purpose, which
120enables analysis that can work with historical diversity and operational complexity.

While public banks are institutions located within the public spheres of states, they can
undertake financial intermediation and banking functions without an innate public
direction or policy orientation. As such, public banks can operate according to public
and/or private interests and, indeed, logics. This is because public banks exist and persist

125within the wider structures of class-divided, gendered, and racialized global capitalism
and, like all public entities, are contested and evolving institutions that are made and
remade in light of competing and often unequal power relations (Marois, 2021). This
constitutes an alternative ‘dynamic’ view of public banks, and one which charts a path
between the more polarized neoclassical and Keynesian views (Marois, 2022a).
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130Perhaps because of these theoretical tensions and practical antinomies, there is
resurgent interest in and debate over what public banks can and ought to do (Clifton
et al., 2021a; Marshall & Rochon, 2022; Mertens et al., 2021; Ray et al., 2020). In the
United States, for example, civil society organizations and political leaders are pushing to
create new public banks for the provision of more equitable and sustainable financial

135services in their communities, guided by normative commitments to addressing racial
reparations with black and brown communities (Sgouros, 2022). In Europe, academics,
policymakers and civil society have focused more on the potential of ‘greening’ public
banks (Marodon, 2022). There is also a growing global interest in the democratization of
public banks, as well as their contribution to definancialization (by which we mean

140a rolling back of the influence of financial motives, financial markets, and for-profit
financial actors and institutions in the operation of domestic and international econo-
mies; Block & Hockett, 2022; Karwowski, 2019).

Despite these differences, there is a converging consensus on what public banks can do
well – at least from a shared normative commitment to supporting economic develop-

145ment that is equitable, just and sustainable. While by no means applicable to all public
banks, there is growing empirical evidence that they can function in the public interest
and according to public purpose in a number of important ways: as providers of long-
term and low-cost financing; as less-financialized, place-based lending institutions; as
counter-cyclical and crisis-facing lenders; as funders of decarbonization and ecologically

150sustainable projects; as policy partners of government and community; as hubs of
knowledge, expertise and development networks; and as political and economic counter-
weights to mainstream financial institutions (Barrowclough & Marois, 2022; Cassell,
2021; Griffith-Jones et al., 2022; Marois, 2021; Mikheeva, 2019; Ray et al., 2020). This
issue contributes to this growing evidence.

155A short history of public banking

While modern public banks are sometimes seen as originating in the post-Second World
War era (Mazzucato & Penna, 2016, p. 308), the foundations of today’s public banking
institutions emerged hundreds of years ago in European city-states. Barcelona created the
first municipal bank in 1401, the Taula de Canvi, to help balance budgets andmanage city

160finances (Milian, 2021). By the 16th and 17th centuries, public banks had emerged in
Northern Europe and the American colonies (Roberds & Velde, 2014). By the start of the
Second World War, public banks existed worldwide, from Argentina and Canada to
Norway and Turkey. In most cases public banks provided funding and expertise, but the
diverse histories of public banks in different societies also remind us that public banks are

165not inherently ‘good’, with many having been complicit in colonialism, slave-trading,
war-making and the dispossession of Indigenous peoples’ lands by white farmers
(McNally, 2020). There remain ongoing problematic practices among public banks that
continue to demand that scholars and civil society remain vigilant in holding them to
account (Antonowicz-Cyglicka et al., 2020; CEE Bankwatch Network, 2021).

170The era following the Second World War witnessed a massive expansion in public
banks due to their ability to be crisis-facing financial institutions (Figure 1). Post-war
reconstruction gave rise to the European Bank for Reconstruction and Development
(EBRD) and the German Kreditanstalt für Wiederaufbau (KfW), for example. Countries
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such as Turkey created new banks to support industrial development, small businesses
175and municipal infrastructure (Marois & Güngen, 2016). National liberation struggles saw

newly independent governments nationalize private and colonial banks within their
territories and create new ones (Marois, 2021). In Europe, a new range of regional
banks emerged, including the Council of Europe Development Bank (established 1956,
as the Resettlement Fund), the European Investment Bank (EIB) (established 1958) and

180the Nordic Investment Bank (established 1975).
Global transitions to neoliberal strategies of development since the 1980s brought with

them economic and ideological pressures to privatize existing public banks (von
Mettenheim & Del Tedesco Lins, 2008), while multilateral development institutions
militated against public bank expansion (World Bank, 2001). Correspondingly, the

185study of public banks nearly evaporated. The scholarship that did take place was
dominated by conventional economistic views advocating privatization (Barth et al.,
2006; La Porta et al., 2002).

More recent developments have renewed interest in public banks. The 2008–09 global
financial crises not only brought the financial system to the edge of collapse, it threw

190communities and working-class families around the world into economic despair because
of the excesses of profit-maximizing private financial institutions. The 2015 Paris Agreement
on climate action has also underscored the failure of private finance tomeaningfully confront
climate change, while the outbreak of the Covid-19 pandemic witnessed private lenders
withdrawing support when it was most needed.

195Scholarship has since documented progressive alternatives provided by public banks in
response to these crises (Brown, 2013; Marois, 2012, 2021; McDonald et al., 2020; Scherrer,
2017; UnitedNations Conference on Trade andDevelopment (UNCTAD), 2019). It is widely
agreed that public banks are experiencing a ‘burgeoning renaissance worldwide’ (Xu et al.,
2021, p. 271; cf. Clifton et al., 2021b; Mertens et al., 2021). Not only have the numbers of

Figure 1. Number of newly established public development banks and development financial
institutions. Source: Xu et al. (2021, p. 287).
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200public banks been on the rise, ‘but their roles and prominence in the development agenda has
also been boosted’ (Bilal, 2021, p. 6). This is perhaps nowhere more visible than in relation to
the United Nations’ 2030 Sustainable Development Goals (SDGs) and the global ecological
crisis (Marodon, 2022; Newell, 2021).

Nevertheless, there remains a sticky assertion that development transitions neces-
205sarily require more private finance because of perceived public bank incapacity

(Newell, 2021, p. 106; Wang, 2016). This claim has stuck not only due to conven-
tional preferences for market-based development, but also because of a severe
underestimation of global public banking numbers and financial capacity. The
main culprit here is the World Bank, whose reports have failed to capture the

210true extent of public banking capacity for years: a 2013 report finds only US$2
trillion in public banking assets, while a 2018 survey finds only US$940 billion (de
Luna-Martínez et al., 2018; World Bank, 2012). For its part, the United Nations
Inter-agency Task Force on Financing for Development (UN IATF) states that
‘national development banks’ have less than US$5 trillion in assets; hence, the

215perceived need to mobilize private finance to reach the anticipated US$90 trillion
in sustainable infrastructure investments needed to achieve the SDGs (UN IATF,
2019). Only in 2022 did the IATF report update its data, identifying the ‘large
footprint’ of some 527 public development banks with assets totalling US$13 trillion
(UN IATF, 2002, p. 20) – data based on research undertaken by Finance in

220Common researchers (Xu et al., 2021).
This more recent accounting of the world’s public development banks is a welcome

corrective. Yet it should be noted that the focus on development banks excludes other
types of public banks. Based on BankFocus/Orbis data, Marois (2021, p. 43) estimates
that there are over 900 public retail, development and universal banks with combined

225assets of US$49 trillion dollars. If we include the wider ecosystem of public finance,
including central banks, multilateral banks and public pension funds, there are more than
1650 institutions with US$82 trillion in assets (Marois, 2021, p. 55). Seen in this light, the
‘necessity’ of private finance fades substantively, suggesting that there is an urgent need to
better understand the full scope of the public finance ecosystem and that public resources

230that can be better mobilized towards sustainable and equitable transitions.

Public banks in Europe

Looking at the EU-28 region of countries, there are 175 public banks holding approxi-
mately US$8.1 trillion in assets (not including the 385 individual German Sparkassen
banks and their US$2 trillion in combined assets; Marois, 2021, p. 51; cf. Cassell, 2021).

235European public banks have also attracted much of the renewed scholarly interest in the
topic, with general agreement that Europe is experiencing a resurgence in how public
banks are positioned and coordinated vis-à-vis European Union priorities, green transi-
tions and geopolitical concerns (Bilal, 2021; Clifton et al., 2021a; Mertens et al., 2021). As
underscored by Bilal (2021), there is a pan-European sense that public banks can help

240deal with the twin crises of climate change and financing the SDGs in a more coordi-
nated, aligned and ‘Team Europe’ manner.
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This resurgent European interest will have global implications, with institutions
such as the EIB creating new international development finance operations
(Antonowicz-Cyglicka et al., 2020; Marois, 2022b). European policymakers also

245increasingly see their public banks as geopolitical counterweights to the rise of
southern-led multilaterals such as the New Development Bank (Barrowclough &
Gottschalk, 2018; Mertens et al., 2021).

There is, however, nothing new about Europe’s national development banks enga-
ging in development finance abroad. As early as 1958, the German KfW was active in

250international development, offering loans to Iceland, Sudan and India (Marois, 2021,
p. 199). Today, its specialized arm, the KfW Development Bank, works globally, with
more than 60 offices abroad lending approximately €11 billion in 2020 in sectors
including water supply, energy, financial system development, health and education
(Bilal, 2021, p. 17). The paper by Nadine Reis (2022, this issue) on the KfW

255Development Bank in Latin America details the challenges of European public
banks supporting water abroad.

Public banks in Europe nevertheless continue to face the impact of four decades of
neoliberal restructuring. As with many public entities, there have been ongoing pressures
to privatize public banks. Market-oriented regulatory changes, such as EU Competition Law

260and State Aid rules, have shrunk the spaces in which public banks can legitimately operate.
The intensification of market-based competition and the rise of financialization have heaped
new pressures on public banks operations (Scherrer, 2017). Increasingly, European develop-
ment banks source the bulk of their inflows of capital from global financial markets, and so
creditworthiness and credit ratings by market-oriented agencies have intensified. Public

265banks are also tasked with finding ways to de-risk private sector investments while pursuing
public purpose impacts (Griffith-Jones et al., 2022; Mertens et al., 2021).

And yet, it is not all corporatized doom and gloom for Europe’s public banks. Indeed,
many have taken up the challenge of financing sustainable development in less market-
ized ways. The German KfW is perhaps the most committed green (public) bank in the

270world (Geddes et al., 2018; Marois, 2021). Unique institutions, such as the Council of
Europe Development Bank, continue to pursue an explicitly ‘social’ mandate (Reyes,
2020). The centuries-old German system of local public savings banks (the Sparkassen’s
‘boring business model’) retains assets in excess of US$2 trillion, anchored to local
communities and guided by public mandates, despite the efforts of European private

275banks and regulators to eliminate them (Cassell, 2021).
European public banks also remain active in lending to the public water and sanitation

sector, with a long history of doing so. As Juuti et al. (2022, this issue) highlight in their
study of the Nordic model of public banks, Norway’s Kommunalbanken has been
lending to municipalities for more than 120 years. Schwartz and Marois (2022, this

280issue) explore the Dutch NWB, literally the Dutch ‘WaterBank’, which was created in
1954 to finance water infrastructure. Elsewhere, as with the Nordic Investment Bank,
problems of water pollution and contamination in the Baltic Sea spurred clean water to
became a priority for the bank (Marois, 2021). In other cases, newly formed public banks
such as the Banque des Territoires in France, created in 2018, immediately took up the

285challenge of funding municipal water and sanitation. In short, there is a rich history of
public banks in the European Union that is ripe for sector-specific investigation.
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Research methods

As outlined above, our perspective on public banks is a ‘dynamic’ one, seeing them as
neither inherently good nor bad but rather as historically contested social, political and

290economic institutions shaped by forces that go beyond their ownership status. We did
not set out to prove one perspective of public banks over another. Our aim has been to
cast a wide inquisitive net to see how (and if) public banks operate in the water and
sanitation sector.

The lack of qualitative comparative case study research on public banks upon which to
295base our research forced us to build new methodological models. Our decision was to

develop standardized, semi-structured questionnaires that could lead to multiple types of
responses, which we used to interview senior officials at public banks and public water
operators in all eight of our case studies (see Appendices A and B for the questions
asked). These questionnaires were developed in collaboration with the European

300Association of Public Banks as well as Aqua Publica Europea, a network of more than
60 public water operators across the region, who provided useful insights and practical
assistance, including facilitating access to high-ranking officials in their respective sec-
tors. Due to the Covid-19 pandemic, we primarily conducted interviews with senior
officials throughout the European region online, and also accessed institutional docu-

305mentation remotely.
The questionnaires were workshopped in advance by members of the research team to

ensure a consistent comparative reference point, but they also allowed for flexibility
where local context demanded. As such, case studies were guided by a common research
framework but were able to capture the disparate realities of public banking and public

310water institutions in the region.
Our choice of case studies was driven by a number of factors. First, we aimed for

geographical and institutional diversity, both in terms of public banks and public
water operators. In doing so we identified locations where public banks have been
active in lending to the water sector in relatively successful ways (the Nordic region,

315the Netherlands and Turkey) as well as locations where relations between public
banks and public water operators have been either non-existent or fraught (Portugal
and Spain). We also investigated two locations where public water operators have
undergone significant transformations via remunicipalization (Spain and France), and
a national public bank that operates in development finance globally (Germany’s

320KfW) to highlight the growing internationalization of Europe’s public banks.
Finally, we included the EIB to provide a sense of the role of a European multilateral
public bank in the WSS sector.

A final consideration in case study selection was the availability of suitable researchers,
both in terms of familiarity with the country and institutions in question as well as their

325capacity to operate across a formidable disciplinary and methodological gap between
academics who focus on public water and those who research public banks. In some
cases, it was possible to bring together researchers from both sectors to collaborate, while
other cases were completed by authors who became quick studies of the sector they were
less familiar with. In all cases, internal and external peer reviews alongside regular

330editorial oversight by the guest editors (as specialists in public banks and public water)
helped to reduce but not eliminate some of the incongruities between the final papers.
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Key findings

Promising

We have summarized the key findings from the case studies into ‘promising’ and
335‘cautionary’ categories. On the promising side we have identified eight trends. Not all

apply to every bank, of course, but they do reveal the ability of public banks to work
towards progressive and sustainable forms of water and sanitation financing.

The first, and most important, promising finding is that public banks can be remark-
ably effective and efficient providers of appropriate financing for public water operators.

340They are capable of providing large volumes of low-cost, easy-to-access, reliable and
patient lending in ways that benefit water and sanitation systems in the short and long
term. Public banks are also able to provide this lending on terms that private banks and
other private financial institutions are seldom able or willing to compete with. In some
cases, notably the Nordic cases and with the NWB, public banks have been providing this

345type of service for more than a century without a single loan default. This ability to
provide appropriate finance was found in all the public bank/public water cases, and it is
a finding consistent with the wider literature on the advantages of public banks funding
public infrastructure (Bilal, 2021; Marois, 2021; Mertens et al., 2021). Perhaps the most
notable case here is that of Turkey’s Ilbank, wherein Güngen (2022, this issue) finds that

350it plays an almost irreplaceable role in funding small and medium-sized municipal water
systems.

Second, the efficacy of public banks funding public water depends on a wide range of
complex political, social, historical and institutional contexts, but the most effective public
bank systems are startlingly simple. Despite the mystification of finance, at times perpe-

355tuated by private financial institutions and mainstream economists keen to persuade the
general public that finance is performing extraordinarily complicated tasks, effective
public bank financing can be understood by anyone familiar with the need to borrow
money wisely on straightforward terms while reducing risks. With the exception of the
more politically complex KfW Development Bank’s lending abroad (Ries, 2022) and EIB

360multilateral lending (Clifton et al., 2022), all the public banks researched for this issue had
clear mandates and strong relationships with domestic public water operators or muni-
cipal authorities that were easy to understand and evaluate. None of the cases involved
complex or opaque financial instruments. In the same way that public water operators
can inform and engage end users onmatters of effective water treatment and distribution,

365so too can public banks engage with the general public on matters that support and
sustain public finance, helping to remove the cloak of mystery that typifies the finance
sector.

Third, public banks can offer universal forms of lending and technical support that
benefit all shapes and sizes of public water operators regardless of their wealth, popula-

370tion or location. All the public banks in our research illustrated the capacity to lend
equally to small and large water authorities, municipal or otherwise. Turkey’s Ilbank
tended not to lend to the largest municipalities because these authorities could access
capital markets directly, and the KfW and EIB showed reluctance to lend to smaller
entities, but all have and can lend across the board.
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375An important reason for this broad lending capacity is shared ownership and govern-
ance models that help pool risks and ensure that every WSS operator has access to similar
lending terms and opportunities, allowing smaller and rural municipalities in particular
to benefit from credit that would otherwise be very difficult or impossible to access.
Pooling risks also creates borrowing clout, helping to raise cheaper capital. Sovereign

380backing by regional or national governments further strengthens this model, contribut-
ing to the existence of public banks in the European region with some of the highest
credit ratings in the world (although there is good reason to question a disproportionate
focus on public banks’ creditworthiness, as highlighted in a number of the contributions
to this issue, notably Schwartz & Marois, 2022).

385Fourth, public banks demonstrate that democratic forms of ownership and governance
are possible within the financial sector, albeit it with different models and greater and
lesser degrees of shareholder and stakeholder involvement. All the public banks in our
case studies either have direct government representation on their boards or effective and
collaborative working relationships with government. With the exception of Ilbank in

390Turkey, all operate in relatively transparent and accountable ways. As public institutions
themselves, public banks have the potential to build dynamic, creative, democratic and
synergistic ties with other public utilities and banks, creating a shared sense of public
service understanding and institutional familiarity.

Fifth, public banks can have clear public purpose mandates that prioritize public
395services, sustainability and a host of other criteria which go beyond the financial metrics

that dominate private financing discourses and operations. These public purpose man-
dates – especially if democratically shaped and managed – can guide public banks in ways
that aim to optimize the larger public good rather than maximizing institutional profit.
As part of these mandates, most of the public banks in our study have amassed deep

400sectoral expertise in water and sanitation, or if not in water directly then with municipal
financing generally. The EIB, for example, has specialized staff and a dedicated water
section (Clifton et al., 2022, this issue). In all the cases we examined, public bank staff had
expert knowledge of their targeted public sector clients.

Sixth, public banks can collaborate with other local, national, regional and multilateral
405public banks in the form of public–public partnerships. In each of the case studies, public

bank collaborations work to reduce financial risks, leverage project financing, provide
additional expertise, gain knowledge of the local context, and contribute to knowledge
sharing and trust-building across borders, sectors and institutions. Universally, colla-
boration trumped competition among the public banks.

410Seventh, public banks can be leaders in green finance. Following on from
European Union commitments to the United Nations 2030 SDGs, all the mainland
European public banks have integrated sustainability criteria into their operations.
Most are beginning to report directly on the SDGs, including SDG 6 (Water for
All). The water and sanitation sector lends itself relatively easily to sustainability

415(e.g., via improved wastewater treatment and reduced water consumption levels).
Some of the public banks in our case studies, notably the KfW and the Nordic
banks, are world leaders in green finance (Juuti et al., 2022, Marois, 2021; Ries,
2022). Public banks were in fact amongst the early movers on climate finance. While
having initially opened their green lending portfolios slowly and cautiously, they

420have moved rapidly and substantively of late towards accountably greening their
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portfolios (Marodon, 2022). Moreover, strict internal due diligence and transpar-
ency, combined with credible third-party assessments and political accountability,
have allowed many public banks to avoid the accusations of ‘greenwashing’ that
have tarnished much of the green financing in the private sector (Jones et al., 2020;

425Talbot, 2017). Nevertheless, important criticisms remain (Roggenbuck & Sol, 2022).
Lastly, the research strongly suggests that public banks can persist in ways that are less

prone to political and electoral cycles given their robust, albeit varied, governance structures
and institutional legacies, providing the potential for long-term lending strategies and
institution building which extend beyond political personalities – the main exception being

430Ilbank. The long histories, functional stability and cross-party political acknowledgement of
the advantages of most of the public banks in this issue are testament to this potential.

Cautionary

Of course, there is no single model of success and no guarantee that any of the promise of
public banks can be realized universally or held in perpetuity. Political and institutional

435legacies are such that some goals are not possible in the short to medium terms, while
workarounds that seem awkward from the perspective of one location may make sense in
another. Some public banks have direct relationships with water operators while others
work via municipalities. Some public banking systems are highly centralized while others
aremore fragmented. There are also widely divergent governancemodels, with some public

440banks integrating community stakeholders (KfW) while others are relatively firewalled
from community representation (NWB, EIB, Portugal’s Caixa Geral de Depósitos (CGD)
(Garcia-Arias et al., 2022, this issue) and Spain’s Instituto de Crédito Oficial (ICO)
(Stadheim, 2022, this issue) or overly susceptible to unchecked and undue political abuse
(Ilbank).

445But even the most ‘ideal’ of public banks are not a ‘silver bullet’ panacea for funding
WSS. Given the scale of the infrastructure challenge, massive government budget injec-
tions will be required to address the social and environmental impacts of WSS invest-
ments in the European region and in development finance. Relying too heavily on loans
at the local level is not politically or financially sustainable – particularly for smaller WSS

450operators – as they can lead to debt traps. Public bank borrowing must therefore be seen
as a strategic form of investing in site-specific WSS priorities that complement, rather
than replace, larger national and regional government direct financing initiatives.

Each of the case studies also supports adopting a cautionary approach to a growing
and continued emphasis on cost recovery in WSS, particularly given that cost recovery

455efforts have largely failed to provide sufficient incomes for long-term capital expenditures
and can disproportionately affect lower income households (Berbel & Expósito, 2020;
Moral Pajares et al., 2019; Tsani et al., 2020). This is perhaps most pronounced in the
KfW Development Bank, Ilbank and Nordic bank cases. The fact that many local
municipal politicians are reluctant to raise water tariffs to the levels required to meet

460long-term capital costs for fear of political backlash makes a reliance on cost recovery all
the more untenable in many cases. In others, notably Paris’ remunicipalized water
operator Eau de Paris, cost recovery can still be an effective part of WSS investments if
done transparently and equitably (Butzbach & Spronk, 2022, this issue).
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Another concern relates to the ambiguous stance taken by public banks in these case
465studies towards funding public water. Although some lend exclusively to public water

operators (NWB, Iller Bank and the Nordic banks) this is largely because the vast
majority of water operators in their regions are publicly owned, not because of any
clear legal mandate or ideological impulse to do so. In fact, many of the public bank
officials we spoke with were agnostic on the topic of public versus private water, with

470some providing loans to both public and private water operators (EIB, KfW, ICO and
CGD). And although water privatization appears to have peaked in most of Europe, with
a growing wave of remunicipalizations contributing to a partial reversal of earlier
privatization efforts (McDonald & Swyngedouw, 2019; Turri, 2022), there is no guarantee
this will continue. EU legislative bodies and financing agencies continue to push for

475private sector investment in the sector, and for public banks to use public financing to de-
risk private investments (Cuadrado-Ballesteros & Peña-Miguel, 2018; van den Berge
et al., 2022). All the public banks studied could benefit from a clearer legal mandate to
support public water.

This lack of a clear political commitment to public water is strikingly illustrated by two
480of our case studies involving water remunicipalization: Paris (France) and Valladolid

(Spain) (Butzbach & Spronk, 2022; Garcia-Arias et al., 2022). Despite strong evidence
that remunicipalization has saved money and democratized water services in both
locations, neither of these water operators have worked closely with public banks for
their financing needs. Nor has there been political discussion as to the potential for public

485banks to support water remunicipalization in other parts of France or Spain, or anywhere
else in Europe for that matter. Similar issues arose with the KfW Development Bank
funding water abroad.

Finally, it is important to note that public banks themselves remain targets of priva-
tization, commercialization and financialization, and are often judged in relation to

490private banking financial criteria and commercially oriented international credit ratings
such as Standard & Poor’s and Moody’s and Fitch (cf. Cull et al., 2017; Scherrer, 2017).
Advancing the potential for public banks to deepen their engagement with public water
operators and other public services will therefore depend in part on their own ability to
remain within the public realm.

495Conclusions

The cases in this issue provide evidence of the enormous potential for public banks to
finance public water in Europe, as well as the urgent need for more research on the topic.
Additional comparative case studies are required to develop a richer empirical and
theoretical perspective of the diversity of public banks and public water operators in

500the region, and the extent to which a progressive model of public bank financing of WSS
could be developed on a more regional scale.

Case study research in Asia, Middle East, Africa and Latin America is even more
urgent given the dire nature of water and sanitation access in these regions and the
relative dearth of funding alternatives. These regions are very different from Europe in

505terms of credit risks, institutional transparency, variety of public banking institutions and
the ongoing influence of international financial institutions such as the World Bank and
IMF, making a transfer of academic theory and methods a complicated one. Nonetheless,
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similar context-sensitive approaches to research could help to develop a better sense of
the potential for public banks to play a more progressive role inWSS financing at a global

510level.
There is also a need to expand thematic approaches to this research topic. Missing

from our case studies were more systemic assessments of subjects such as equity, diversity
and gender (Hessini, 2020; Vincensini, 2021). The scale and urgency of WSS financing
should not obscure these critically important social, economic and political factors.

515Although European countries are amongst the best performers in the world in terms of
water access and affordability, water poverty is a growing concern in the region and it
disproportionality affects immigrants, people of colour and low-income households
(Anthonj et al 2020; Ezbakhe et al., 2019; Spronk, 2020). It is crucial that we develop
a better understand of how and if financing from public banks can address these equity

520questions and how it fits with their public purpose mandates and governance.
Similar calls to action must be made around the need for research on how ‘green’

public banks really are in their WSS portfolios, how they address the different needs and
demands of indigenous communities, whether they are interested in alternative forms of
benchmarking, and the extent to which factors such as Islamic forms of financing shape

525the way they operate.
We plan to expand our work on these topics in the future and will use the lessons from

this issue as a platform for further research. We invite any interested parties to join us in
this endeavour.
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Appendix A: Questionnaire for public banks officials

(1) Why does your bank provide financing to the WSS sector and are you happy with this mandate?
(2) Does your bank differentiate between public and private WSS operators when it comes to financing? Why/why

not?
755(3) How would you rate your bank’s knowledge of public water operators and are there any areas you feel the bank

needs to improve on?
(4) How do you measure your bank’s performance when it comes to working with public water operators and are

there any areas you would like to improve on?
(5) Are there any major differences between the ways that public and private banks provide financial services in the

760WSS sector?
(6) Do you work with private banks to provide financial services to the WSS sector? Why/why not?
(7) Do you work with other public banks to provide financial services to the WSS sector? Why/why not?
(8) Do you think your bank will expand its activities in the WSS sector in the future? Why/why not?
(9) Has Covid-19 had any impact on how your bank has provided funding to the WSS sector?

765(10) Do you have any additional comments about public banks financing public water operators?

Appendix B: Questionnaire for public water operator officials

(1) Has your organization ever received financing from a public bank?
(2) If not, why not?
(3) If yes, how would you rate your overall experience with public banks on the following criteria
(4) Access to financing

770(5) The amount of financing provided
(6) The length of time allowed to repay the financing
(7) The cost of financing
(8) Support and technical services offered by the bank
(9) Reporting requirements by the bank

775(i) In your opinion, how knowledgeable are public banks about the needs and challenges of public water
operators in your country?

(ii) Do you think public banks should play a bigger role in funding your organization in the future?
(iii) Has your organization ever been financed by a private bank?
(iv) If not, why not?

780(v) If yes, how would you rate your overall experience with public banks on the following criteria
(vi) Access to financing
(vii) The amount of financing provided
(viii) The length of time allowed to repay the financing
(ix) The cost of financing

785(x) Support and technical services offered by the bank
(xi) Reporting requirements by the bank
(xii) What do you see as themajor differences between public and private banks when it comes to financing water

and sanitation?
(xiii) Does your organization talk to other public water operators about financing options?

790(xiv) Has Covid-19 affected your organization’s interactions with public banks?
(xv) Do you have any additional comments about public banks financing public water operators?
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15ments in the public interest. The NWB offers important lessons for
global debates on public banks and sustainable transitions.

ARTICLE HISTORY
Received 24 February 2022
Accepted 17 May 2022

KEYWORDS
Public banks; public water;
Sustainable Development
Goals (SDGs); finance; the
Netherlands

Introduction

The study of public banks is resurgent following decades of relative scholarly and public
policy malaise. The combined impacts of the global financial, ecological and Covid-19

20crises on economy and society, taken alongside decades of persistent social inequalities
under neoliberal strategies of market-led development, have reinforced doubts about the
promised ability of private banks and financiers to resolve global grand challenges in
anyone’s but their own private interests. Public banks have persisted throughout this
period, amassing nearly US$50 trillion in combined assets among their more than 900

25institutions worldwide (Marois, 2021). It is a mistake, however, to assume public banks
share a common purpose or undertake standard roles. From funding mortgages to
municipal infrastructure to exports to housing retrofits, there is no one model of public
bank. Nor is there a self-evident pathway between what public banks do and the
interests they predominantly serve. As dynamic and contested institutions within

30global capitalism, public banks are pulled between contending public and private
interests (Marois, 2022). How the ‘public purpose’ of a public bank is embedded within
the institution and how it is held to account by society proves consequential to ‘who
benefits and why’ from how the bank functions (Barrowclough & Marois, 2022;
McDonald et al., 2020; Ray et al., 2020). This dynamic view offers a novel and alter-

35native conceptualization – one that subjects what public banks do and why to changing
historical, social, political and economic determinations within the structural confines
of gendered, racialized and class-divided capitalist society (Marois & Güngen, 2016;
Marois, 2021).
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The Nederlandse Waterschapsbank (NWB – Dutch Water Bank), recently rebranded
40as ‘the Sustainable Water Bank’ in response to the global climate crisis and Sustainable

Development Goals (SDGs), offers a unique insight into the world of dynamic public
banks. It is neither among the newest nor the oldest of public banks. The NWB is also not
among the most systematically important financial institutions of the world. It is never-
theless significant for the society in which it operates: the Netherlands. The NWB is

45a goal-oriented public purpose public bank designed to work by and for the Dutch public
sector. The NWB is, however, the first public bank founded on the premise of providing
supportive public financing for water infrastructure and service provisioning. Thus, it
offers an important vantage point in public banking, which we explore through the lens
of financing drinking water.

50Our exploration of the NWB’s funding of Dutch drinking water companies (DWCs) is
framed around the concept of public purpose. By public purpose we refer to the
purposive actions taken by a government, public board, public corporate entity or public
authority to provide some material benefit for its affected community, population or
constituency as a whole or in some substantive part.

55While neoliberal theory and neoclassical economists hold faith over private interests
and self-interest as best able to fulfil public purposes, this work contributes to a large and
diverse body of theory and evidence demonstrating tangible benefits to the public
provisioning of essential public services (Hanna, 2018; McDonald, 2016b). That said,
nowhere are public services without room for improvement or the need to be made better

60and to be better aligned with the public interest. For this reason, the NWB becoming ‘the
sustainable’ water bank is of enormous importance as we confront the global climate
crisis. Public finances are being pulled between contending public and private interests
(Marois, 2021). Private finance is aggressively pushing for public money to de-risk their
green investment strategies – and this can come at the expense of public policy and the

65public good (Griffith-Jones et al., 2022; Marshall & Rochon, 2022).
As illustrated below, public purpose guides the NWB’s relationship with the DWCs in

the public interest. There are important processes and public sector synergies that we
need to learn from in its financing of public water provisioning. Yet the relationship is
not without room for improvement, particularly as Dutch society seeks to safeguard

70a sustainable water supply. We argue that to most effectively address the challenge
of sustainable water provisioning, the NWB needs to better embrace its ‘publicness’.
That is, to untap its ability to provide the quality and scale of sustainable water
financing needed, the NWB needs to be enabled to leverage its position within the
Dutch public sector to catalyse water investments in the public interest. This

75involves the Dutch government providing the DWCs with explicit guarantees
against credit default (which are now implicit) so that the NWB can lend to
DWCs without limit. The Netherlands is in an advantageous situation to realize
this ambition as both public water and public banking have the institutional and
material legacies needed to address the sustainable water challenge.

80We develop this argument in three sections. We first explore the history of the Dutch
water supply sector to illustrate that it has evolved in ways favourable to confronting
contemporary demands for sustainable water. Given current conditions, however, the
financing strategies of the DWCs tend to privilege competitive conditions that are
agnostic as to whether financing is public or private in origin. This is inefficient and
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85unnecessary. We then turn to the NWB, which has amassed the financial capacity and
expertise needed to catalyse sustainable transformations, particularly in water supply. Its
funding strategy, however, prioritizes protecting its triple-A credit rating. This is at odds
with financing public water sustainably and it is a direct consequence of the DWCs not
being formally backed by government. We conclude by offering a policy pathway capable

90of more fully untapping the NWB’s ability to meet the sustainability challenges of the
Dutch DWCs.

The article is based on a review of the primary, secondary and grey literature on the
Dutch drinking water sector. The primary and secondary literature on the Dutch public
banks, by contrast, is largely non-existent, although there is a renewed literature on

95public banks more broadly from which we draw. In the case of the NWB, we rely more on
the grey literature, in particular NWB annual reports. In both water and banking, our
research is complemented by interviews with NWB representatives and representatives
from two water utility clients of the NWB: Evides and Vitens. We employed a semi-
structured interview methodology and used similar sets of interview questions as the

100other contributors to the public bank/public water research project that are part of this
special issue.

The Dutch DWCs

The Dutch water services sector is characterized by an organizational separation of water
supply, sewerage and wastewater treatment. The DWCs are tasked with water supply

105provision, whereas Dutch municipalities are responsible for sewerage. The water boards
(or water authorities) are responsible for wastewater treatment. For their part, the public
purpose of the Dutch DWCs is to provide a clean and universal supply of water across the
Netherlands. In doing so, ensuring security of supply is of prime importance. In fulfilling
this purpose, the Dutch drinking water supply sector has evolved over the last century to

110meet demand and to do so efficiently. Its challenge now is providing for a sustainable
water future.

The initial development of the Dutch water supply sector in the late 19th and early
20th centuries was mainly characterized by local initiative. Although the Dutch national
government recognized the importance of water supply, it did little to stimulate its

115development. This was left to local initiatives that usually involved private water com-
panies supplying water to promising urban markets. Only in the 1910s did the Dutch
government start to promote the development of the water supply sector to achieve
universal coverage. In 1913, ‘a permanent advisory committee to the government and
a national bureau were established to advise on and assist with drinking water supply

120development’ (Blokland, 1999, p. 37). Its main focus was on ensuring access to water in
rural areas that were not yet catered to by private entrepreneurs. This first of three
distinct phases of water supply sector development, from 1910 onwards, is thus char-
acterized by a strong focus on service expansion and on ensuring universal service
coverage. Expansion of water supply was financed by the DWCs and through grants

125provided by the national government.
In promoting expansion and universal coverage, the Dutch government pushed the

DWCs to merge to reap economies of scale and to allow larger water companies to absorb
(or cross-subsidize) the costs of servicing difficult-to-connect rural areas. The
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organizational form for DWCs that became dominant in this phase is that of a private
130company operating under company law, whilst the shares of the company were owned by

either provincial or municipal governments. In opting for this set-up, which was
a common arrangement for public services in the Netherlands for most of the 20th
century, DWCs were encouraged to operate as autonomous entities operating on the
basis of cost recovery.1 The government, nonetheless, maintained strategic control. This

135expansionary phase persisted until the 1970s when rural areas were connected to the
water supply.

A second phase emerged in the late 1970s as water supply priorities shifted from
expansion to the challenge of realizing greater efficiency. Mergers again formed an
important strategy (Figure 1), though in this phase the DWCs, rather than the govern-

140ment, pushed for scale enlargement. At the same time, automatization of the water
supply sector was pursued. This is illustrated by the reduction in water utility employees,
which fell from 8504 employees in 1980 to 4881 employees in 2020 (Blokland &Warner,
1999; VEWIN, 2021). Fewer employees coincided with increased connections, which
expanded from just under 5 million to 8.3 million by the end of 2019. Productivity

145improved from 1.7 to 0.6 staff/1000 connections. The initiative to improve efficiency was
financed by the DWCs themselves.

The third phase currently characterizing the Dutch water supply sector is about
ensuring a sustainable water supply. This sustainability challenge emerged in response
to climate change, population growth and rising pollution of water resources. It has two

150main drivers. The first concerns the heightened value that Dutch society and the
government place on sustainability, particularly in the context of climate change
(Vitens, 2016). The Dutch DWCs are no longer held accountable for only supplying
safe, universal, and adequate water services but also for their environmental impacts and
for its sustainable provisioning (Vitens, 2016).

155The second concerns operational challenges. The DWCs are more and more faced
with droughts and water scarcity, rising water demands due to population growth, and
with polluted water sources requiring more treatment. In response, the DWCs have
evolved to adopt sustainability frameworks meant to safeguard future water

0

50

100

150

200

250

nu
m

be
r o

f c
om

pa
ni

es

year

Government-owned
company
Private operator

Municipal utility

Figure 1. Organization and number of water supply companies, 1854–1997. Source: Blokland (1999).
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provisioning. In 2020, the Dutch water company Vitens titled its strategic report Every
160Drop Sustainable, therein specifying its mission to become a fully ‘sustainable’ water

utility by 2030 (Vitens, 2020). As part of this strategy, the utility wants, among others,
to reduce CO2 emissions by 2030 and be completely ‘climate neutral’ by 2050. The
sustainability challenge will demand substantial increases in water investments, and the
DWCs’ financing strategies will have to evolve to meet this challenge effectively and

165equitably (Figure 2).
A 2021 report by the Inspectie Leefomgeving en Transport (ILT – Human

Environment and Transport Inspectorate), which is tasked with regulating the Dutch
water supply sector, anticipates that the sustainable water challenge will lead to invest-
ments in 2029 that are 50–60% above investments in the period 2017–19 (ILT, 2021).

170This 60% increase by 2029, it should be added, represents a sector average. Individual
DWCs may face either higher or lower increases depending on their specific circum-
stances. Either way, the aggregate amount is substantial. Over the coming decade
invested capital in the water supply sector is expected to grow from €7.4 billion to over
€11 billion, with combined annual investments currently exceeding €643 million (ILT,

1752021; VEWIN, 2021).
In deciding on the timing and size of investments, DWCs are restricted by regulations

setting out a maximum weighted average cost of capital (WACC). Article 11.2 of the
Dutch water supply act states that DWCs should not exceed this WACC, which is set
every three years by the Ministry of Infrastructure andWater Management (Article 10.3).

180The WACC was originally introduced to protect consumers from high tariff increases by
limiting the amount of funds generated from the utility’s profit that can be used to
finance investments (from either equity or debt). The WACC, which has been set at
2.95% for the period 2022–24,2 essentially limits the investment levels of DWCs.
Although the DWCs argue that the WACC is too low to fund the necessary investments

185in the coming decade (Dijkgraaf & Vervaart, 2021), the ILT argues that the WACC
provides sufficient room to finance needed investments.
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Figure 2. Annual investment in the Dutch water supply sector, 2000–20. Source: VEWIN water supply
statistics (various years).
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Evides and Vitens are two important Dutch DWCs that are facing mounting
investment needs. Vitens, for example, estimates that by 2040 demand for drinking
water will increase by 30%, while at the same time the company is facing growing

190difficulties in accessing adequate groundwater resources (Vitens, 2021). Vitens indi-
cates that the water supply sector is ‘at a crossroads’ in what it does and how as it
tries to build capacity to store water to deal with droughts while protecting vulnerable
groundwater sources from pollution (Table 1).

Evides and Vitens are illustrative of the Dutch drinking water sector. Investments have
195increased substantially (Figure 3). For Evides, investments rose from a little over

€81 million in 2015 to more than €113 million in 2020. For Vitens, investments rose
from €102 million to €143 million. Expectations are that investments will need to
continue growing. For 2020 to 2029, Vitens anticipates annual investments to exceed
€180 million (see also ILT, 2021).3 Evides too expects to expand investments.4 A 2021 ILT

200report indicates that in 2019 Evides and Vitens are the two DWCs that used up most of
the investment space offered by the WACC. In the case of Evides, it exceeded the WACC
target by 0.09%.5 In the case of Vitens, it was 0.18% below the allowed WACC.6

Table 1. Characteristics of Vitens and Evides, 2020.
Indicator Evides Vitens

Population served 2,037,000 5,777,000
Employees 565 1234
Network length 13,344 km 47,045 km
Connections 1,083,000 2,622,000
Water production 170 million m3 366 million m3

Water sales €158 million €351 million
Residential tariffa €1.55/m3 €1.00/m3

Note: Whereas Evides uses surface water for the production of potable
water, Vitens uses groundwater. The treatment costs for surface water
are substantially higher than for groundwater, and this is reflected in the
tariffs charged to consumers.

Source: VEWIN (2021).
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The capital used to make DWC investments is not provided by the government but
is instead derived from fee income (tariffs and other direct user charges). Any addi-

205tional capital required is then borrowed. In sourcing loans for investments, the DWCs
are neither purposively public nor private in orientation.7 Both Evides and Vitens,
however, are aware that they represent an interesting clientele for banks, public and
private, as effectively public entities. While technically organized as a private company,
the shares of DWCs are owned by public authorities (municipal and/or provincial

210governments), which provides an implicit safeguard or backstop should a crisis
emerge.8 Yet the DWCs do not purposively align their financing strategies according
to any understanding of ‘publicness’.

The attractiveness of the DWCs as clients for banks is underscored by the fact that
water is a basic human and societal necessity. There is no substitute for water, and the

215demand for water is stable and predictable over time. Moreover, Dutch DWCs are
monopoly providers as stipulated by law in the Water Supply Act. It is their purpose to
deliver water. Those wanting water supply must purchase it from the DWCs. These
characteristics make the Dutch DWCs a low-risk investment for any bank because the
DWCs have guaranteed product demand and monopoly control of delivery. But the

220DWCs only enjoy an implicit guarantee against default. The government has not expli-
citly decreed in law that it will support DWCs at times of crisis. This is consequential.
Without a formal public or state guarantee, the DWCs are subject to (perceived) market-
based credit risks that both public and private banks must consider in their assessments.
The DWCs are effectively perceived as if they were private companies that happen to

225deliver public water services. Nor can the Dutch public banks accord the DWCs special
conditions outside of market conditions because they are not fully backed by the
government. As a result, the DWCs seek to leverage their ‘natural monopoly’ advantages
and manage their risks within effectively private financial markets, pushing to realize the
best terms for themselves as relatively desirable clients in the market.

230That the DWCs can access private bank financing and do so on competitive terms
might lead some heterodox economists to suggest that there is no need for the NWB (or
any other public bank) to be active in the drinking water sector. This is because the
involvement of the NWB does not meet ‘additionality’ criteria (Skidelsky et al., 2011).
The notion of additionality builds on the ideas of John Maynard Keynes, namely that the

235‘important thing for government is not to do things which individuals are doing already,
and to do them a little better or a little worse; but to do those things which at present are
not done at all’ (Keynes, 1926, p. 46; also see Mazzucato, 2015). In this understanding of
additionality, if private banks are willing to lend to the DWCs, and do so on relatively
competitive terms, then public banks like the NWB should be lending elsewhere, that is,

240to where its additionality might be greater.
From a dynamic view of public banks, there are good reasons to be sceptical of this

narrow interpretation, both in historical factual terms and for the prospects of financing
green and just transitions (see Marois, 2021, pp. 66–68, for a fuller elaboration). These
too apply to the Dutch case. In addition, however, the ‘additionality’ lens fails to account

245for ‘availability risk’ – that is, the risk of not being able to access financing when needed
by the DWCs (discussed below). The private banks are willing to lend, but only when
they want to and at the terms they prefer. They are pro-cyclical (lending when times are
good) and primarily profit oriented in their responsibility to shareholders. They are
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never compelled to lend when funds are need. To abandon drinking water to pro-
250cyclical, profit-oriented finance is a huge risk – and the DWCs know this. By contrast,

the NWB is mandated to help finance the water sector, but the lack of an explicit
guarantee presents a barrier to the ability to do so within its mandate to preserve
a triple-A credit rating. A government guarantee would erase limits to what the NWB
could lend to the DWCs with no negative impact on its risk profile (as is the case with

255many other public banks in Europe).
Given the mandate of the DWCs to provide clean, universal water at all times, the

Dutch DWCs pay particular attention to ‘availability risks’ (Beschikbaarheidsrisicos) in
sourcing loans. Availability risks essentially revolve around guaranteeing that the water
utility can access loans to match its planned investment needs at any given time. Two

260strategies help DWCs manage this challenge in current circumstances. The first involves
purposively diversifying the public and private banks from which they take loans. The
DWCs engage a variety of lenders to develop multiple relations over time but without
prioritizing public or private bank provisioning (Evides, 2021, p. 19). In establishing
a relationship, the DWCs consider the financial health of a bank, allowing for specific

265range of A, AA and AAA credit ratings. The DWCs then take loans with various banks to
maintain and foster good and stable relationships with a diverse range of lenders that are,
nevertheless, ultimately market based and self-interested. Relationship diversification is
understood as strategically important because the DWCs may need emergency financing
at a time of crisis. In the absence of an explicit government guarantee or formal

270commitment from the banks (public or private), the DWCs must manage this risk
internally. The second availability risk strategy involves securing financial commitments
well in advance of the loans being required. Vitens, for example, ensures that financial
commitments are in place 12 months in advance. Although specific details of the loans
may still require finalization, the financial commitment ensures that the water company

275will have financing when required.
It follows that the DWCs must also privilege the cost of financing capital needs when

sourcing loans in the market. Again, in the absence of explicit government backing or
public policy, the DWCs must do so without privileging public or private banks. The
competitive pricing of loans dictates. Public and private banks compete among them-

280selves to offer the best terms to the DWCs. The DWCs, in turn, select those providers
that are most cost competitive – taking into account interest rates, fixed and variable
rate options, and the tenure or length of the loan. The DWCs tend to prefer long-term
and patient loans (that is, loans not focused on short-term returns but focused on
extended developmental objectives) alongside fixed interest rates as a source of finan-

285cial stability with limited exposure to risk.
In this context the NWB has enormous untapped potential to provide the type and

scale of financing needed by the DWCs to ensure sustainable, predictable, reliable and
equitable public water provisioning into the future.

Conundrums of the NWB’s public purpose

290Much of the economics literature on public banks depends upon pre-social understand-
ings of ‘public’ ownership such that being publicly owned is foundational to what a public
bank is and does in ways prior to historical experience (Mazzucato & Penna, 2018; La
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Porta et al., 2002). That is, the bank’s public ownership form logically comes ‘before
institutional functions’ in ways that fundamentally shape economists’ ‘polarized under-

295standing of what public banks are and, importantly, what public banks are a priori
meant to do’ (Marois, 2022, p. 357). Grafting pre-social meanings onto historically
dynamic public entities impoverishes our ability to understand and represent institu-
tional diversity and change.

To take a more historical approach it is important to define a bank as a ‘public bank’
300without essentializing it. This is possible by identifying four objective conditions for

a bank to be public: the bank is located within the public sphere (in a variety of ways); it
performs financial intermediation and banking functions but with no innate purpose or
policy orientation; it can function in public and private interests; and it persists as
a credible, contested, and evolving institution (Marois, 2021, pp. 11–12). The first

305condition, being located within the public sphere, can be by virtue of dominant govern-
ment, public authority, or public enterprise ownership; by a legally binding public
interest mandate; by public law; by substantive public representation and control; or by
some combinations of these. Notably absent is any inherent condition stipulating that
public banks aremeant to function in any particular way, including necessarily in the public

310interest. In this understanding being publicly owned does not give us much of an indication
of a bank’s ‘publicness’. In a dynamic view of public banks there are no preordained notions
of ‘if, how, when, or why’ it functions according to public purpose and in the public interest.
The publicness of any given public bank is thus not easily determined – it is historical,
political, contextual, shifting and contested (cf. Cassell, 2021).

315For decades conventional economists have glazed over such historical and institu-
tional complexity by reducing the nature of public banks to ownership form alone.
Conventional economists then assign a series pre-social, ahistorical, and always detri-
mental characteristics to an institution being ‘public’ (Marcelin & Mathur, 2015;
Megginson, 2005). To determine public ownership (and hence publicness), economists

320impose seemingly definitive quantitative measures of government ownership as both
a necessary and sufficient condition – sometimes that measure is 50% plus and some-
times it is any level public ownership (World Bank, 2012; de Luna-Martínez et al., 2018).

The poverty of conventional views on public banks is well known (Butzbach et al.,
2018; Marshall & Rochon, 2019; Marois, 2022). To acknowledge this is not to deny the

325importance of ownership, but it is to question the reductionism of economics wherein
the public ownership form ultimately determines institutional functions (Ho, 2016).
Instead we need to look at how public banks function as they do and ask ‘why’ in
time- and place-bound contexts – and allow this to be a better measure of its publicness
(Marois, 2022). In this way we can develop an enriched historical political economic

330understanding. There is resurgent interest in this type of case study knowledge of public
banks (Clifton et al., 2021; McDonald et al., 2020; Griffith-Jones & Ocampo, 2018;
Mertens et al., 2021; Scherrer, 2017). The present study contributes to this literature as
the NWB has not yet garnered directed study.

The NWB in not the first or only national public bank in the Netherlands to finance
335water. The Bank Nederlandse Gemeenten (BNG –Dutch Municipalities Bank), is 40 years

its senior, first founded in 1914 as the Gemeentelijke Credietbank (Municipal Credit
Bureau) in close relation with the Vereninging Nederlandse Gemeenten (VNG -
Association of Dutch Municipalities). The BNG is owned half by the Netherlands
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government and half by a combination of municipal and provincial authorities and
340a waterboard. It is a public-purpose public bank designed to support local authorities

and public sector institutions by minimizing the financial costs of social provisioning of
services: ‘Instead of maximising profits, our priority is to maximise the social impact of
our activities’ (BNG, n.d.).

For its part, the NWB came into being in the context of post-Second World War
345European reconstruction efforts and in the wake of a natural disaster in the Netherlands

(Havekes et al., 2017). The idea of creating a new public bank dedicated to servicing the
Dutch water authorities had originated in the interwar period, with plans discussed as
early as 1939 (NWB Bank, n.d.). Yet not until December 1952 did the Dutch water
authorities association board decide to move forward (NWB, 2021, p. 11). Circumstances

350accelerated the decision. Within a few months, the 1953 North Sea flood hit the
Netherlands, killing nearly 2000 people and leaving another 100,000 homeless, while
causing widespread economic damage. Enormous, new infrastructure investments would
be required to fortify the Netherlands against such water-related damage in the future.
This gave impetus to the NWB, which came into being in May 1954.

355The 1953 flood helped to forge the NWB’s original public purpose, namely, to provide
low-cost, risk-free capital to the regional water authorities to enable them to protect the
Netherlands against future flooding (NWB, 2010, p. 20). Public, not private, purpose was
baked into the institution as, in the words of the NWB, ‘self-interest did not play a part in
this endeavour’ (NWB Bank, n.d.). Since then, according to a senior NWB executive, the

360NWB ‘only funds public tasks’ (confidential interview, 18 August 2021).
In pursuing public tasks over the last seven decades, the NWB has expanded

operations beyond the water sector to support the Dutch public sphere more broadly.
It understands itself as a ‘bank of and for the Dutch public sector’ with ‘a special
responsibility towards society’ (NWB, 2011, pp. 20, 32). A core mission is to provide

365cheap and patient finance to the public sector. This does not come without contra-
dictions. The funding of unguaranteed DWCs impacts the NWBs to deliver cheap and
patient finance elsewhere (see below).

Table 2. The NWB at a glance, 2020.
Supervisory board Seven members appointed according to expertise, background and diversity

Mission To help our clients create added value for society
Vision As an efficient and socially committed bank, we respond to the changing needs of our

clients. By offering them appropriate financing on the most favourable terms possible, we
help to alleviate the financial burden on citizens and minimize the costs for enhancing
sustainability in the Netherlands

Sustainability strategy Oriented towards Sustainable Development Goals (SDGs) 6, 7, 11, 14 and 15
Water mandate As the sustainable water bank in the Netherlands, we are committed in particular to

financing projects and companies in the public water sector
Type of bank (year
established)

National promotional/developmental (1954)

Ownership Regional water authorities, 81%; State of the Netherlands, 17%; Dutch provinces, 2%
Total assets €107 billion
Employees 72
Branches 1
Credit rating AAA/Aaa

Sources: NWB 2021; n.d.; 2011; Orbis Bank Focus (2021).
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The NWB is a bank solidly located within the Dutch public sphere, both by
public ownership and by mandated purpose (Table 2). It is fully owned by public

370authorities, with public ownership legally enshrined in law in the NWB Articles of
Association. Only the Dutch state or entities governed by public law can ever be
owners (NWB, 2011, p. 20; 2021, p. 109). As of late 2021, the Dutch Water Boards
hold 81%, the State of the Netherlands 17%, and provincial authorities 2% of NWB.
Because the NWB is positioned within public sphere, it can, but not necessarily, be

375shielded from direct exposure to competitive market and profit imperatives (cf.
Marois, 2022). In terms of structural pressure to generate short-term returns experi-
enced by private banks, the NWB is shielded from market imperatives. It does not
target profit maximization, and this distinguishes the NWB from its private compe-
titors. Yet because the NWB accesses funds in global financial markets, and aims to

380do so cheaply, it seeks to protect its creditworthiness.
How the NWB governs itself, moreover, is in some ways more akin to private corporate

governance models. That is, governance is not directly exercised by representatives of its
public owners or by specified representatives the public in general, either wholly or in part.
This is unlike other public banks in Europe, such as the German KfW or the Nordic

385Investment Bank, which have direct political representation on their boards (Marois, 2021).
Instead, the NWB has a seven-member supervisory board selected not according to set
conditions (e.g., being the Minister of Finance or a trade union representative) but accord-
ing to preferred expertise and backgrounds capable of ‘assessing national and international
social, economic, political and other developments that are relevant to NWB Bank’ (NWB,

3902016, p. 16; NWB, 2021, p. 110). The NWB board is expected to function independently, if
not in isolation, from its public owners. NWB staff stay in regular contact with governing
authorities, water boards, municipalities and the Ministry of Finance (NWB, 2011, p. 32;
2021, p. 37). This, however, occurs at an informal and functional level as there is no formal
policy on bilateral contacts with government (NWB, 2021, p. 109). While further historical

395research is required, governance and decision making appear to be guided by an ethos of
public purpose and public sector collaboration rather than by de jure representation. In the
Dutch context, this approach appears to function and to do so in ways that maintain public
purpose. In its Annual Report 2020, the NWB (2021, p. 39) states:

We are a bank of and for the public sector, which is why we enjoy good relationships with
400local authorities and the central government. We regularly participate in meetings with

relevant Dutch government ministries, contributing our expertise on policy issues.

In pursuing its public purpose, the NWB has entered an aggressive expansionary phase
over the last decade. It has nearly doubled total assets, which grew from €57 in 2010
to €107 billion in 2020 (Table 3). Annual lending now surpasses €10 billion. Since

4052000, it has also captured a larger proportion of long-term public sector loans, which
has tripled from 10% to 30% (NWB, 2011, p. 20). The NWB has done so without
prioritizing profits. Its return on average assets (ROAA) since 2010 is on average
0.094, which is but 10% of what most private banks would minimally accept. The
NWB nevertheless generates positive, if modest, income and from time to time pays

410dividends to its public owners.
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The relationship between government or state guarantees and NWB lending to the
public sector is significant. The NWB provides financing across the public sector, which
includes to water utilities; local authorities, municipalities and provinces; housing asso-
ciations; healthcare and medical institutions; universities; and vocational institutions – if

415backed by state guarantees (NWB Bank, n.d.). The NWB will also finance foundations,
associations, and other entities with government guarantees (e.g., sports clubs or
schools) – again, if backed by the state. State guarantees render NWB loans as effectively
zero risk of default, with no negative implications for preserving its triple-A credit rating
in international markets. The relationship effectively shields the loans from market

420determinations.
Loans without state guarantees are made by the NWB, but these can weigh on their

credit rating. While loans to the Dutch water authorities are fully backed, the Dutch
DWCs fall into this latter category – and this exposes loans to DWCs to market-based
credit weightings. While the NWB has no formal policy specifying lending limits to

425DWCs as a result of this market exposure, the bank places an (informal) internal ceiling
on lending amounts for this reason (confidential interviews, 18 and 25 August 2021). In
other words, if the NWB extends too much in the way of non-guaranteed loans to the
DWCs it is at risk of losing its top-ranking creditworthiness in financial markets. This
contradicts its public purpose of ensuring access to the cheapest possible sources of

430capital in international markets, which is used to support the public sector in general. In
this instance, the public purpose of the NWB is working at odds with itself. Even as the
Dutch water bank, the NWB cannot fully fund the needs of public DWCs – even though
it has the financial capacity and institutional mandate to do so – because this would
undermine its credit rating in private markets.

435What is of great importance here is the function of state guarantees. With it, NWB
financing is no problem – recipients are fully shielded by the public sphere. Without
it, projects fall in a different category of scrutiny and are exposed to market discipline
and creditworthiness.

It is worth emphasizing the importance of NWB access to international capital
440markets. For much of the 20th century the NWB sourced long-term capital domestically.

Over the last 20 years or so, it instead draws finance globally (NWB, 2011, p. 20). The
maintenance of its access to global markets is now deeply rooted in NWB operational
strategy – the institution is fundamentally oriented towards accessing cheap finance
abroad to invest it at home in ways that are affordable, long-term and sustainable

445(NWB, 2021, p. 113). This is what enables the NWB to provide highly competitive long-
term financing to the public sector, including water, with periods of up to 50 years and

Table 3. NWB’s operational data, 2010–20.
2020 2019 2018 2017 2016 2015 2014 2013 2012 2011 2010

Total assets (€ billions) 107 96 84 87 94 91 88 73 76 68 57
New lending (€billions) 10.3 10.2 7.4 6.2 7.1 7.4 6.1 3.7 5.7 5.1 7.0
ROAE 4.47 4.94 5.96 7.85 7.36 7.03 3.83 2.74 3.31 6.65 3.59
ROAA 0.08 0.10 0.12 0.14 0.12 0.11 0.06 0.05 0.06 0.12 0.07
Net income after tax (€ million) 81 87 100 123 107 95 49 34 40 75 38
Dividend paid (€ million) 45 55 20 n.a. n.a. n.a. n.a. n.a. n.a. n.a. 23

Note: ROAE, return of average equity; ROAA, return on average assets.
Source: Orbis Bank Focus (2021); NWB (2011–21)
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with often flexible repayment schedules. This is, no doubt, an important public purpose –
one that would be the envy of many state authorities. In places as diverse as North Dakota
and India, the capacity of public banks to pull in and fix otherwise globally mobile flows

450of private finance has helped to definancialize economies (Marois, 2021, pp. 147–155).
Public banks are able to give ‘policy steer’ from their borrowing in global markets,
maximizing the developmental impacts of public financial resources (Griffith-Jones
et al., 2022, p. 200).

To access the near limitless pools of money in global markets cheaply, the NWB
455rigorously safeguards its triple-A credit rating (NWB, 2021, p. 113; confidential inter-

views, 18 and 25 August 2021). To support its credit rating, however, the NWB pre-
dominantly lends to public authorities and to entities that are explicitly backed against
any possible credit default by the government. This renders the loans as essentially zero
risk (as fully shielded by the public sphere). With backed loans, there is effectively no

460limit to how much the NWB could lend to public entities (confidential interview,
18 August 2021). The NWB’s public–public financial relationships are a ‘a major
precondition for keeping its AAA ratings’, ratings that provide benefit to NWB public
sector clients by enabling them to finance social operations with high-quality, low-cost
credits (NWB, 2011, p. 22). It is worth pointing out, moreover, that by targeting long-

465term, low-cost, low-risk public–public financing, ‘throughout its history, NWB Bank
has never suffered a loan loss’ (NWB, 2011, p. 26; confidential interview,
18 August 2021). This is an achievement that perhaps no private bank in the world
could claim (but which other public banks can, as outlined by other articles in this
special issue).

470In this way the NWB argues that it meets the water sector’s financial needs and
can provide for a sustainable future (NWB, 2021, p. 45). But is it the best way?
And are the Dutch DWCs equal partners in this? We see that there are trade-offs,
even contradictions, to the NWB strategy of sourcing capital from global capital
markets – in certain circumstances. This has material implications for the DWCs

475because they are not rated as zero-risk clients by the NWB for lack of an explicit
state guarantee.

The problem is therefore not that the NWB sees DWCs as outside the public sphere
(NWB, 2021, p. 47). Nor is the problem any lack of understanding of the importance of
the DWCs or that they are facing increasing demand for financing to meet mounting

480infrastructure investment challenges (pumping stations, pipelines and wastewater
treatment plants), which climate change and climate impacts are exacerbating (NWB,
2021, pp. 45, 47; confidential interviews, 18 and 25 August 2021). The problem is also
not one of recognizing the suitability of the NWB for providing the right kinds of
financing, even within a competitive market, at the terms and scale needed by the

Table 4. NWB’s lending to drinking water companies (€ million).
2020 2019 2018 2017 2016a 2015 2014 2013 2012 2011 2010

231 304 145 58 408 350 296 279 257 248 234

Note: Up until and including 2016, the NWB used the term ‘water supply companies’ in reporting in place of ‘drinking
water companies’, and its lending fell under the category of ‘government-controlled limited liability companies’ in the
annual reports. It is possible this lending prior to 2016 includes entities other than DWCs. From 2017 on, the NWB
specifically identifies its lending to DWCs.
Source: NWB 2011-21

WATER INTERNATIONAL 703



485DWCs (NWB, 2020, p. 34; 2019, p. 27; confidential interview, 18 August 2021). While
NWB lending to DWCs has been variable to date, it is substantial and remains
consistently in the hundreds of millions of euros annually and this is expected to
grow (Table 4).

It is thus not the significance or relevance of the DWCs to the public purpose of the
490NWB that is a barrier. It is that the DWCs are not explicitly backed by government

guarantees. This fact disproportionately shapes funding portfolio decisions as the DWCs
are not zero-risk weighted and ‘loans provided to Dutch drinking water companies . . .
are included in the 100% weighting category’, meaning they are more costly to offer and
riskier to hold as assets (NWB, 2019, p. 164; confidential interview, 25 August 2021).

495Lending to the DWCs increases the operating costs of the bank and, if the portfolio grows
significantly, challenges the NWB’s triple-A credit rating (although presumably this
depends on whether the DWCs in fact pose any risk at all, which has not really been
tested in the market). As a result, the NWB internally limits loans to the DWCs to the
extent that its DWC loan portfolio is perceived by the NWB as potentially undermining

500its ability to provide cheap, long-term capital in general to the public sector. In this sense,
the ‘sustainable water bank’ strategy exhibits a more financial than environmental read-
ing of ‘sustainable’, which implies a limited appetite for risks to its triple-A rating.9

This is at odds with the historical legacy of the NWB – a public bank built on
supporting the provisioning of water. In the words of the NWB Bank (n.d.):

505We are an important financer in the drinking water sector. Drinking water companies have
the crucial task of providing consumers and companies with a sufficient supply of high-
quality drinking water. Properly fulfilling this task requires constant investment in the
drinking water infrastructure (in pumping stations, treatment plants and the pipeline net-
work, for instance). The activities of drinking water companies are regulated by law, which is

510why they have been a client at our bank for a long time.

The Dutch DWCs thus represent a conundrum for the publicness of the NWB. The
DWCs are a preferred target of lending for the NWB yet by doing so the DWCs become
a potential threat to bank’s public purpose to provide cheap lending to the whole public
sector. Furthermore, by limiting cheap funding to the Dutch DWCs, the NWB may

515unintentionally make the DWCs transition to sustainability more costly, less efficient,
and more lengthy than need be, thus putting in question the NWB’s rebranding as ‘the
sustainable water bank’. What can be done to align the NWB and to the needs of the
Dutch DWCs according to public purpose?

Untapping the NWB’s publicness, aligning government policy

520In the coming decades, the Dutch water supply sector needs to address the challenges of
population growth, pollution of water sources, and climate variability (including
droughts). This has given rise to an expected increase of annual investments by 50–
60% by 2029, making the delivery of safe and clean water for all increasingly costly and
complex. As one Vitens respondent noted, things were simpler five years ago when the

525risk profile in the water supply sector was lower (confidential interview, Vitens,
29 November 2021). By untapping the NWB’s publicness by aligning government policy,
a more efficient and effective pathway to sustainability can be opened.
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Current financing to the DWCs does not dominate the NWB portfolio. DWC loans
account for only around 2–3% of new NWB lending each year, which amounts to about

530€250–300 million annually (by contrast, the larger, state-backed water authorities
account for about 11–12% of NWB total lending). This lending is significant for the
DWCs but comparatively less significant to the NWB’s overall portfolio. It is unlikely that
even a substantive increase in lending to the non-backed DWCs would have much, if any,
effect on the NWB’s overall credit rating. For the DWCs, at the same time, it is unclear

535whether or not they would welcome the NWB taking a more, or even the, dominant
lending position given their concerns over availability risks.

However, from a public policy and public purpose perspective, particularly in light
of the challenge of catalysing sustainable transitions, the NWB is ideally situated to
be the catalyst. It is fully capable of providing the low-cost, long-term financing

540required, backed by appropriate knowledge and expertise, to enable the DWCs to
achieve their goal of sustainable water in the next decade. The current practice of
leaving DWC financing up to competitive markets among all banks and as exposed
to perceived availability risks from public and private may be undermining this
ambition.

545What can be done? The NWB should be enabled to embrace its ‘publicness’ and to
leverage its position within the Dutch public sector to untap its water investments in the
public interest. To do so, Dutch public policy needs to align and re-enforce ‘a whole-of-
public sector approach’ in ways that would empower the NWB to maximize the advan-
tages of being a bank within the public sphere. A relatively straightforward policy fix

550could help catalyse this shift, namely, extending state guarantees for DWCs to provide
sustainable drinking water.

An immediately impactful policy measure would be for the Dutch government to
extend explicit state guarantees to the DWCs for all sustainability related water
investment requirements (guarantees that also relax WACC restrictions vis-à-vis

555sustainability). Government backing to funds provided through the NWB would
enable the NWB to lend to the DWCs at whatever scale of financing is required to
achieve nationally agreed sustainability objectives. Like other public entities, the
DWCs would be fully shielded by the public sphere. Currently, the NWB cannot
open the credit issuing flood gates because of its strategy of protecting its credit

560rating. This mandate has thus emerged as an unintended barrier to it fully being
a bank of and for the public sector and becoming the sustainable water bank. The
barrier can be removed by the government, and its removal is justified as an
effective response to the climate crisis (a policy orientation that has social credibility
within Dutch society and globally, particularly in the form of Sustainable

565Development Goal 6: ‘Clean Water and Sanitation’; McDonald et al., 2021). The
move would raise the quality of shielding provided by the Dutch public sphere to
the delivery of NWB financing for sustainable water services. It would also eliminate
the availability risks experienced by the DWCs – as a matter of aligned public
policy, the NWB would be bound to providing all needed financing as and when

570necessary. This public–public collaboration would enhance operational efficiencies
and help accelerate realizing the sustainable water challenge.
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The state guarantee for sustainability financing would help to further align sustain-
ability standards and conditionalities within the Dutch public banks. There are signs of
promising practices and aspirations that substantiate a turn in this direction. The DWCs

575Vitens and Evides have already signalled a willingness to leverage their desirable cred-
itworthiness to demand certain environment, social and governance (ESG) conditions
from their financial suppliers. They increasingly prefer to engage with banks that can
combine a focus on (environmental) sustainability with appealing financing arrangements.
In Vitens’ long-term infrastructure vision (2016–40), notably, the utility acknowl-

580edges that rather than solely basing infrastructure decisions on engineering criteria,
‘social, economic and physical trends determine how we develop, maintain and
manage our infrastructure’ (Vitens, 2016, p. 9). A state guarantee on sustainability
projects would be welcomed.

If aligned purposively across the public sphere, and in particular with the NWB,
585a strong sustainability impetus would emerge, providing directionality within and

across the public sphere, financial markets, and society. Rather than promoting
a competitive race to the bottom by setting loan conditions that disproportionately
favour cost/benefit analysis over all else, the DWCs could signal a race to ESG for
financial providers (and the public banks could signal they would not fund non-ESG

590compliant projects for lack of a state guarantee) (see Ray et al., 2020, for further
discussion on ESG standards and races to the bottom). This would not be without
potential higher costs or public responsibility. It is one thing to request green and
equitable supplying of public goods and services. It is another to ensure this is not
simply greenwashing. New metrics and reporting standards will need to follow that

595hold public and private entities to account, transparently. As a public purpose
entity, the NWB could lead on this initiative, in collaboration with other public
banks in the Netherlands and across Europe. There is an urgent need to better
understand how public banks’ metrics can matter more to green and just transitions.

The provisioning of a state guarantee, moreover, would enable the DWCs to
600rethink how they define and act upon current conceptions of ‘availability risk’ and

‘cost’. Their current approach is to privilege a mix of financial providers, with
a roughly 50/50 split between public and private banking providers. If explicitly
backed by state guarantees, this effort would be unnecessary (as with the state-
backed water authorities, which almost exclusively source financing from the public

605banks). Indeed, the DWCs are aware that the private banks are likely to withdraw or
withhold funding at times of crisis (hence why they foster public relationships as
well). The DWCs are compelled to build and maintain relationships with private
banks that they know are unlikely to pay off when most needed. That is, public
water–private bank relationships are more likely to result in stranded relationships:

610that is, fair-weather financial collaborations that collapse at times of crisis. This
approach to mitigating availability risks heaps greater risk onto public sector banks,
which are called upon at times of crisis when private banks withdraw. That private
banks inevitably do so at times of crisis, and that public banks and authorities are
left to socialize these costs, is a well-established and well-documented empirical and

615historical fact (Griffith-Jones & Ocampo, 2018; Marois, 2012). Thus, current DWC
borrowing practices disproportionately benefit private banks, which benefit in the
good times and withdraw in the bad times, as and when they see it in their private
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interests. By contrast, public banks must maintain a stable foundation through thick
and thin. For the NWB, it knows it is an institution that must always be there for

620the public water sector (confidential interview, 18 August 2021) – but the contra-
dictions erected by misaligned public policy and guarantees raises questions as to
whether that is in fact true. Aligned policy and state guarantees for sustainability
projects eliminate wasteful DWC efforts to court fair-weather private banks while
serving to accelerate sustainable transitions more rapidly.

625Conclusions

By explicitly developing policy and processes that align public banks, like the NWB,
with public water providers, like Vitens and Evides, trust can be institutionally
ingrained and structurally safeguarded within the public sphere so that new ways
of working can be formalized to confront one of the most pressing challenges of our

630time, sustainability, and do so along long-standing public interest priorities, like
equitable and universal access. These changes will help to create new material and
collaborative relationships, ones based in pre-existing legacies and histories but
enhanced by aligned public purpose. This is not something understood as innate
to being ‘publicly owned’ but as part of historically dynamic public banking entities

635and institutional relationships that are made and remade within the political econ-
omy of the Netherlands and global capitalism.

In the wake of four decades of neoliberal privatization and corporatization, contem-
porary scholars highlight the need to reclaim the state and public institutions (Cumbers,
2012; McDonald, 2016a). This involves ‘restoring public purpose in policies so that they

640are aimed at creating tangible benefits for citizens and setting goals that matter to
people – driven by public-interest considerations rather than profit’ (Mazzucato, 2021,
p. 6). This will need to be done in novel ways depending on the history, context,
resources, challenges and power relations found in different societies. The NWB and
the Dutch DWCs are in an enviable position to collaboratively tackle the challenge of

645sustainability. The question is whether the Netherlands will untap its public banks’
capacity to fund public water by better aligning public policy with public purpose and
sustainability. These are lessons worth expanding upon in further case study research on
public banks as policymakers, civil society, and scholars seek viable alternatives to the
financing of green and just transitions globally.

650Notes

1. The emphasis on cost recovery is also stipulated in the 2009 Dutch Water Supply
Act, in which Article 11.1 stresses that DWCs are to operate on the basis of cost
recovery.

2. Because the WACC is (partly) calculated on the basis of prevailing interest rates, it has
655declined over the past decade (from 6.0% in 2012 to 2.75% in 2020), whilst investment needs

increased.
3. See https://destaatvan.overijssel.nl/begroting-2021/project/vitens-nv-zwolle/.
4. Interview with Evides, 15 September 2021.
5. The exceedance of the WACC has to be ‘repaid’ to consumers by lowering the WACC for

660that utility by the same amount in the following year.
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6. In 2019, the WACC stood at 3.5%. Apart from Vitens and Evides all other water utilities
realized a WACC between 1.07% and 2.78% (ILT, 2021).

7. This section is largely based on interviews with representatives from Evides
(15 September 2021) and Vitens (29 November 2021).

6658. This safeguarding is most aptly illustrated by the government intervention in one of the
other water utilities in the Netherlands. The Water Company Drenthe WMD received an
emergency loan of €8.5 million from the provincial government of Drenthe and the
municipality of Emmen (both shareholders) in order to improve the ‘financial health’ of
the water utility (see https://dvhn.nl/drenthe/Drents-waterbedrijf-WMD-wil-85-miljoen-

670euro-lenen-van-provincie-en-Emmen-24881094.html).
9. Illustrative of protecting the triple-A status is the Water Innovation Fund, which the NWB

established as an independent entity to encourage innovation among the regional water
authorities by supporting higher risk pilot projects (i.e., the fund can finance non-
guaranteed entities without putting the NWB’s credit rating at risk; NWB, 2021, p. 47).
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This article maps the relationship between public banks and muni-
cipal water operators in Portugal. Multilateral public banks play
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Introduction

In Portugal, water is disputed, and its system of provision is heterogenous. Upon a visit to
20the country in 2016, the United Nations Special Rapporteur on Water and Sanitation

noted the ‘multifarious actors taking part in the provision of water and sanitation’ and
the ‘tensions’ within the sector (United Nations General Assembly, 2019). The most
common form of water service is direct provision by municipalities. Under this model,
water operators are situated within the municipality. They are not ‘ringfenced’ as

25corporate actors and there is no arm’s-length distance between local authorities and
water services. This represents a contrast to corporatized forms of provision elsewhere in
Europe. However, the municipal form of direct provision is not the only one, and
moreover, the Portuguese water and sanitation sector has by no means been immune
to neoliberal pressures. In some places, municipal water companies have been estab-

30lished, while in others, municipalities have given concessions to private companies. There
are also differences with regards to wholesales activities, or water capture. Most munici-
palities buy water from Águas de Portugal (AdP), a state-owned holding group, but some
municipalities are responsible for water capture. A third group has handed bulk activities
over to private companies (J. Fael, email correspondence, 28 October 2021; Teles, 2015).

35Water and sanitation services in Portugal are highly polarized, with contrasting
visions for the sector. The controversy does not only concern the question of public
versus private ownership, but also scale, the relationship between state actors and
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municipalities, and prices. A series of organizations, municipalities and trade unions
defend public ownership, municipal provision and local power over water (Água é de

40todos, 2016a; Associação Intermunicipal de Água da Região de Setúbal, 2014). The
sector’s regulator, on the other hand, is ‘agnostic’ to the ownership form, eager to see
municipalities raise tariffs, and a promoter of aggregation (Cunha, interview, 2021; for
the list of interviews, see Appendix A). Notwithstanding these contrasting visions, there
is a widespread feeling that water privatization has failed. Several municipalities have

45remunicipalized water, including Mafra, Setúbal and Parede. Other municipalities have
voted to do so, with insourcing pending (Public Futures, 2021).

Portuguese municipalities are not alone in remunicipalizing water. After decades of
privatization, cities around the world have taken water back into public control. There
have been at least 311 cases of water and sanitation municipalization over the last

5020 years, affecting over 100 million people worldwide (McDonald et al., 2021).
Remunicipalization has occurred in cities as far-ranging as Paris, Accra, Budapest,
Buenos Aires, Cochabamba and Dar es Salaam (McDonald, 2018). There are good
reasons to reconsider privatization. In England, where water privatization in the 1990s
was justified with promises of network upgrades, the largest water and sewage companies

55have incurred mounting debt, whilst their investments have dropped significantly
(Plimmer & Hollowood, 2021). This has generated pressure on drainage and treatment
networks. In this fully privatized setting, rivers have become a ‘chemical cocktail’ where
water companies regularly eject untreated human waste (Environmental Audit
Committee, 2022). To overcome such public health and biodiversity hazards, the sector

60needs rethinking and reshaping.
If the shift towards remunicipalization is the new trend, it raises the question of how

water and sanitation can best be financed (McDonald, 2018). Achieving universal,
equitable and affordable access to safe drinking water (UN Sustainable Development
Goal (SDG) 6.1) has been estimated to cost a total of US$150 billion per year. If the cost

65of reducing water pollution, protecting water-related biodiversity and developing inte-
grated water resources management is added, infrastructure costs are expected to reach
a total of US$6.7 trillion by 2030 (McDonald et al., 2021). Possible sources of finance
include tariffs, municipal taxes, municipal cross-subsidies, central government transfers,
multilateral transfers, and loans and grants from private and public banks. Globally,

70public sources of finance account for 90% of infrastructure investments (Hall, 2015,
p. 10). They dominate water and sanitation. Exactly how much private banks lend to
water and sanitation globally is unknown. However, this lending is understood to be
‘extremely low’ and to have declined significantly since the 2008 crisis. Some banks have
ceased to lend to water and sanitation projects (McDonald et al., 2021).

75This leaves a financing gap that can potentially be filled by public banks. Public
banks are resurgent institutions. Over the last 15 years, public banks have contributed
to tackling recessions and public health emergencies (Barrowclough et al., 2022;
Stadheim et al., 2022). New public banks have been launched in several places. In
Portugal the government launched the state-owned Banco Português de Fomento

80(BPF) during the Covid-19 pandemic. Compared with other financial institutions, little
is known about public banks (Luna-Martínez & Vicente, 2012). Even less is known
about their relationship to the water and sanitation sector (McDonald et al., 2021). To
what extent do municipal water operators access finance from public banks? Do water
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and sanitation operators struggle to access private bank credit? Do public banks give
85them promotional lending? Is lending to the water and sanitation sector covered by

public banks’ mandates? Do public banks and municipal water operators have
a relationship that reflects their respective ‘publicness’? How do they consider the
prospects of working together?

The aim of this article is to begin mapping the relationship between public water and
90sanitation operators and public banks in Portugal. It focuses on the extent to which water

and sanitation operators borrow from public banks, whether they face a shortage of
private banking credit, and how they view the prospects for working with public banks in
the future. The findings are only preliminary, however, since only a selection of the
sector’s entities in Portugal informed the study.

95The key findings are as follows. First, Portuguese water operators – whether municipal
or multi-municipal – are indifferent as to whether they borrow from public or private
banks. They view the national public bank Caixa Geral de Depósitos (CGD) as ‘any other
bank’ that does not differ substantially from private institutions. This reflects the com-
petitive logic of banking in Portugal, where municipalities are required to do public

100tenders for loans. Notwithstanding this indifference, multilateral public banks – notably
the European Investment Bank (EIB) – have played a central role in financing Portugal’s
water and sanitation infrastructure.

Second, there is great unevenness in access to public banking finance across Portugal’s
heterogenous water system.Whilst the AdP group appears to face no shortage of funding,

105municipal actors are severely constrained. The main obstacles are austerity and the
principle of full-cost recovery, which together discourage or even block municipal actors
from incurring any debt – whether from private or public banks.

Finally, major infrastructure investments are needed. With a new public financial
institution having been established, there may be scope for developing and improving the

110relationship between these two sets of public actors and for channelling finance into the
municipal level which appears to need it the most.

The remainder of the article is structured as follows. The second section presents the
methodology. The third section provides an overview of public banking in Portugal; the
fourth section examines the structure and history of the Portuguese water and sanitation

115system; the fifth section analyses the relationship between public banks and water and
sanitation operators; and the sixth section concludes.

Methodology

The article draws on interviews and questionnaires with actors across the Portuguese
water and sanitation sector. Questionnaires were conducted with municipal and multi-

120municipal water and sanitation operators – online and in person – between July and
November 2021. Although no attempt was made at obtaining a representative sample, the
informants reflect the heterogeneity of the Portuguese water and sanitation system. The
sample includes informants from one municipality that provides water directly (Palmela
Municipality), two municipal water companies (Águas e Energia do Porto and Águas de

125Gaia), and two multi-municipal companies from the AdP group (Águas do Douro
e Paiva and SIMDOURO). The diverse characteristics of the water and sanitation
operators are shown in Table 1.
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The questionnaire included background information about the water and sanitation
operators’ basic characteristics, including the type of services provided, operational

130mandates, governance structure, sources of operating and capital expenditure, their
satisfaction with financing levels, debt levels, and credit rating, as well as questions
about the operators’ experience with borrowing from public and private banks. The
questionnaires were standardized, but there was scope for spontaneous and unstructured
conversation. On several occasions, the questionnaire was conducted with two infor-

135mants from the same organization simultaneously.
In addition to the questionnaires with the water and sanitation operators, several

interviews were conducted with informants from key institutions and organizations.
This included the sector’s regulator Entidade Reguladora dos Serviços de Águas
e Resíduos (ERSAR), the Associação Intermunicipal de Água da Região de Setúbal

Table 1. Water operators’ characteristics.

Name Palmela Municipality Águas de Gaia
Águas e Energia

do Porto
Águas do Douro

e Paiva SIMDOURO

Type of entity Municipality Municipal
company

Municipal
company

Multi-municipal
company, AdP
group

Multi-municipal
company, AdP
group

Founding year 1926 1999 2006 2017 2017

Services Water (bulk and retail),
sanitation (retail),
other

Water (retail),
sanitation
(retail), other

Water (retail),
sanitation
(bulk and
retail), other

Water (bulk) Sanitation (bulk)

People served 102,000 320,000 500,000 About 1,300,000 377,000

Employees 930 (municipality); 300
(WS)

356 533 140 80

Ownership Water operator is
internal to the
municipality

100%
municipality

100%
municipality

AdP 51%,
municipalities
49%

AdP 58.52%,
municipalities
41.48%

Financing of
OPEX

Tariffs, central
government
transfers, local taxes
(% unknown)

87.6% tariffs and
12.4% public
transfers from
the town hall

100% tariffs in
water.
Sanitation
also financed
by tariffs

100% tariffs 100% tariffs

Financing of
CAPEX

Tariffs, public transfers
from government,
local taxes,
borrowing (%
unknown)

100% tariffs 90–100% tariffs.
Up to 10%
grants

100% tariffs 100% tariffs

Financing
from
a public
bank?

Yes Yes No Yes Yes

Financing
from
a private
bank?

Yes Yes Yes Yes Yes, the
predecessor
company

Debt Unknown €51.5 million €3 million €35 million €52.8 million

Credit rating No rating No rating No rating No rating No rating
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140(AIA), which enhances collaboration between municipalities on the peninsula of
Setúbal near Lisbon, and the Associação Água Pública, which campaigns for the
right to water as a human right and against its privatization. These interviews were
unstructured.

Finally, the study is informed by one interview with the Banco Português de Fomento.
145Many attempts were made at contacting personnel from CGD – which for long was the

only remaining state-owned bank – but officials at the bank did not agree to give any
interviews or answer the proposed questionnaire.

Public banking in Portugal

Public banks are ‘dynamic’ institutions. It is important to note that there is nothing
150‘inherent’ about public banks (Marois, 2021a). They come in a variety of shapes and

forms, but they are under state or other public ownership and control (McDonald et al.,
2021). They can operate at various geographical levels – including the global, multilateral,
national and subnational (Romero, 2020) – and may (or may not) have an explicit ‘public
purpose mandate’ (Barrowclough et al., 2022). Historically, countries across the world

155have set up public banks to meet a range of development objectives, including the
construction of roads, dams or highways, and the growth of ‘infant’ industries (De Luna-
Martínez et al., 2018). This does not mean that public banks are necessarily develop-
mental. Nor are they inherently corrupt, as pro-market approaches have often held
(Marois, 2021b).

160Some public banks are neoliberal in their orientation, maximize profits and operate
according to a competitive market logic (McDonald et al., 2021). Others have an
exclusively social mandate and abstain from profit maximization (e.g., the Council of
Europe’s Development Bank – CEB). Thus, a ‘dynamic’ view of public banking rejects the
view that public ownership determines a bank’s function. Instead, public banks are

165socially contested institutions in the sense that societal actors may dispute their purpose.
They are situated within concrete capitalist (and often financialized) societies, are subject
to competing material interests, and their institutional function is shaped and reshaped
by social forces (Marois, 2021a, 2021b). This is not only true for individual public banks,
but for national public banking systems. The Portuguese case illustrates the contested

170nature of banking systems exceptionally well.
Over the last five decades, banking and finance have acquired a central place in social

change in Portugal. During the fascist Estado Novo regime, a small and tightly knit
bourgeoisie owned almost all industry and finance (Costa et al., 2010). The 1974
Carnation Revolution brought an end to the dictatorship and opened for a transition

175to democracy and an end to Portuguese colonialism in Africa. After a failed coup attempt
in 1975, where members of the bourgeoisie participated, a Revolutionary Council was
appointed, and almost the entire banking system was nationalized. Bank nationalization
was justified on social and economic grounds, and it was operationalized with the help of
bank workers’ trade unionists. In the ensuing period, credit allocation was coordinated

180by the Bank of Portugal and bank workers’ trade unions fed into this process (Noronha,
2013; Rosa, 2014). The 1976 Constitution maintained that ‘all the nationalisations [. . .
were] irreversible conquests of the working classes’ (Rosa, 2014).

WATER INTERNATIONAL 715



A set of neoliberal changes to banking and finance were introduced in the 1980s and
1990s and this was intertwined with European and monetary integration (Rodrigues

185et al., 2016; Stadheim, 2021). In the 1980s, three constitutional revisions opened banks to
privatization (Rosa, 2014) and the sector was privatized at an astonishing speed. Between
1990 and 1996, public banks’ market share dropped from 74% to 24%, and it remained
stable thereafter (Antão et al., 2009, p. 432). Hence, the 1985–95 period witnessed
a remarkable change in the financial ownership structure, resulting from the creation

190of new private banks, the entry of foreign institutions and, most importantly, privatiza-
tion of state-owned banks (Pinho, 1997).

Thus, CGD has for long been Portugal’s only remaining state-owned bank. It was
established in 1876, after the Bank of Portugal and the Treasury (Lains, 2022). Soon after
its creation it became both a state savings bank and a deposit bank. CGD came to be

195a main destination for individual savings, and as a result, it would serve as a development
bank for public works, industry and agriculture (Lains, 2022). Until the late 1920s, an
important function was to finance public debt. However, António de Oliveira Salazar was
committed to fiscal discipline, and a series of reforms in 1929 reversed CGD’s role vis-à-
vis the public sector (Reis, 1997). CGD nevertheless remained an important institution

200during the fascist regime. Salazar maintained that ‘the reconstruction of the country
[could] not be achieved without a strong credit structure – in the metropole and in the
colonies’ (Salazar 1930, cited in Reis, 1997).

CGD is currently a universal bank (CGD, 2019) and the largest retail and commercial
bank in Portugal. It is part of the CGD Group, which comprises many financial institu-

205tions in Portugal and abroad (CGD, 2019; DBRS, 2020). CGD’s total assets amount to
€91,375 million (Orbis, 2021).

During the eurozone crisis and after, CGD has been subject to pressures to privatize
and restructure. In 2011, Portuguese authorities were compelled to request a rescue
package from the European Commission (EC), the International Monetary Fund (IMF)

210and the European Central Bank (ECB) (Stadheim, 2021). It was conditional on
a structural adjustment programme, and the creditors sought to include CGD on the
list of enterprises to be privatized. This was averted (Cardoso, 2016). As a result of CGD’s
last recapitalization, the bank had to implement a ‘strategic plan’ agreed with the EC
between 2017 and 2020 (Cavaleiro & Vicente, 2020; CGD, 2019). This included

215a reduction in international operations, non-performing loans and branches
(Stadheim, 2020). Currently, CGD’s mission is to make ‘a decisive contribution to the
development of the national economy in a framework of balanced evolution between
profitability, growth and financial strength, accompanied by prudent risk management,
to enhance the stability of the national financial system’ (CGD, 2022). This makes CGD

220a market-oriented (and externally dominated) institution as far as public banking is
concerned.

In its economic response to the Covid-19 pandemic, the Portuguese governmentmerged
three pre-existing financial institutions – Instituição Financeira de Desenvolvimento, S.A.;
SPGM – Sociedade de Investimento, S.A.; and PME Investimento – to create a single

225institution, Banco Português de Fomento (BPF), which was established with the EU’s
permission in November 2022 (BPF, 2022). The government argued it was ‘essential’ to
proceed with the creation of an ‘authentic promotional bank’ (República Portuguesa, 2020),
with Decree-Law no. 63/2020 establishing BPF’s formal mandate, tasking it with
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‘improving the financing conditions of non-financial corporations, to boost investment,
230development, innovation, territorial cohesion, carbon neutrality, the circular economy,

environmental sustainability and business restructuring’. The BFP will also administer state
guarantees and investment funds, act as a credit agency for exports and raise finance on
capital markets (Diário da República, 2020). Thus, the BPF has a legally established
mandate which may be regarded a ‘public purpose mandate’, and which can potentially

235be mobilized to enhance social and environmental objectives such as water and sanitation
provision. This mandate sets it apart from CGD.

Water provision in Portugal

The basic characteristics of Portuguese water and sanitation policy emerged in the late
19th century. High mortality prevailed, particularly among children. Scientific knowl-

240edge about the relationship between water and sanitation and infectious diseases was
growing. This justified water policies as a matter of public health policy (Pato, 2011).
A financial crisis in 1890–91 led Portugal to default on foreign debt and to exit the gold
standard, and the country was excluded from international financial markets (Lains,
2008). Faced with this, there was limited capacity to develop water and sanitation at

245a national scale. A series of policies were nevertheless formalized between 1899 and
1901, and municipalities were given the main responsibility for water infrastructure
(Pato, 2011).

By the 1970s, Portugal continued to be characterized by ‘enormous sanitary under-
development’, high mortality rates and ‘morbidity’ caused by infectious diseases linked

250to an absence of basic hygiene. The population was poor by Western European
standards, and this was reflected in low water and sanitation coverage. Following the
1974 Revolution, substantial efforts were made to solve sanitary problems. A cholera
outbreak in Algarve in April 1974 rapidly spread towards the north, and this high-
lighted the pressing need for intervention (Pato, 2011). Public bodies for water and

255sanitation were set up, a new degree in sanitation engineering was launched, and
municipalities prioritized water and sanitation infrastructure as ‘urgent problems’. In
1981, the first national plan for water and sanitation set ambitious goals for coverage. It
was to be implemented by municipalities, but the central administration would help
with investments. This led to substantial progress. Between 1975 and 1990, the share of

260the population with access to domestic water distribution systems increased from 40%
to 80%, and the share of the population with access to sewage networks increased from
17% to 62% (Pato, 2011; Teles, 2015).

The main investors were municipalities, the newly nationalized enterprise Empresa
Pública das Águas Livres (EPAL) in the Lisbon region, and the national state. The sources

265of financing included the central government, local authorities and CGD, which gave
local governments beneficial loans at reduced rates. Soon after the Revolution, water and
sanitation operators received loans from the United States – one in 1976 and one in
1977 – and from the EIB (Pato, 2011; Teles, 2015). The EIB gave two loans in 1977 – to
finance irrigation in Vigia and Tras-os-Montes and a dam on the Azibo River, among

270other issues (EIB, 2021a).
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The ‘tensions’ that exist in the Portuguese water and sanitation system (United
Nations General Assembly, 2019) can be understood in historical context. According
to Teles (2015), the 1974 Revolution was followed by two decades of ‘permanent tension’
between municipalities and the central state, where municipalities resisted efforts to

275connect the national and local levels. Water provision continued to be the municipalities’
exclusive responsibility. Municipalities ensured its capture and distribution, and the
value chain was integrated with no separation between bulk and retail (Fael, interview,
2021; Teles, 2015). The only exception was Lisbon, where water was provided by EPAL,
a successor of Companhia das Águas de Lisboa, which was established in 1868 and re-

280constituted as a state-owned enterprise following the Revolution (EPAL, 2022; Teles, 2015).
The year 1993 marked a turning point (Fael, interview, 2021; Teles, 2015). Various

steps were taken towards a neoliberal – albeit incomplete – reconfiguration of water and
sanitation. The legislative changes and subsequent alterations to organizational structure
and governance revolved around four main tendencies: first, an opening up for water

285privatization; second, a corporatization which went hand in hand with an aggregation
and centralization of what continued to be a largely publicly owned bulk system; third,
a separation between bulk and retail; and fourth, the creation of a regulator.

Decree-Law no. 372/93 opened the capturing, treatment and distribution of water up
to private companies. It stated that:

290[T]he need to promote a true industry in water and solid waste treatment requires a rigorous
strategy that safeguards national interests, enables a growing corporatisation of the sector,
including private capital, and allows an acceleration in the pace of investment.

Both bulk and retail services in water and sanitation were opened to private capital
(Diário da República, 1993). The sector could now be privatized ‘from deposits to the tap’

295(Fael, interview, 2021). Between 1994 and 2020, 30 concessions were given to private
companies in water distribution (J. Fael, email correspondence, 28 October 2021). For
the municipalities, concessions to private companies helped them avoid debt (Teles,
2015). Indeed, in many municipalities, privatization took place where there was a need
for investment (Bastos Cardoso, interview, 2021). Having said that, the neoliberal

300pressures did not lead to a full-scale privatization.
The corporatization of water and sanitation involved the introduction of multi-

municipal companies and the creation of Águas de Portugal (AdP) in 1993. AdP is the
largest actor in the sector, and it operates across the county through its multi-municipal
companies which sell bulk services to municipalities. It is a publicly owned limited

305liability company and its shareholders are the national wealth fund Parpública –
Participações Públicas, SGPS, S.A. (81%) and CGD (19%) (AdP, 2020a). AdP holds
a majority share in the multi-municipal companies (between 51% and 100%), and
municipalities are minority holders (Teles, 2015; AdP, 2015a, 2015b, 2020a). For exam-
ple, Águas do Douro e Paiva, which captures and treats water, has a 100% public capital,

310of which 51% of the shares are held by AdP and the remaining 49% are held by 20
municipalities (Águas do Douro e Paiva, 2017). AdP also holds full ownership of various
international enterprises and branches, including in Angola, Guinea Bissau, Cape Verde
and East Timor (Teles, 2015). Its vision is to be a ‘state business tool for implementing

718 V. STADHEIM



public policies and achieving national objectives in the environmental sector in order to
315promote (a) universality, continuity and quality of service, (b) the sustainability of the

sector and (c) the protection of environmental values’ (AdP, 2020a).
After the creation of AdP, most municipalities handed bulk activities over to the

multi-municipal companies. The corporatization of the sector engendered a division
between bulk and retail (Pato, 2011; Teles, 2015). It facilitated greater scale in bulk

320services and a move towards centralization. This by no means lead to a homogenous
water structure, with some municipalities refusing to give up bulk activities. By 2014,
AdP’s bulk systems in water supply covered 71% of the Portuguese population, and its
wastewater services covered 67%. The rest were served by municipalities that resisted the
handover (Teles, 2015).

325For the municipalities the outsourcing of bulk services was not the only effect of
corporatization. Corporatization also led to the creation of municipal companies in
a number of places. With the legislative changes in 1993, municipalities continued to
be responsible for water distribution, but they could now give out concessions, to either
municipal or private companies (Teles, 2015). Examples of corporatized municipal water

330operators include Águas de Gaia and Águas e Energia do Porto.
The growing marketization and corporatization of the water sector created a need for

a regulatory agency. Comissão de Acompanhamento de Concessões (CAC) was estab-
lished in 1995 to oversee the multi-municipal companies in the bulk system. CAC’s
powers were limited when it came to tariffs and investments, and in 1997, Instituto

335Regulador de Águas e Resíduos (IRAR) was set up to oversee concessions. Entidade
Reguladora dos Serviços de Águas e Resíduos (ERSAR) replaced IRAR in 2009 and
continues to regulate water and sanitation (Rodrigues et al., 2016; Teles, 2015). ERSAR
oversees municipal concessions and public tenders, evaluates water tariffs and is the
drinking water inspector (Cunha, interview, 2021).

340ERSAR has gradually come to pursue the principle of full-cost recovery (Teles,
2015). The Water Framework Directive (WFD) introduced the principle of cost
recovery and pricing as an incentive for sustainable water usage at the EU level, and
these principles were soon adopted in Portugal (Martínez-Fernández et al., 2020). Law
no. 58/2005 (the ‘Water Law’) outlines a tariff regime which ‘ensures tendentially and

345within a reasonable period of time the recovery of the initial investment and any new
investments in expansion, modernisation and replacement, deducted from the percen-
tage of subsidies and non-repayable subsidies’ (Diário da República, 2005).

The upward pressure on retail water prices resulting from cost recovery has faced
resistance from municipalities, many of which have refused to adopt it (Teles, 2015).

350Faced with high water tariffs in the multi-municipal bulk system (Cunha, interview,
2021) compared with the rates they charge from households, many municipalities
became indebted to AdP (Fael, interview, 2021; Teles, 2015). The Portuguese Ministry
of the Environment has regarded cost recovery to be successfully implemented in whole-
sale activities, but not in retail. There, price determination is ‘delicate’ since it requires

355reconciling the incorporation of costs into tariffs with users’ ability to pay. The ministry
has noted that:
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The complexity of the problem has resulted in a high number of units charging [. . .] political
tariffs which is in clear contradiction with the principle of integral (or even substantial) cost
recovery, posing questions around the viability and sustainability of these services, since

360a significant part of investment and [. . .] maintenance costs are supported by the taxpayer
and not by the final consumer. (Ministério do Ambiente e do Ordenamento do Território,
2007, pp. 50–51)

This suggests that full-cost recovery has effectively failed at the municipal level. Reflecting
how disputed tariff setting and cost recovery are, ERSAR’s role is also contested,

365particularly its power over pricing. It acquired the power to define water tariffs in
2014, which hitherto had been reserved for municipalities, but in 2021 ERSAR was
deprived of this role (Cunha, interview, 2021; Teles, 2015). The measure was proposed
by the Portuguese Communist Party (PCP) and supported by the Socialist Party.

There is a broad feeling in the sector that water privatization has failed. The problems
370have revolved around water affordability, investments and how financial risk has been

distributed between municipalities and concessionaries. The Portuguese Court of Audit
has shown that contracts between municipalities and private concessionaries have been
based on forecasts about population growth and water usage that failed to materialize.
These forecasts were provided by the private concessionaries. In turn, excessive invest-

375ments were carried out. The Court of Audits notes a ‘systematic lack of rigor and
prudence regarding the technical and economic assumptions underpinning the financial
modelling of the projects in question, which ends up benefiting the concessionaires’.
Furthermore, the contracts have imposed various types of risk on municipalities and not
on the private actors. For example, 74% of the contracts expressly cover the possibility of

380reimbursement if there is a reduction in the volume of water sold or in the number of
customers. Water consumption and billing have tended to be 10–30% below the fore-
casts. Some contracts have even covered the risk of changes to the bank spread and
operational risk, which may result from increased maintenance costs (Tribunal de
Contas, 2014). Thus, the concessions were associated with a socialization of risk where

385the cost of the private sector’s incorrect forecasts were passed on to municipalities and
users. The principle of full-cost recovery effectively did not apply to private concessio-
naires. Some of these problems were highlighted by UN Special Rapporteur on Water
and Sanitation: ‘water and sanitation contracts handed significant benefits to private
entities to the detriment of municipalities and consumers’ (United Nations General

390Assembly, 2019). The UN special reporter acknowledged Portugal’s outstanding progress
in recent decades but expressed concerns about the human right to water among the
vulnerable and marginalized, notably people in informal settlements – particularly the
Roma community and people of African descendent – and the ‘new poor’ who have been
pushed into poverty by austerity (UNHCR, 2016).

395Despite their contrasting positions on ownership, profits, tariffs and cost recovery,
the informants for this research acknowledged that privatization has not succeeded.
While left-wing actors in defence of municipalities say that water privatization has
been a profoundly negative for users and municipalities (Vitorino, interview, 2021),
the regulator does not share the ‘stigma’ against private capital and maintains that the

400problems were caused by information asymmetries and unrealistic assumptions,
among other issues (Cunha, interview, 2021).
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Privatization has faced resistance. With the support of almost 45,000 signatories and
the largest trade union confederation in the country, the campaign Água é de Todos
(Water Belongs to Everyone) proposed a Citizens Legislation Initiative to prevent

405water privatization in 2013 (Água é de Todos, 2016b; Penha Gonçalves, 2019). The
national parliament voted it down twice (Fael, interview, 2021). However, the last new
private concession was signed in 2019, and since then, Portugal has
remunicipalized water in several places. Remunicipalization has been provoked by
concessionaries’ decision to drastically raise tariffs or to underinvest, or external

410assessments have led local governments to conclude that remunicipalization will
make water cheaper (European Public Service Union, 2020; Municipio de Setúbal,
2021; Water News Europe, 2017). Some informants observed a reduction in the
political appetite for privatization compared with a few years ago (Lemos, interview,
2021). Additionally, the Covid-19 pandemic appears to have generated greater aware-

415ness of public water operators’ crucial role in securing public health. Water operators
kept distributing water when clients lost income or jobs and when businesses tem-
porarily shut down, and a moratorium prevented them from turning off the tap when
customers could not pay the water bill.

Relationship between public banks and municipal water companies

420Public banks – particularly multilateral public banks – have played a central role in
financing Portugal’s water and sanitation system. After the 1974 Revolution, the EIB
channelled funds into the sector, and continues to do so. Despite this, Portuguese water
operators are indifferent to bank ownership. They see CGD as indistinguishable from
private banks. This reflects the current neoliberal and competitive institutional landscape

425in which public banking operates, where CGD is a profit-making bank and where
municipalities are required to do public tenders for bank loans. Furthermore, access to
public banking finance plays out unevenly across Portugal’s heterogenous water land-
scape, and there is evidence of a financing crisis at the municipal level. This financing
crisis is connected to fiscal consolidation and austerity at the municipal level, which

430translate into borrowing constraints being imposed on municipal water operators, along
with pressures to fully recover costs through tariffs. Together, these policies serve as
obstacles to taking up any bank loan. Major investments are needed in the future, and
faced with these needs municipal actors are open to collaborating with public banks.
However, this requires a break with the current austerity paradigm which is associated

435with pressures to recover costs through tariffs.

The EIB: an abundance of finance in the bulk system

European integration has had a contradictory impact on water and sanitation in
Portugal. On the one hand, the EU has passed environmental legislation for water
source protection, water quality and access. The latter required enormous infrastruc-

440ture investments. The EU has also provided subsidies and direct transfers to the
Portuguese water sector, which financed 28% of the AdP’s investment between 1993
and 2012. On the other hand, the Maastricht criteria set limits for public deficits and
debt which precluded public investment. They lent themselves to a preference for
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private sector investments through municipal concessions. The EU was also the source
445of neoliberal principles focused on cost recovery, incentives and pricing (Martínez-

Fernández et al., 2020; Teles, 2015).
The first EIB financed water and sanitation operations were signed off in 1977 (EIB,

2021a). Portugal’s entry into the EEC in 1986 made additional financing sources avail-
able, notably Community Funds and Structural Funds, which benefitted water and

450sanitation. After joining the EEC, Portugal benefitted from the EIB’s long-term loans
and low interest rates (Pato, 2011; Teles, 2015). The first project after EEC membership
was signed off in 1987. Thereafter, EIB financed projects for water and sanitation were
signed regularly – almost every year between 1992 and 2012 (EIB, 2021a). In total, the
EIB has financed more than 45 projects in water and sanitation in Portugal for

455approximately €3.2 billion, accounting for 6% of the EIB’s operations in the country
(EIB, 2021a, 2021b).

Today, EIB finance particularly benefits the AdP group and its multi-municipal bulk
system. Being the largest player in the sector, AdP has acquired ‘financial know-how’ and
access to diverse sources of funding, including EU subsidies, EIB loans, other bank loans

460and bond issuance. The EIB has become an increasingly important source of funding. In
the first decade of the 2000s, the AdP group’s investments expanded, leading to growing
company indebtedness (€3 billion in 2013), and by 2013, AdP owed 60% of its debt to the
EIB (Teles, 2015).

AdP’s bargaining power and relationship to the EIB serves the multi-municipal
465subsidiaries which do not have their own credit rating and do not raise finance on

open financial markets. AdP collects information about their investment plans, negoti-
ates the loan packages and allocates the funds. The EIB loans are negotiated on a regular
basis, and most of AdP’s multi-municipal companies benefit from them. For example,
Águas de Douro e Paiva and SIMDOURO have both received EIB financing. For the

470multi-municipal companies, this procedure allows easy access to finance without bur-
densome reporting requirements. Águas de Douro e Paiva and SIMDOURO report
directly to the AdP group, which has access to internal company information. The EIB
loans did not require additional reporting requirements (Lagoa, interview, 2021).

Uneven access to finance: austerity and cost recovery

475The abundance of EIB finance is not experienced evenly across Portugal’s heterogeneous
water system. While the multi-municipal subsidiaries in the bulk system have benefited
handsomely from EIB financing though AdP’s position as a large state-owned enterprise,
this cannot be said about the smaller municipal water operators interviewed for this
research, none of which are in receipt of EIB or EU community funds. The informants

480from Águas de Gaia expressed a need for EU community funds (Bastos Cardoso, inter-
view, 2021) and Palmela Municipality called for a more inclusive distribution:

Palmela commits a large part of its budget to maintaining the systems and, therefore,
especially in municipalities as vast as this one and with low population density, argues
that, at the European level, Community funds should be more inclusive. The application

485criteria should create equal opportunities for all municipalities and not the other way
around (which the Government has not, in our view, defended). [. . .] As it stands, the
rules mean that, in most cases, only highly populated municipalities, or multi-municipal
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systems in the wholesale sector, which do not exist in our region, have access to the funds.
[This] leaves out those who really need European funding. (F. Pésinho, email correspon-

490dence with Maria Luis Silva Nunes, 10 December 2021)

This does not mean that no EIB funds reach Portuguese municipalities. Following
municipalities’ accumulation of debt to companies in the AdP group, the latter struck
a deal with the EIB in 2020. With the EIB funds, AdP reduced the debt of 18 munici-
palities by approximately 11% (AdP, 2020b). Notwithstanding this, the deal may be

495illustrative of the asymmetries in the Portuguese water system, where municipalities
have accumulated debt due to the price differences in retail and wholesale, with adverse
effect on municipalities (Fael, interview, 2021).

Of the three municipal water operators interviewed, two reported that they face severe
financing constraints. Beyond the uneven access to EIB and EU community funds, these

500obstacles are owed to two intertwined sets of logic: austerity at the municipal level and the
pressures to recover costs through tariffs.

A striking finding was the extent to which municipal water operators rely on tariffs
paid by households and businesses to finance their operating and capital expenditure
(Table 1). Águas e Energia do Porto reported that tariffs finance 100% of operating

505expenditure and 90–100% of capital expenditure (with the remainder financed by non-
repayable grants). The company took up its first bank loan during the Covid-19
pandemic, which had created a liquidity crisis due to a revenue loss of £3 million.
Águas e Energia do Porto also develops energy related projects (including electric
charging points in the city, energy efficiency in the municipal buildings and energy

510related services in impoverished neighbourhoods). For these activities, the company is
100% financed by the municipality. The ‘municipality gives [them] everything [they]
spend [on energy] – not a cent more or less’ (Anon. interview 1, 2021). This suggests
that there are no cross-subsidies between energy, water and sanitation, which is
consistent with the principle of full-cost recovery. Águas de Gaia reported that tariffs

515finance 87.6% of the company’s operating expenditure and that public transfers from
the city hall finance the remaining 12.4%. The company’s capital expenditure is 100%
financed by tariffs.

Palmela Municipality, which provides water directly, gave somewhat different
responses. Tariffs, public transfers from the central government, and local taxes are

520all sources of operating expenditure. The percentage share of each source was
unknown. This could be due to some operating expenditures financing several activ-
ities, making it difficult to compartmentalize the cost of each municipal service. Capital
expenditure is financed by tariffs, public transfers from the central government, local
taxes and bank loans. The percentage share of each source of capital expenditure was

525also unknown, but the informants pointed out that in activities related to water, the
municipality maintains an ‘equilibrium’ between costs and revenue. This does not
apply to sanitation. According to the informants, this is due to the high prices charged
by the AdP company SIMARSUL, from which the municipality buys bulk sanitation
services (Faim, interview, 2021).

530Illustrating the asymmetrical relationship between municipalities and AdP, it can be
noted that Palmela municipality holds 12.30% of SIMARSUL’s shares and is one of eight
municipalities which together hold a 49% stake (SIMARSUL, 2021). Despite this, the
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municipality does not receive dividends from SIMARSUL. The profits are invested in
SIMARSUL (Faim, interview, 2021), hence, the minority stake does not assist the

535municipality’s capital expenditure and investments in sanitation.
Palmela Municipality’s elected councillor Fernanda Pésinho, from the coalition

between the PCP and the Greens, expresses explicit opposition to the full-cost recovery
model and a preference for cross-subsidies at the municipal level:

For decades, the Municipality of Palmela has invested in sanitation and water supply
540infrastructure. [This has been] at the expense of the municipality’s own budget, which to

some extent includes revenue from tariffs charged of users. [There is] a strong component of
subsidization, [and this] follows the logic of social policies, since the municipality does not
allow the [water] system’s real costs to be reflected in the tariffs.

Pésinho goes on to explain why the full-cost recovery principle is unsustainable from the
545perspective of basic needs and users’ affordability, in its specific demographic and

geographical context:

We have a municipality with about 465 km2, with 411.41 km of sanitation network
(domestic and rainwater) and 670.6 km of distribution network, to serve only about
29,000 users. This means that if the municipality were to pass the real costs of the systems

550on to the users, as the regulator – ERSAR – seeks to impose, the principle of universality and
accessibility to these services, which are essential to life, would be compromised.

The municipal water operators interviewed for this research are under pressure to not
incur debt. This is related to austerity at the municipal level, which is complementary
with full-cost recovery insofar as water operators are under pressure not to incur any

555form of financial loss. During the Eurozone crisis, austerity hit municipalities hard, with
reductions in central government transfers, restrictions on municipal debt levels and
limitations on the creation of new municipal enterprises (Silva & Teles, 2019). Thus,
austerity potentially precludes the possibility of developing long-term developmental
relationships with public banks. Informants from Águas e Energia do Porto said that

560‘Until one year ago we did not need [loans] and there was a political message from all of
our shareholders [i.e., the municipality] not to incur debt.’ The informants said that
‘there is a very strong political message’ with regards to tariffs being directed to ‘maintain
continued efficiency’ (Anon. interview 1, 2021). Águas de Gaia has borrowed from
various banks – both private and public – and did not report having received similar

565instructions. However, if the company makes a loss for three consecutive years, it will
automatically close down (Lemos, interview, 2021). Palmela Municipality is subject to
debt ceilings imposed by law, and this is at the expense of investments that are needed.

Public banks are ‘just like other banks’

Despite the centrality of multilateral public banking in the development of Portugal’s
570water and sanitation infrastructure, municipal and multi-municipal water operators are

indifferent as to whether they borrow from private banks or the national public bank,
CGD. Almost all the water operators interviewed had borrowed from public banks
(Table 1). The two multi-municipal water operators Águas do Douro e Paiva and
SIMDOURO had both borrowed from the EIB. Águas do Douro e Paiva’s predecessor

575company had borrowed from CGD. Palmela Municipality obtained a loan from CGD in
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2010 which targeted water. Águas de Gaia had borrowed from CGD and were satisfied
with the access to finance, the amount provided, the repayment period, support and
technical services and the reporting requirements. They had also borrowed from private
banks, and their level of satisfaction was very similar. Águas e Energia de Porto was the

580only operator that had never borrowed from a public bank. Neither the informants from
Águas e Energia de Porto or Palmela Municipality had the experience necessary to
compare private and public banks.

The dominant sentiment among water operators in Portugal is that CGD is just like
other commercial banks. When asked what they saw as ‘the major difference between

585public and private banks when it comes to financing water and sanitation’, the infor-
mants from Palmela Municipality said, ‘it does not exist’. Informants from Águas
e Energia do Porto said there was ‘no major difference between public and private
banks’, and the informant from Águas do Douro e Paiva and SIMDOURO maintained
that ‘right now, CGD and the other banks are more or less the same’.

590While some water operators viewed the similarity between public and private banks
favourably, others lamented it. Palmela Municipality is dissatisfied with its level of
funding for operating and capital expenditure and lacks credit lines. They found it
unfortunate that Portugal’s public bank acts like a private bank and underlined the
need for credit lines for water and sanitation. Águas da Gaia, on the other hand, appears

595to face no shortage of financing options and views the convergence between public and
private banks favourably:

When private banks entered Portugal [. . .] they brought a new flexibility at all levels – in
customer relations, even the buildings were nicer. [. . .] The public banks, which were
situated within a competitive logic, had to follow suit. It took long, but they got there.

600[. . .] If we didn’t know that [CGD] was public, perhaps we wouldn’t notice the difference.
(Lemos, interview, 2021)

The water operators’ perception that public banks are just like other commercial banks
reflects the competitive logic in which CGD operates. In the Portuguese case, EU rules
condition the scope for developing a relationship between public water operators and

605public banks. EU regulation on public procurement requires that public sector acquisi-
tions and purchases above a certain amount are made through a tendering process (Silva
Pinto, 2015). In Portugal, credit is no exception. The EU Directive 2004/18 enshrines
core EU principles such as ‘competition’, ‘non-discrimination’ and ‘transparency’. The
Portuguese Public Contracts Code (Decree-Law no. 18/2008) regulates public procure-

610ment (Mateus et al., 2010). Additionally, municipalities’ debt and borrowing are regu-
lated by Law no. 73/2013 – a legacy from the Troika period – which states that borrowing
requires the municipal assembly’s authorization and evidence of consultation with at
least three credit institutions and information about their lending conditions. They also
need to demonstrate the municipality’s debt capacity (Diário da República, 2013).

615Reflecting this, the competitive process secured through public procurement was fre-
quently mentioned in the interviews, and some informants expressly identified it as
a driver of the convergence between private and public banks.
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A change in paradigm?

Significant investments are needed in Portugal’s water and sanitation infrastructure,
620particularly in retail systems and in network renovation (PENSAAR, 2015). The muni-

cipal water operators interviewed all have planned investments or are in need of invest-
ments. Palmela Municipality, which provides wholesale and retail water services, see the
debt ceiling imposed on the municipality as an obstacle to necessary long-term invest-
ments. The systems are 50–60 years old and need renovation (Silva Nunes, interview,

6252021). On the peninsula of Setúbal the organization Associação Intermunicipal de Água
da Região de Setúbal is planning an intermunicipal water provision system which covers
Palmela and other municipalities (Vitorino, interview, 2021). In the area served by Águas
de Gaia, networks need substitution, requiring investments in the order of €10 million.
The informants expressed a need for EU community funds, which currently only support

630network expansion and not substitution. With almost 100% coverage in the area, existing
funds are of little help (Bastos Cardoso, interview, 2021). Nearby, Águas e Energia do
Porto is planning a major project which will involve the refurbishment and renewal of
water treatment plants in Porto city. This will require investments of around €40–
50 million, but tariffs cannot finance this (Anon. interview 1, 2021).

635With these ongoing and planned investments, municipal water operators are open to
working with public banks. The perception that public banks are undisguisable from
private banks is not an obstacle against building new public–public relationships.
Palmela Municipality is dissatisfied with their funding for capital expenditure and
welcomes credit lines from public banks. So does Águas de Gaia, as long as the banks’

640bids are competitive. Águas e Energia do Porto is open to working with public banks to
finance their upcoming project. Given the focus on the circular economy, they consid-
ered it likely that the project will attract non-refundable grants. Whilst planning a public
tender, the informants said that the company will ‘look at every solution’ as far as finance
is concerned, be ‘proactive’ and ‘knock at every possible door’. This is likely to include

645CGD, BPF and the EIB.
In Portugal, ongoing changes in public banking point in the direction of a greater

overlap in municipal water operators’ and public banks’mandates. The new BPF’s legally
established role includes directly financing and facilitating (alone or in collaboration with
the EIB) ‘sustainable infrastructure’, ‘carbon neutrality’, the ‘circular economy’ ‘environ-

650mental and energy infrastructure in the area of hydric resources and waste management’.
The BPF will support ‘social investments’, particularly in health. Furthermore, the BPF
will ‘finance long-term investment projects to be developed by the public sector at
central, regional and municipal level’ (Diário da República, 2020). Public water operators
have crucial responsibilities for public health and the environment. For example, Águas

655e Energia do Porto has legally established responsibilities for rainwater, drainage and
rivers (Águas e Energia do Porto, 2020). Águas de Gaia’s mandate includes ‘the cleaning
and clearing, rehabilitation [. . .] of rivers and streams’ and the ‘management and main-
tenance’ of beaches and bathing zones in Vila Nova de Gaia (Águas de Gaia, n.d.). Thus,
there can be no doubt that the public purpose mandates of municipal water operators and

660BPF coincide.
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The BPF’s legally established focus on financing projects at the municipal level could
be part of a solution to municipal actors’ need for finance. For the moment, BPF is at the
beginning of figuring what it means to be a ‘green bank’. It works alongside private
financial institutions to correct market failures. So far, BPF does not lend directly, and it

665does not lend to public institutions (Mouta, interview, 2022). As this new institution
takes shape, inspiration may be sought from relationships between public banks and
public bodies elsewhere. Ideally, it should involve long-term, low cost and easily acces-
sible credit, as witnessed in the cases of the Nordic countries and the Netherlands,
outlined in Juuti et al. (2022) and Schwartz and Marois (2022) in this special issue.

670Pooling of risk may help achieve this. For example, in the Nordic countries investments
are to a large extent financed by public bank finance. Water and sanitation operators
assess their financing needs and submit requests to municipalities, which subsequently
bundle the loan requests together with all other municipal financing needs. The loans
tend to come from specialized municipal banks, which raise finance on international

675capital markets. This model has the advantage of maximizing scale, minimizing risk, and
obtaining beneficial financing terms that can be passed on to municipalities, including
those with small and rural populations which may otherwise struggle to obtain affordable
credit (Juuti et al., 2022).

Water and sanitation credit also lends itself well to ‘green finance’. As such, lending to
680municipal water and sanitation operators in Portugal could help the BPF to become

a ‘green bank’. Other public banks – notably the German KfW and the Council of
Europe’s Development Bank – mobilize their public purpose mandate in their engage-
ment with capital markets, and this in turn helps them expand their lending capacity
(Stadheim et al., 2022).

685Conclusions

This article has sought to investigate the relationship between public banks and
municipal water and sanitation operators in Portugal. Some of the questions that
guided the research included: Do municipal water and sanitation operators borrow
from public banks? Do water operators struggle to access private banks’ credit lines? Do

690public banks have promotional credit lines for the water and sanitation sector? What is
the water operators’ experience with public banks and how do they consider the
prospects of working together in the future? These questions concern how water and
sanitation infrastructure is and should be financed. They were motivated by the
recognition that internationally there is a huge gap in water and sanitation infrastruc-

695ture spending and that this is unlikely to be fully covered by central government
spending (McDonald et al., 2021).

The evidence shows that the development of Portugal’s water and sanitation
sectors benefitted substantially from multilateral public banking after the 1974
Revolution and continues to do so. The EIB has played a crucial role. However,

700access to financing is uneven across Portugal’s heterogeneous water and sanitation
system. While the state actors within the wholesale sector (AdP’s multi-municipal
companies) have generous access to EIB funds, the same cannot be said about the
municipal water operators interviewed for this research. They all lacked access to EIB
funds. Furthermore, this research shows that when asked to compare public and
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705private banks, Portuguese water operators see them as largely indistinguishable.
Their view of the national public bank CGD is that it is ‘like any commercial
bank’. While most of the water operators had borrowed from a public bank at
some point, several municipal operators are currently prevented from doing so.
The pressures to recover costs through tariffs, together with austerity at the muni-

710cipal level, discourage them from borrowing from any bank – whether public or
private. These policies serve as an obstacle to building long-term public–public
relationship between these two sets of public institutions. Finally, this research
found that the Portuguese water and sanitation sector is in need of long-term
investments. With planned investments, municipal operators welcome the prospects

715of working with public banks. The new BPF has legally established responsibilities
for public health and the environment, and these coincide with the water and
sanitation sector’s responsibilities. Hence, there are clear overlaps between their
respective ‘public purpose mandates’. Given municipalities’ responsibility for water
provision, these overlapping mandates should be explored.

720Several themes still require more research. First, a more systematic overview of the
extent to which austerity and debt ceilings preclude investments in water and sanitation
infrastructure is needed. Second, further investigation is needed into the unevenness in
access to EIB funds. This would necessitate a more systematic overview of municipalities
that provide water directly (i.e., the most common form of provision in Portugal) and the

725extent to which they are excluded from EIB funds. Third, some informants suggested that
the EIB funds are used to pressure municipalities into aggregation. This points to a nexus
between processes of regional integration and reorganization of scale within water and
sanitation provision, which was not possible to investigate. Fourth, a fuller analysis of the
relationship between municipal water operators and public banks requires more research

730into the banking side. This can provide insights into the strategies, mandates and
organizational cultures of the relevant public banks, something which necessitates inter-
views with staff and board members from CGD, BPF and the EIB (on this point, see
Clifton et al., 2022).
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ABSTRACT
We discuss the water remunicipalization process in the city of

15Valladolid (Spain), focusing specifically on its public financing
model. Valladolid water remunicipalization has been a politically
driven process, but implemented and managed in a technical
way, through a public 100% municipality-owned company. As
we show, it does not require the additional participation of

20financial intermediaries, public or private. The Valladolid remuni-
cipalization process has been largely successful, with efficient
financial and technical management, including some equity and
environmental considerations, although it is not free from finan-
cial challenges that could cause it to totter in the future.
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25Introduction

After decades of academic discussions on the benefits and negative dimensions of
water privatization across the globe (e.g., Bakker, 2005, 2007; Budds & McGranahan,
2003; Swyngedouw, 2005), there is broad consensus around the idea that public
water utilities can be just as efficient as their private counterparts, and in some cases

30more so (Bel et al., 2010). The lack of satisfaction by local governments with private
water providers have pushed many municipal authorities to seek alternative modes
of provision (Bel et al., 2018), either returning to public services (remunicipaliza-
tion) or creating new public services (municipalization).1 However, while (re)muni-
cipalization has gained momentum and has been portrayed by some political

35movements, activists and academics as a transformative change that could embrace
radical visions of society around autonomism and anticapitalism, empirical research
has also shown that many (re)municipalization processes can be labelled social-
democratic (McDonald, 2018) or even part of a ‘pragmatic market management
process’ (Clifton et al., 2021, p. 293). As such, much of the recent literature on water
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40remunicipalization focuses on whether the processes have been fundamentally dri-
ven by ideological and political reasons, or technical or economic causes (Hanna &
McDonald, 2021).

Regardless of their motivations, remunicipalization processes need to be accom-
panied by solid transition plans, of which public financing and public banks can

45play an important role. In this sense, the classic discussion about the role, functions
and effectiveness of public banking – which Marois (2022) labels as orthodox/
political versus heterodox/developmental views – has been revived in recent years.
In the view of many public bank advocates, public banking could play an important
role by complementing the financing that private banks cannot or do not want to

50cover, especially in areas related to infrastructure, as well as helping to achieve
certain socio-economic objectives by playing a countercyclical role, helping to
stabilize the economy and reducing the intensity of crises.

This resurgence of interest in public banking has inevitably crossed paths with debates
about how to finance public water due to the volume of investment required to provide

55universal and equitable access to safe and affordable drinking water and adequate and
equitable sanitation and hygiene to all the world’s inhabitants (at least US$150 billion
per year) (World Bank, 2017). It is in this context that, theoretically, public banks could
play a key role in financing infrastructure related to the water cycle (McDonald et al.,
2021). But there can be no predetermined role for public banks. As Marois (2021, 2022)

60rightly points out in his anti-essentialist proposal for a ‘dynamic’ consideration of public
banking, what is really relevant is not the nominal ownership of a particular banking
institution, but the actual behaviour of that bank; that is, how the public bank carries out
its financial activity beyond its mere ownership form within the ‘structural confines of
gendered, racialized, and class-divided capitalist society’ (Marois, 2022, p. 357). In other

65words, the potential for public banks to play a progressive role in public water services
required close contextual examination.

This debate about public water and public banks is still in its infancy, with relatively
little case study analysis to date. This is particularly true when it comes to the remuni-
cipalization process (although other aspects of remunicipalization have attracted growing

70attention by policymakers, activists and academics, especially in Spain which has wit-
nessed growing interest in the topic) (Kishimoto et al., 2020; McDonald, 2018; Turri,
2022; United Nations, 2020). While some large Spanish cities are supplied by public water
companies – including Madrid and Sevilla – the private sector has had a historically
important role in urban water supply. This is true of Barcelona, Alicante and València,

75for example, with long-term water concessions or mixed-capital companies serving the
bulk of their residents (March et al., 2019). Long seen as a depoliticized technical issue,
with most citizens in Spain unaware of whether they were supplied by a public or private
operator, the issue has been politicized of late (Villoria et al., 2020; for recent surveys on
citizens preferences for public water management, see also AMAP, 2019; Barcelona City

80Council, 2019).
These new struggles have positioned Spain at the centre of the so-called ‘remunicipa-

lization wave’ (Kishimoto et al., 2020; Turri, 2022). While in the first international review
of water remunicipalizations Spain was not mentioned (Pigeon et al., 2012), three years
later the survey highlighted Spain as having the second highest number of remunicipa-

85lizations in Europe, after France (Kishimoto et al., 2015). This trend can be explained in
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part by the fact that in these two countries private delivery enjoys a high rate of
participation under concession contracts (Bel, 2020) – the so-called ‘French model’ of
water provision – while in countries such as Germany only 12% of water is delivered by
private companies, and in Italy it is 11% (McDonald et al., 2021), creating a much larger

90pool of potential remunicipalizations in Spain and France.
Moreover, the effects of the global financial crisis in Spain positioned remunicipaliza-

tion as a way to rethink public services in a context of austerity policies and multiple
corruption scandals (Jakob & Sanchez, 2015; Kishimoto & Petitjean, 2017; Villoria et al.,
2020), while new anti-austerity municipalism created a favourable environment for

95remunicipalization (Planas, 2017). By the end of 2019, the global list of water (re)
municipalizations rose to 311 cases, with 38 of them in Spain. These surveys, led by the
Transnational Institute (TNI) (in collaboration with grassroots and civil society organi-
zations, trade unions, scholars, and public officials) have shown the leading role of Spain
regarding water remunicipalization and offered some paradigmatic cases (Kishimoto &

100Petitjean, 2017; Kishimoto et al., 2020).
Arguably, three Spanish cities have concentrated most of the recent attention, namely

Barcelona, Terrassa and Valladolid (with the latter being the focus of this article).
Barcelona is an example of how remunicipalization faces important economic, legal
and political barriers (March et al., 2019), with the city government putting its plans

105for remunicipalization on hold (as of December 2021) while focusing on streamlining the
governance of water and adding more public control towards the operation of the
public–private mixed-capital metropolitan company (Aigües de Barcelona, with most
capital in private hands).2 The nearby city of Terrassa, on the other hand, is seen as
a successful case of water remunicipalization, as is Valladolid in the north-west part of

110the country.
In this paper, we analyse water remunicipalization in Valladolid, focusing on the

financial aspects of the process. We look specifically at the relationship between the new
municipal public company (AquaVall) and its connections with the national-level
Spanish public bank Instituto de Crédito Oficial (ICO). Our research reveals a very

115weak public banking/public water relationship, for two primary reasons. First, as
a consequence of the evolution of public banks in Spain, they have virtually no participa-
tion in the financing of the urban water cycle. Second, the public financing model on
which the water remunicipalization process in Valladolid is based has made it unneces-
sary to seek, at the present time, additional sources of funding. There are strengths and

120weaknesses in this financing model which we explore.
Research for this paper is based on a combination of document analysis (e.g., a review

of public banks financial accounts and budgets of water operators) and eight semi-
structured interviews with senior staff of Spanish and regional public banks (the ICO
and the Institut Valencià de Finances – IVF), as well as with politicians and managers

125involved in the Valladolid remunicipalization process (see Appendix A in the supple-
mental data online).

The remainder of this article is organized as follows. In the next section we explain the
process of water remunicipalization in Valladolid. We then turn to study the public
financing issues related to remunicipalization, analysing both the reasons for the almost

130non-existent relationship in Spain between public banking and public water and the
specific public financing model for remunicipalized metropolitan water in Valladolid,
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while comparing this with other successful remunicipalization processes in Spain, nota-
bly that of Terrassa. Finally, we discuss the challenges that the remunicipalized water
company in Valladolid faces and its possible future developments, and conclude with

135some final remarks regarding the potential of public banks to play an active role in the
public water sector in Spain.

Water remunicipalization in Valladolid (AquaVall)

Valladolid, the most populous city of Castilla y León with almost 300,000 inhabitants, is
located in the centre of the Duero Basin approximately 200 km from Madrid. Following

140the local elections of 2015, which saw the emergence of new left-wing local coalitions in
many Spanish cities (Piñeira et al., 2019), the town council of Valladolid underwent
a radical shift after 20 years of conservative local governments. Three social-democratic
and left-wing parties agreed to form a new government, led by the Socialist Party (PSOE)
(with eight city councillors) in coalition with the left-wing political platform Valladolid

145Toma la Palabra (VTLP) (four councillors), while Sí Se Puede Valladolid (three council-
lors) supported the change without assuming government responsibilities. The latter did
not win seats in the 2019 local elections, and therefore the coalition was reduced to the
Socialist Party (11 councillors) and VTLP (three councillors). Importantly, in the context
of the upcoming termination of the 20-year water concession to a private supplier in

150July 2017, the pledge to recuperate public water provision in Valladolid was stated in the
electoral programmes of both parties.3

After the change in Valladolid’s government in 2015, the town council prepared
a technical report and established a mixed political–technical commission to explore
four different scenarios for water services: (1) direct service provision by the city council;

155(2) the creation of a new public company (‘entidad pública empresarial’); (3) the creation
of a mixed-capital utility together with the former private supplier; and (4) renewal of the
private concession by opening a new public tender (Valladolid City Council, 2016).

The report assessed the four options based on economic/financial criteria con-
cluding that:

160direct management options, both by the city council itself or through a public company,
have greater economic profitability since they achieve the execution of all necessary
investments for the integral water cycle with the lowest tariff increase and with a cash
surplus from the seventh year. (Valladolid City Council, 2016, p. 68; all translations by
the authors)

165Besides financial sustainability criteria, the report also argued that direct and public
service provision was more adaptive and flexible because it ‘is not conditioned by the
commitments made to the partner or concessionaire’, while in concessions or the mixed-
company model, ‘the administration cannot vary the conditions, no matter how much
the social or economic circumstances of the public service change, without negotiating

170the corresponding contractual modifications’ (Valladolid City Council, 2016, p. 68).
Among the two models that were 100% public (direct provision or creation of a public

company), the report noted that the traditional under-investment by the previous town
council conservative governments did not guarantee the rate and volume of investments
required to sustain the water system, in part due to the limitation of public spending
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175imposed by the Spanish Budgetary Stability Law for municipalities (Valladolid City
Council, 2016, p. 69). Therefore, the chosen option was the creation of a public (100%
municipality owned) water company, assuming urban water provision and sewerage
treatment, and a new external chief executive officer (CEO) from the private sector was
hired (interview 2).

180The remunicipalization process was initially ridden with judicial warfare, with over 10
legal proceedings against it – all of them satisfactorily overcome (ÚltimoCero, 2019) –
including a Spanish law (later declared unconstitutional) that aimed to make difficult the
subrogation of workers from the private to the public company. In the words of one
councillor: ‘a remunicipalization process is an obstacle race’ (interview 1). Hence, in

185July 2017, after the termination of the private water concession, the newly created public
water company AquaVall took over the water supply of the city, as well as supplying
another five municipalities in its metropolitan area through non-profit bilateral agree-
ments. All in all, political representatives of Valladolid and managers of AquaVall argue
that this has been a successful remunicipalization, reflected in part by the fact that they

190have been able to keep water at an affordable price (interviews 1 and 2).
As at the end of 2021, AquaVall manages the entire water cycle in Valladolid, from

the extraction of raw water to its distribution, as well as wastewater treatment. The
wastewater treatment plant, built in 1999, is relatively new; however, the two plants –
built in 1886 and 1955 – where extracted water from the Pisuerga and Duero rivers is

195treated, are much older (AquaVall, 2021c). The water distribution network is also
dated, with an average age of 26.3 years (20% of the water network is more than
55 years old), while a third of the sewerage network is over 60 years old (AquaVall,
2021b). Given its ageing, all this infrastructure may require major new investments in
the coming years and decades.

200Public financing of public water: the Valladolid case in the Spanish context

A discussion of public banking in the remunicipalization of water in Valladolid first
entails laying out some key details of how public banks operate in Spain, and why they
have not been deeply engaged with water projects (not to mention water remunicipaliza-
tions, where they have been completely absent). We then turn to explore how, despite this

205lack of public water/public banks connection, AquaVall managed to set up a public
financial model that has facilitated its operation.

Challenges for public bank financing of public water in Spain

The origins of public banking in Spain go back to the creation of a series of sector banks
in the late 19th and early 20th centuries, which focused their activity on the financing of

210specific industries or activities, or financing of local entities. In 1962, public banking was
regulated through the nationalization of banks and sector institutions, and the creation of
the Instituto de Crédito a Medio y Largo Plazo (ICMLP – Medium- and Long-Term
Credit Institute), which was the predecessor of the ICO (Martín-Aceña et al., 2016) and
had the task of coordinating and inspecting the Entidades Oficiales de Crédito (EOCs –

215official credit institutions). This coordination function did not work well because of the
EOCs’ different legal and management systems, and led to a new reorganization of public
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credit in 1971, when the ICO was created with legal attributes (which the ICMLP did not
have) to be the institution responsible for coordinating and providing the necessary
funds for the EOCs to comply with their sectoral financing obligations.

220During the second half of the 1980s, the EOCs underwent important legal and
operative transformations. First, they were redefined as ‘credit institutions’ and subjected
to the information coefficients and obligations to which other credit entities had been
subject hitherto. Second, in 1988 the ICO was configured as a state-owned financial
institution that assumed the ownership and tenure of shares representing the capital

225stock of the EOCs.4

This public bank holding headed by the ICO lasted only three years due to a 1991
reform which privatized it, with the exception of the ICO itself which remained
independent and became the only public financial institution in Spain. The ICO was
recognized as a financial agency of the state, and it was established that its objectives

230included:

the maintenance and promotion of economic activities that contribute to growth and to the
improvement of the distribution of national wealth, and, particularly, of those activities that,
because of their social, cultural, innovative or ecological significance, deserve to be pro-
moted. (RD-L 12/1995)

235Currently, the ICO continues to operate in its double mandate of state financial agency
and credit institution (ICO, 2021a). As a state financial agency, it carries out the financial
operations mandated by the central government. These operations are funded by the
state, and the ICO behaves as a manager or mediator, passing on the costs to the state and
receiving a management fee or compensation subtracted from the interest rate differ-

240entials (ICO, 2021b, p. 13). As a credit institution, its task is to finance productive
medium- and long-term investment projects carried out by private firms and social–
economy institutions in those financial spheres that are considered necessary for the
development of certain sectors or regions not entering into competition (added emphasis)
with private commercial banks.

245The ICO is therefore a financial instrument of Spanish economic policy that can be
developed in collaboration with ministries and regional and local governments. In
addition, the ICO channels and manages EU resources in collaboration with the
European Commission, the European Investment Bank (EIB) and the European
Investment Fund (EIF). In all these areas of action there would be the possibility of

250financing investment projects that involve the water cycle because it is a Spanish
institutional commitment in relation to the United Nations’ (UN) Sustainable
Development Goals (SDGs). As the next section will show, funding for the water sector
is a very small part of the ICO’s lending activity, as was confirmed in our interviews
(interviews 3–7).

255ICO’s credit activity

From the beginning of its solo venture, the ICO’s trajectory has been limited by its size.
At the end of 2021, its staff consisted of only 350 people, and it had a single office in
Madrid. In spite of this, its collaboration with private banks in mediation lines has
allowed for a much larger scope of investment in small- and medium-sized firms.
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260The ICO’s market share,measured by its deal flow comparedwith that of the private credit
system, has been estimated at only around 2% in the last few decades (ICO, 2021b, p. 50).
Notable, however, is that the ICO’s credit activity increased during thefinancial crisis of 2008–
09, offering a clear example of the counter-cycle capacity of public banking in Spain.

In relation to the funding of public water and public sanitation operators,
265information provided by the ICO is not disaggregated by the borrower’s public

ownership or lack thereof. Nor was it possible to obtain information at this level of
disaggregation in the interviews with bank staff members (interviews 3 and 6). In
effect, the only information available on water-related funding is the aggregate of
the categories 3600 (‘Water collection, purification and distribution’) and 3700

270(‘Wastewater collection and treatment’).
Figures 1 and 2 show the direct funding and mediation activity of these water-related

categories of the CNAE, which are included under the heading ‘water sector’ in the ICO
statistics. Even though direct funding operations have been carried out since 1992, they
are scarce and inconsistent across time. Only between 2005 and 2012 was significant and

275regular water financing activity observed. Regarding mediation operations in the water
sector, they have been performed since 2010, when up to 355 operations were concluded
totalling slightly over €88 million. From that year onwards, water activity has progres-
sively decreased, and by mid-2021 was almost non-existent. Finally, regarding risk
capital, the branch of the ICO devoted to risk capital investment – AXIS – manages

280a fund (FOND-ICO Infraestructuras ESG) designed to finance infrastructure projects
related to transportation, energy, the environment, and water and waste – but no water
project has been funded to date (Axis, 2021).

Figure 1. Direct funding activity from the Spanish public bank Instituto de Crédito Oficial (ICO) to
water activities (categories 3600 ‘Water collection, purification and distribution’; and 3700
‘Wastewater collection and treatment’ of the Clasificación Nacional de Actividades Económicas –
CNAE – National Classification of Economic Activities), 1992–2019.
Source: Authors’ own elaboration from data provided by the ICO’s senior management staff.
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According to our interviews, the ICO’s very limited credit activity in the water sector is
explained by two reasons: first, the ICO does not compete with private banks and only

285finances activities under-financed by the private sector when borrowers request it;
and second, because the ICO does not have the capacity to open new lines of work
(e.g., visiting small municipal water operators to offer financing due to its small size and
number of employees) (interviews 3–7).

AquaVall’s public financing model

290Spain is a decentralized country in terms of public finance, with different sub-central
levels of government. The Law regulating Local Public Finance (Ley Reguladora de las
Haciendas Locales) and the Law regulating Local Regime Basis (Ley de Bases de Régimen
Local) assign to municipalities the legal power, and hence the obligation, to provide and
finance public drinking water and sanitation. Such access to water can be managed

295directly by the municipality or through a concession to a company (private, public or
mixed), and is usually financed by tariffs or fees.

Traditionally, the mainstream legal interpretation regarding the differences between
fees and tariffs in Spanish’s local public finance has been based on the management
model of the service considered (water, in this case). If it is directly managed by the

300municipality itself the payment would be a (user) fee, while if it was indirectly managed
(by means of a concession to a public or private company) the payment would be a tariff.
Although some fiscal differences may be relevant, in both cases the municipality plays
a role to determine, or at least influence, the price conditions (fixed and variable charges,
block tariffs, etc).

Figure 2. Mediation activity of the Spanish public bank ICO in relation to water activities (categories
3600 and 3700 of the CNAE), 2010–21.
Source: Authors’ own elaboration from data provided by the ICO’s senior management staff.
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305However, Law 9/2017 on Public Sector Contracts (transposing into Spanish law some
Directives of the European Parliament and of the Council) introduced into the Spanish local
tax system the consideration of water tariffs as a kind of ‘non-tax public revenue’. A recent
Spanish Constitutional Court ruling (Sentencia del Tribunal Constitucional de 9 De Mayo de
2019 sobre las tarifas de los servicios públicos coactivos en la Ley De Contratos Del Sector

310Público 9/2017) has also come to establish that both tariffs and fees are possible financing
mechanisms for municipalized services, and that in the case of tariffs (applicable when
management is carried out by concessions to public or private companies), despite being
a non-tax instrument, they maintain core elements of ‘publicness’ – that is, coerciveness, and
regulation by a municipal ordinance, pending on a mandatory previous report from the

315Autonomous Community that has to authorize water rates. Additionally, the Spanish
Constitutional Court ruling stated that the tariffs chargedmay exceed the costs of the service.

Regarding municipal water-pricing, the Spanish map is particularly complex. First,
there are enormous regional differences in terms of geography and climate. Second, there
are multiple governmental levels – including water basin agencies (Confederaciones

320Hidrográficas) which usually operate under the jurisdiction of several Autonomous
Communities, involved in the design of water policy.

In the more than 8100 Spanish municipalities that exist the different downstream water
provision and the multiplicity of management models (direct provision; concession to
public, private or public–private companies; consortium of municipalities; Arbués &

325García-Valiñas, 2020) have led to different pricing structures, not to mention that different
users (residential, industrial) may also face different schemes (García-Rubio et al., 2015). In
any case, the widespread pricingmodel consists of a fixed charge and a variable part based on
an increasing block tariff. It is worth mentioning the existence of ‘social’ tariffs for vulnerable
groups in manymunicipalities, with the aim to guarantee access to basic water consumption.

330Adding to this complexity is the presence of buildings equipped with collective water meters,
to which a general tariff is applied, paid collectively by all households in the dwelling. Last,
but not least, pricing systems are often differentiated for water and wastewater: collection,
treatment and discharge of recycled water (García-Valiñas & Arbués, 2021).

The financing model for public water in Valladolid includes many of the elements
335discussed above, although with some particularities. First, it is important to recall why

a public company was created instead of choosing direct delivery by the municipality.
Once it was decided to remunicipalize water supply, technicians assessed the manage-
ment options available based on financial criteria through 15-year cash flow forecasting
(Table 1). Importantly, the report noted that the traditional under-investment by the

340previous municipal conservative governments did not guarantee the rate and volume of
investments which required the integral water cycle, while these investments could
threaten other municipal policies and programmes due to the limitation of public
spending imposed by the Spanish Budgetary Stability Law (Valladolid City Council,
2016, p. 69). Therefore, the chosen option was the creation of the public water company

345AquaVall, assuming urban water provision and sewerage treatment.
The aim of the CEO of AquaVall, who had extensive experience in the private sector,

was to set up a public company as autonomous from the municipal authority as possible,
to reduce financial dependence. Thus, AquaVall opened up a competitive tender (accept-
ing bids from both public and private banks) for a credit line of €6 million to bridge the

350initial financial gap before revenue from water bills came in (interview 2).
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Eventually, five private banks bid to offer the credit, and AquaVall subscribed a cash
advancement with La Caixa (interviews 1 and 2). However, only €2.2 million of the
€6 million were used, and once revenues began to flow the line of credit was cancelled. It
is relevant to mention that not a single public bank made a bid (interviews 2 and 3), and

355while the manager of AquaVall recognized that public banks could have had a more
active role in such a process, he also stated that he does not know if public banks are
aware of the needs of public water operators (interview 2). This lack of awareness was
underscored by our interviews with ICO staff (interviews 3–7), who, although they
showed interest in the water sector, and are willing to meet with people involved in the

360remunicipalization (interviews 3–7), stated that they do not know the specific financial
needs of these processes.

As a result, since its remunicipalization in 2017,AquaVall’swater and sanitation service has
been financed entirely through tariffs (interview 2), with different tariffs for water, sewerage
andwastewater treatment andpurification. In fact, since its short-lived line of credit, AquaVall

365has not needed any financial intermediaries (public or private) given the income stream
generated from water bills, leading to a ‘very extensive cash flow’ situation (interview 1). The
cornerstone of this is a ‘closed-circuit financing system’ with a tariff structure that allows the
company to be self-sufficient: ‘nothing goes out, there are no benefits or dividend distribu-
tions; everything reverts to investments or investment reserves’ (interview 2).

370AquaVall’s tariffs (all figures hereafter are from AquaVall, 2021d) are structured in
a dual model – domestic versus industrial, commercial and services users – plus some
additional tariffs to cover other circumstances of lesser relevance (water tariffs for works,
prices for meter supply and maintenance, inspections and repairs, etc.). For both
domestic and industrial/commercial users, a two-part pricing structure is observed,

375with a quarterly fixed charge, plus a variable charge according to the amount of water
consumed, based on an increasing block structure. This block tariff implies not only an
explicit commitment to the benefit principle – characteristic of contemporary local
public finance – but also a disincentive for ‘excessive’ consumption, a concern for
environmental issues, and a preference for equity.

380According to the calculations of themost recent comparative study of domestic-usewater
tariffs in the 57 cities with the largest populations in Spain (FACUA, 2021), AquaVall’s
tariffs are among the ten lowest. In fact, the price in Valladolid is 35% cheaper than the
average Spanish city (FACUA, 2021). Specifically, the study calculates a price for a typical

Table 1. Water services scenarios envisioned in Valladolid’s remunicipalization technical report.

Water service management
options

Minimum annual change of
tariffs (to recover the required
investment of €178.5 million)

15-year accumulated cash
flow (under changing tariff

increases)

15-year accumulated cash
flow (under a fixed tariff
increase of +0.92%)

Direct service provision by
the city council

+0.92% €186.1 million €186.1 million

Service provided by a new
public company

+0.97% €186.5 million €184.8 million

Service provided by
a mixed-capital utility

+1.83%a €173.2 million €149.3 million

Service provided through
a private concession

+2.20%b €126.9 million €93.9 million

Note: aConsidering 5% profitability for the private partner and 51% public participation.
bConsidering 5% profitability for the private supplier.
Source: Valladolid City Council (2016, pp. 65–68).
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Valladolid household of three members and a consumption of 9 m3/month (costing €9.62/
385month), which would rise to €14.56/month for a consumption of 13 m3/month.5 For

comparative purposes, identical consumption in the Spanish city with the lowest tariffs in
2021 (León) was €4.85/month and €7.30/month, respectively, while the most expensive city
(Ceuta) had prices of €28.04/month and €34.74/month.

For domestic-use tariffs, some additional elements should be noted. First, there is a tariff
390discount (AquaVall, 2020) for low-income households,6 as well as for large families – in both

cases with significant reductions in the fixed charge and in the first consumption block.
Second, tariffs have remained unchanged since 2017 (interview 2), which has had positive
equity benefits during the most difficult months of the Covid-19 pandemic. And finally,
AquaVall assures that no household (industries are not considered here) has been cut off from

395supply due to late payment or non-payment (interview 2).
As of 2021, only four years after its creation, the public company has already invested

around €35 million to improve water services, 30% higher than the investments made in
20 years of private management according to AquaVall (2021b). It is also important to
mention that during the private concession’s supply the town council was receiving some

400€6 million per year as a canon paid from the private concessionaire; however, very little of
this money was invested in the water network (interview 1). By contrast, AquaVall has
invested heavily in infrastructure, with three-quarters of funds in the past four years
going towards supply and sewerage networks. The remaining investments have been
aimed largely at improving the two drinking water plants and the wastewater treatment

405plant (AquaVall, 2021b), with an important emphasis on the water–energy nexus,
shifting to renewable and green energy and enhancing energy efficiency (interview 2).
According to the councillor for the environment, the town council is not worried at all
about the financial future of the company (interview 1), because they can generate some
€15 million per year of income while investing €10 million on a year in the water system,

410a figure that is close to being achieved (interview 2).
In short, the Valladolid/AquaVall case illustrates how a publicly owned and managed

water company can operate sustainably with a tariff structure based on principles of local
public finance, environmental considerations, increasing block tariffs and progressive
social considerations (such as not cutting off a household’s water supply for non-

415payment). The success of this model can be attributed in part to a well-designed strategic
plan and business model (with a 30–40-year time horizon), with sufficient cash flow to
amortize equity, maintenance and real estate (interview 2). The cornerstone of this is
a politically oriented but technically and financially grounded tariff structure that allows
the company to be self-sufficient and to design a public ‘closed-circuit’ financing system.

420These features, in our view, are the elements of a genuine public finance/public water
model that takes into account not only efficiency considerations but also issues of equity
and environmental sustainability, without financial intermediaries involved.

Comparing the financing of two cases of remunicipalization: Valladolid and
Terrassa

425It is also interesting to compare Valladolid with the other recent successful water remuni-
cipalization in Spain – that of Terrassa – and in particular their differences in terms of
financing the remunicipalization process and how this may impact the viability of the
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public water supply. In July 2016, the City Council of Terrassa approved a motion to bring
water supply back into public management at the end of a 75-year concession contract with

430the private operator Mina, whose main shareholder was AGBAR, a subsidiary of Suez,
which had controlled the water services in the city since 1842 (Grau-Satorras, 2018). In
2018 the remunicipalization process was concluded with the creation of the public water
operator Taigua, a local public company fully owned by the municipality, responsible for
capturing, treating and distributing potable water, as well as managing and collecting water

435bills (Satorras et al., 2020). In parallel, in 2019, the city created the Terrassa Water
Observatory (Observatori de l’Aigua de Terrassa – OAT) to enable and foster citizen
participation in the definition of water policies and strategic decisions affecting the muni-
cipal water supply service (Bagué, 2020; Planas &Martínez, 2020). While the water services
of Terrassa and Valladolid were remunicipalized practically simultaneously, the processes

440and outcomes largely differ due to the differences in the duration and the type of contract
maintained (in Terrassa the private concession started in 1842, whereas in Valladolid it only
lasted 20 years). In addition to the social consequences of such distinct histories and
relationships with the private counterparts (e.g., for historical clientelism in the case of
Terrassa, see Bagué, 2020), these differences may influence the municipality’s ability to

445regain control over the water cycle. For example, as we will develop below, Mina continues
to operate and control important parts of the water service in Terrassa.

In economic terms, Taigua differs from AquaVall in three ways. First, to cover the
initial cash flow gap before revenues arrived, Taigua obtained a credit policy directly
from the Terrassa City Council which was cancelled after a few months (Taigua, 2018,

450pp. 31–32; 2019, p. 2). This strategy contrasts with the commitment expressed by the
AquaVall CEO to remain financially autonomous from any public institution. Second,
the structure of revenues from both operators, and therefore their resulting profits, are
highly different. On average, 42% of AquaVall’s revenues come from water supply, but
the remainder is generated through sewerage and wastewater treatment tariffs (34% and

45524%, respectively; AquaVall, 2021a). Taigua, by contrast, is only in charge of water supply
and purification, while sewerage services (previously fully managed by the municipality)
have now been partially licenced to a private company (Diari de Terrassa, 2020; Terrassa
City Council, 2021). Wastewater treatment is also managed through a private concession
(Sorigue, 2021). Thus, although the social movements of Terrassa organized through the

460Water Observatory are demanding that local government bring the entire urban water
cycle under the umbrella of Taigua (personal communication from OAT members,
25 November 2021), responsibilities and management remain fragmented. Moreover,
the previous private company managing the Terrassa water service is still collecting the
fees for water meter maintenance (included in the water bill) and leases key services and

465infrastructures to Taigua (such as software and office space; Taigua, 2020). As
a consequence, the yearly profit before tax from Valladolid in 2021 amounts to approxi-
mately €10.3 million (AquaVall, 2021a), while in the case of Terrassa it is only €2 million
per year (Taigua, 2020). Of course, these €10 million for Valladolid must also cover
sewerage and wastewater investments, and the minor different population sizes between

470the cities should also be considered, but the difference in revenues are significant. Finally,
regarding mid-term infrastructural investments, such as upgrading water distribution
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infrastructures, Taigua is debating the possibility of funding them through private
financial markets, while AquaVall is only considering the option of funding their invest-
ments through their own cash flow (interview 2).

475Future challenges

In general, and as of 2022, it can be concluded from our analysis that the water
remunicipalization process in Valladolid has been relatively successful despite the lack
of intervention on the part of public banks. As a matter of fact, the financial dimension of
the remunicipalization, in our view, was not the central concern of policymakers and

480managers of the remunicipalized utility as there were not large amounts of funds to be
initially gathered (contrarily to other cases where remunicipalization entailed large sums
of money to compensate the exiting private company). Rather it were the political, legal
and managerial dimensions those that required more energies to sort out. In that sense,
the process can be seen, following Hanna and McDonald (2021), as ‘politically driven’

485(following a change of municipal government based in part to a commitment to remu-
nicipalization), but ‘technically resolved’ (via professional managers, closed financial
circuits, no external financial mediation – public or private –, quality supply, and strong
investment in the network). Moreover, some ‘social’ components of the process should
also be highlighted: public management (by a 100% public company) and public finan-

490cing (by tariffs), tariff freezing (which implies one of the lowest prices in medium-sized
Spanish cities), increasing block tariff structures, absence of cuts to households for non-
payment and environmental considerations.

Nevertheless, there are many challenges that AquaVall may face in the future. One of
these is the cost of raw water, which AquaVall currently buys from the Confederación

495Hidrográfica del Duero (CHD) at a relatively low price, which facilitates its ‘cheap’ and
progressive tariff structure. Should these costs rise it could weaken AquaVall’s ability to
self-finance. The possibility of this is real, with the CHD (2021, p. 23) noting that
European legislation may cause it to pass costs to end users, including ‘upstream water
service for all uses, downstream water distribution for all uses, self-service, collection and

500treatment in public networks and outside public networks’. Their calculation, using 2018
prices, is that such total cost amounts to about €1.015 million per year, while all agents
providing the services have obtained revenues from tariffs, fees and other recovery
instruments in the order of €665 million, implying an overall cost recovery rate of only
65%. This implies, according to the CHD (2021, p. 230) that ‘a large part of the

505environmental costs and a significant fraction of the financial costs are financed by
subsidies’, mainly due to the low recovery of environmental costs. The report states
that for ‘the case of urban supply use, the cost increase that would result from 100% cost
recovery (both financial and environmental) is 0.057 €/m3 of water served, which for
a family of 4 members is about 23.30€/month’.

510Based on the current water services prices in the city of Valladolid, the potential
increase in the CHD report would imply an increase of €70/quarter for the average
household (from €35/quarter to €105/quarter). Naturally, the consequences for many
households would be significant and, it is to be expected, with political consequences for
popular support for the remunicipalization process, regardless of whether such a measure

515was forced upon AquaVall.
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It is also true that Valladolid – along with practically all Spanish municipalities – rely on
other public agents (Autonomous Communities, water basin agencies, etc.) to carry out
additional parts of upstream water management and the financing of related infrastructure.
This frees themunicipalities from some substantial investments, suggesting that AquaVall’s

520lack of need for external financing is at least partially connected to the fact that other
(public) actors have been assuming some of the fundamental costs of the water cycle.

Nonetheless, there are some prospects of changing the trend in water financing in Spain,
as shown by the recent consideration of a regional public bank in the financing of water
supply. In particular, the Agència Catalana de l’Aigua’s (ACA) Economic and Financial

525Plan 2021–2027 includes a new line of loans to local governments in Catalunya in order to
finance the upstream water supply infrastructures through the regional public bank
(Institut Català de Finances – ICF)7 for €20 million in 2021 (ACA, 2020, p. 10) and
€9.4 million in 2022 (ACA, 2021, p. 12). Although this is aimed at upstream water supply
infrastructure, and it only applies to one region in Spain, it is very relevant for two reasons.

530First, this is the first time that the ICF has considered financing any type of municipal water
infrastructure and it is expected that the resources contributed will be permanent as the
amounts returned will be used to make new loans. Second, it is a fund to finance the next
calls for subsidies to the municipalities of the ACA; that is, there is the possibility of future
connections in the financing of the municipal water supply downstream.

535Finally, it should not be forgotten that in the case of Valladolid we are dealing with
a remunicipalization process promoted by a political coalition of left-wing forces which
included remunicipalization in their electoral programmes to win an election. But the
judicial pressure that the municipal government has had to withstand has been signifi-
cant, and the actors involved know they will continue to face pressure from hegemonic

540economic and political actors opposed to remunicipalization in the future (interview 1).
Additionally, while beyond the scope of this paper, the shift of political alliances in
Castilla y León’s regional government in April 2022 may also open uncertain and
uncharted terrains around water politics in the Autonomous Community.

The potential for a renewed neoliberal era of privatization is always a threat. In light of
545this, we wonder what role public banks, at the supranational, national and regional levels,

might play in helping to sustain the long-term viability of public water in Valladolid in
particular and in Spain more broadly.

Notes

1. The discussion of this issue is not the core element of this article and therefore we include
550both processes under the notion of (re)municipalization.

2. The shares of the mixed company Aigües de Barcelona (which manages the complete water
cycle) are 70% owned by the Societat General d’Aigües de Barcelona (SGAB), 15% by
CriteriaCaixa and the remaining 15% by the Barcelona Metropolitan Area (AMB) (see
https://aiguesdebarcelona.cat/web/ab-corporativa/qui-som).

5553. For the case of Valladolid Toma La Palabra (VTLP), see p. 45 of https://www.valladolidto
malapalabra.org/wp-content/uploads/2015/05/Programa-Valladolid-Toma-La-Palabra
-2015.pdf/. In the case of the Socialist Party (PSOE), see p. 21 of https://www.psoeava.es/wp-
content/uploads/2018/08/programa-electoral-municipal-2015.pdf/.
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4. At that time the EOCs were integrated by the Banco de Crédito Industrial, Banco de Crédito
560Agrícola, Banco de Crédito Local and Banco Hipotecario de España. They also took over

a large part of the shares of the Banco Exterior de España.
5. These figures are similar to those provided by one of the interviewers: an average family of

three members, living in an apartment with no garden, pay on average some €35 for water
supply and wastewater treatment every three months (interview 2).

5656. With total household incomes below 1.5 times the IPREM, which, for 2021, is set in Spain at
€565/month (see https://www.iprem.com.es/).

7. In Spain, in addition to the ICO there are other regional public entities destined to channel
funds to finance projects of special economic or social relevance. The most representative
are the Institut Català de Finances (ICF – Catalan Institute of Finance) and IVF, which are,

570in fact, the only two Spanish financial institutions that are members of the European
Association of Public Banks (EAPB).
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ABSTRACT
We investigate the role of public banks in the remunicipalization
process in Paris, France, in addressing the financial needs of the

10new public municipal water company, Eau de Paris (EDP). We find
that EDP has, until recently, eschewed reliance on debt financing,
which explains the peripheral role of public banks in the transition
from private to public. We emphasize that the financial ecosystem
for water utilities established by the water basin agencies in France

15accounts for a reduced need to borrow from credit institutions, but
that declining water consumption and climate change are making
debt financing necessary.
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Introduction

Providing affordable, quality water and sanitation services is a challenge that requires
20new sources of finance. A recent report by the International Resource Panel of the United

Nations Environmental Programme (UNEP) (2015) predicted that, by 2030, demand for
water will exceed supply by 40% due to population growth, urbanization and climate
change. As demand outstrips cheaper forms of supply, governments will be forced to
spend almost five times more per year on upstream water supply. Reflections on the

25nature of adequate public financing in the water and sanitation sector are much needed.
Ongoing policy experiments must be examined to draw lessons and/or inspire those in
charge of bringing about effective public actions.

One potential source for this finance is public banks. Public banks are enjoying
a modern-day resurgence in the financing for development agenda after a long hiatus

30during neoliberalism when many governments privatized their national development
banks (Marois, 2021). Public banks have helped mitigate the global financial crisis of
2007–08, catalysed the much-needed financial investments to transition to a low-carbon,
green economy and stepped in to help stabilize national economies during the Covid-19
pandemic (Marois, 2021; McDonald et al., 2020). While there are over 900 public banks

35in the world, with US$49 trillion in assets, public banks have been largely underestimated
as an important source of funding for municipal infrastructure, including water and
sanitation (McDonald et al., 2021, p. 117).
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Debates on public banks have intersected with debates on public water. Given the
potential affinities between public banks and public water operators as institutions that

40both serve a public mission, one may expect that they would have a preference for
working together. There are far more public water operators than public banks. Despite
attempts to increase private sector participation in the 1980s and 1990s, water and
sanitation services in most countries in the world are still predominantly provided by
public agencies (McDonald et al., 2021, p. 117). In addition, in recent years, many

45municipal governments have started to return water and sanitation in a process known
as ‘remunicipalization’ (McDonald, 2018). Remunicipalization processes require solid
transition plans that sometimes require external debt financing. Yet, as the Finance in
Common (2021, pp. 12-13) initiative notes, only 5–15% of the lending portfolios of
public development banks goes to the water and sanitation sector. As they further note,

50within public development banks, ‘[t]here is internal pressure to prioritise sectors in
which investing is easier and more profitable. [. . .] This means that they can be less
proactive in sourcing projects in sectors deemed riskier, such as water’.

This article focuses on the role of public banks in the remunicipalization of water
services in Paris, France. This case study was chosen because it was one of the first

55remunicipalizations of a large, urban water utility in France (and in Europe, more
generally). The public municipal water company established in 2010, Eau de Paris
(EDP), is widely considered by the water justice movement as setting a model for
a large, urban public utility, and for good reason (Pigeon et al., 2012; Kishimoto &
Petitjean, 2017; Le Strat & Menser, 2022). Since its remunicipalization, citizens of Paris

60have benefited from affordable water prices and enjoyed consistently high-quality water
services. EDP is also considered a model employer, promoting gender equity in the
workplace, and is praised for its commitment to ecological principles. It has also devel-
oped partnerships with farmers to protect upstream water resources and promoted water
conservation efforts, something that private companies may be reluctant to do because of

65the downward pressure on water sales. It has engaged in international solidarity efforts by
developing public–public partnerships in Morocco, Mauritania and Cambodia. In 2017,
the United Nations awarded EDP a prestigious award for promoting transparency,
accountability and integrity in public services.

The principal questions that guided our analysis are as follows: What role did public
70banks play, if any, in the remunicipalization of water services in Paris and after the

transition? What are the strengths and weaknesses of the financial model of the new
public municipal water company, Eau de Paris (EDP)?

Our research reveals a weak public banking/public water relationship in the remuni-
cipalization process in Paris. We explain that this situation is due to national policy

75regulations in place since the 1960s that have successfully established a cost-recovery
model in service delivery rooted in financial self-sufficiency. EDP has depended on tariffs
and transfers, rather than debt financing for funding its investments. Nonetheless,
a public development bank played a supporting role in the return to public control in
the late 2000s (as it did with the privatization of the service via delegated management

80model in the late 1980s). The local water basin agency was present year after year,
supplying EDP with the residual borrowing it needed to fund investment. Overall, we
find that access to external finance (beyond the transfers from the water basin agency)
was not the primary concern in Paris’s remunicipalization process.
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About a decade after the transition, however, EDP sought additional sources of
85finance to upgrade and renew infrastructure. We describe the relationship between

EDP and the European Investment Bank (EIB), a multilateral public bank, which granted
a loan for the renewal and upgrading of EDP’s infrastructure in 2021. While it may be
tempting to explain that EDP was forced to turn to debt financing due to cuts made to the
water tariff immediately following remunicipalization, we demonstrate that water prices

90and levels of investment have been stable since 2010. The challenges facing EDP predate
remunicipalization and reflect longer term trends: in particular, declining revenues
related to declining consumption and rising costs of producing water due to pollution
and factors related to climate change. The EDP case therefore highlights the role that
public banks such can play to support efforts of utilities to adapt to climate change.

95Research for this paper is based on a combination of document analysis (e.g., public
banks’ financial accounts, annual reports of the water operator) and semi-structured
interviews with senior staff at public banks (both national and multilateral), the water
agency, as well as with elected officials involved in the EDP remunicipalization process
and managers involved in negotiating its most recent external loan (see Appendix A).

100The remainder of the article is structured as follows. The next section describes the
remunicipalization of water services in Paris and the establishment of EDP, focusing on
the financial aspects of the process. The third section describes the financial ecosystem in
France for water services, including the role of water basin agencies and public banks.
The fourth section analyses the financial model and investment plans of EDP. The fifth

105section analyses the loan agreement between EDP and EIB and the relationship between
the two entities. The final section discusses the relevance of this case for the debate on
financing water and sanitation infrastructure focusing on the politics of cost recovery.

Remunicipalization of water and sanitation in Paris

France is often considered the ‘heartland’ of water privatization (Pigeon, 2012). It is
110home to the world’s original and most powerful multinational water and sanitation

companies, namely Veolia and Suez, which merged under Veolia in March 2022, further
consolidating its market power. Given the political power of French private water
companies and their technical expertise, France is also one of the European countries
with the highest percentage of private water and sanitation services. It has been estimated

115that around 67% of water and sanitation services in France are delivered by the private
sector (McDonald et al., 2020, p. 119). Nonetheless, since the decision to return water to
public control in Paris, the pendulum is swinging back in the other direction – towards
public provision. In a recent study, researchers identified 106 cases of water remunici-
palization in France between 2002 and 2017, and national statistics suggest that the actual

120number of cases might be much higher (Petitjean, 2017, p. 24). In fact, by the late 2010s,
most of the remunicipalization cases in the world occurred in France and the United
States (McDonald, 2018).

In Paris, water service distribution had been delegated to Veolia and Lyonnaise des
Eaux (henceforth, Suez) in 1985, which were awarded lease contracts under the delegated

125management model that characterizes private water management in France. Compagnie
des Eaux de Paris (CEP), a subsidiary of Veolia, was awarded the right bank, and Eau et
Force – Parisienne des Eaux (EFPE), a subsidiary of Suez, was awarded the left bank. In
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February 1987, the production and transport of water in Paris, which up until then was
operated by a municipal department of the city (via direct provision), was delegated to

130a mixed economy company (a publicly limited company governed under commercial
law) created for this purpose: the Société Anonyme de Gestion des Eaux de Paris
(SAGEP). SAGEP was also in charge of managing and controlling the contracts of the
two private operators even though the latter owned shares: 70% of SAGEP’s shares were
held by the city of Paris and 28% were held by subsidiaries of Veolia and Suez (14% each).

135A French public bank, Caisse des dépôts et consignations (CDC), owned 2% of the
shares.

Notably, the least profitable elements of water and sanitation services remained public.
The collection of wastewater was the responsibility of the Section de l’assainissement de
Paris (SAP) within the Direction de la Propreté et de l’Eau (DPE) of the Paris city

140government. Transport and treatment of wastewater were carried out by the Syndicat
interdépartemental pour l’assainissement de l’agglomération parisienne (SIAAP),
another public body for water and sanitation management that involves neighbouring
cities. The control of the water quality supplied to Parisians was the responsibility of
a municipal research centre with expertise in water management.

145The intimate relationship between SAGEP and the two private operators heightened
perceptions of conflicts of interest, a problem that was first highlighted in a report
published by the public regional audit authority, the Chambre Régionale des comptes
d’Île de France (2000). Two other reports by the City of Paris as well as other independent
studies observed this problem with the arrangement as well as a host of other drawbacks,

150such as a lack of transparency in their reporting and a discrepancy between financial
gains and profits (Bauby & Similie, 2013; Valdovinos, 2012). Criticisms began to mount
that the private companies were making windfall profits, estimated at two to three times
greater than those reported. In addition, fears began to grow that the private companies
were failing to make the necessary investments to repair leaks to maintain the long-term

155viability of the infrastructure.
In 2001, a new mayor, Bertrand Delanoë (Socialist Party), and his appointee, coun-

cillor Anne Le Strat (Green Party), were elected as part of a ‘red–green coalition’ with
a mission to rethink the way that water services were delivered. For members of the
Green Party such as Le Strat, water is ‘the property and heritage of the collectivity’ and

160that returning to public management would be for ‘the benefit of public interest, with the
goal of offering a sustainable public service’ (as cited in Valdovinos, 2012, p. 114).
Furthermore, it was estimated that returning water to public control could mean cost
savings of up to €30 million per year, an amount that could be invested in the main-
tenance and upgrading of the water system and in the stabilization of the price of water

165services (Valdovinos, 2012, p. 114). These arguments had considerable traction in the
context of declining water consumption, which had been dropping since the 1990s due to
demographic changes (e.g., an ageing population, more collective housing), deindustria-
lization and the introduction of water-saving technology (Montginoul, 2013).

In 2006, the City Council commissioned several studies to determine the future
170organization of the water service. One of the studies provided an analysis of the various

possible organizational modes for the future management of the service of the service,
including a national and international comparative survey on the organization and
operation of water services, as well as a comparative analysis of the different possible
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management methods for the city (Bauby & Similie, 2013, p. 26). According to French
175law at the time, the City Council had only two possible options for remunicipalization:

a financially autonomous public service and a financially autonomous public service with
a legal personality (an industrial and commercial public establishment, or EPIC, also
known as a régie). Direct management was no longer possible after a delegated manage-
ment contract, nor was the creation of a local company with public capital. As Bauby and

180Similie (2013) explain, this legal situation made France an outlier amongst the member
countries of the European Union at the time. It is a reflection of the strong support of the
central government in France for private water operators (Spronk & Sing, 2019).

As part of the remunicipalization process, the City Council voted to force Veolia and
Suez to re-sell their shares in SAGEP, which was then renamed Société d’Économie Mixte

185Eau de Paris (or a mixed economy company, SEM). In March 2007, Caisse de dépôts et
consignations (CDC) stepped in to buy the shares, agreeing as well that it would not
receive dividends, thus absorbing some of the costs of the exit of the subsidiaries of
Veolia and Suez (Bauby & Similie, 2013, p. 27). CDC thus moved from silent partner
(with 2% of shares) to major shareholder (with 30% of the equity).

190After extensive consultation with SAGEP staff over two years, councillor Le Strat (who
would later become Deputy Mayor for Water) presented a proposal to form a single public
operator, which became a cornerstone in the campaign for the March 2008 municipal
elections. As Bauby and Similie (2013, p. 26) explain, the proposal helped to consolidate the
political alliance between the Socialist Party, Communists and Greens. Delanoë was re-

195elected with an even larger majority than in 2001 and believed that he had been delivered
a strong political mandate at the ballot box to push forward with remunicipalization.

On 24 November 2008, the Paris City Council took the next step by deciding not to
renew the municipal water supply service contracts with the subsidiaries of Veolia and
Suez. To replace SEM EDP, municipal authorities created EDP, an autonomous body

200with its own budget, otherwise known as an EPIC or régie. EDP has been managing the
network as the sole operator since 2010 (Pigeon, 2012, p. 25).

While the technical and financial aspects of the remunicipalization process are central, the
remunicipalization of the Paris water service was also made possible by a new governance
structure which radically democratized decision-making over municipal water policy. The

205City Council appoints all senior management but the board of directors of EDP, the highest
decision-making body of the régie, has an unusual democratic structure that includes staff and
members of civil society organizations. As Le Strat explains, the goal was to break with the
‘traditional composition of boards of directors that are composed solely of elected officials; we
decided to set up a governing board that would gather different types of stakeholders, with the

210goal to make the voice of users and associations heard’ (Le Strat & Menser, 2022, p. 48).
In addition, the City Council created the Municipal Water Observatory in 2006.

Originally conceived as a forum for information sharing, it has become an assembly of
stakeholders for participatory governance and plays an important advisory role on water
policy in Paris. The Observatory is composed of representatives of a broad set of

215stakeholders, including non-governmental organizations and public entities such as the
water basin agency (the Seine-NormandieWater Agency (AESN), whose role is discussed
in greater detail below) (Figure 1). The Observatory’s meetings are public and open to all
Parisians. All proceedings and decisions to be taken by the Paris City Council must be
submitted to the Observatory before they are considered.
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220As we argue further below, the democratic nature of public participation in water
management in Paris, along with the supports from the regulatory environment gov-
erned by the water basin agencies, help enforce sustainable cost-recovery practices with
an eye to inter-generational solidarity and makes EDP accountable to users.

In sum, remunicipalization in Paris was motivated both by pragmatic and political
225considerations. Returning water to public control was seen as a way to maintain a high-

quality public service at a stable price with the hope that any financial gains could be re-
invested in the infrastructure instead of directed to private companies in the form of
profit. While securing access to external finance did not play a determining role in the
remunicipalization process in Paris there was some mediation by a national public

230development bank (CDC) that facilitated both the entrance and the exit of the private
companies. Significantly, in terms of operations, with the return to public control, the
responsibilities for producing and distributing water were merged under a single opera-
tor, creating additional efficiencies and cost savings. In particular, the operator now has
better control over non-revenue water (e.g., controlling leaks) thanks to the streamlining

235of operations, increasing transparency and much stronger public oversight (Bauby &
Similie, 2013, p. 39).

The financial ecosystem: ‘water pays for water’

For the first decade of its operations, EDP did not seek debt financing. EDP is not unique
amongst French water operators in this respect. Most cover the costs of operation and

240maintenance through tariffs and transfers. Indeed, one study estimates that between 2011

Figure 1. Democratic participation and stakeholder ties in Paris water services.
Source: Authors.
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and 2015, only about 4% of estimated total expenditures in France for water supply and
sanitation was financed by debt (e.g., EIB/European Bank for Reconstruction and
Development and commercial debt) compared with 26% in the UK and 17% in Spain
(Organisation for Economic Co-operation and Development (OECD), 2020).

245The current managers of EDP express confidence in their ability to raise capital from
multiple public and private sources for projects. This confidence is related to two factors.
First, the existence of a large and robust water-financing ecosystem in France,
and second, the particular characteristics of the operator which have endowed it with
a healthy financial situation. We outline each of these points in order, below.

250Financing water in France

A robust ‘financial ecosystem’ (Bose et al., 2019; Butzbach, 2016) supports water opera-
tors in France, with different funding entities catering to different types of utilities. Large
utilities such as EDP can draw on funding from both water basin agencies and large
creditors such as the EIB, whose direct loans have a €30 million floor (for investment

255projects that must amount to a minimum of €60 million). Smaller utilities must rely on
water basin agencies and smaller loans from commercial banks or the CDC in addition to
the subsidies they may obtain from regional governments.

But these different segments of the water-financing ecosystem are not completely
separate. For example, small utilities that are not eligible to access the EIB’s loans directly

260can benefit from EIB ‘framework’ or ‘global’ loans that are distributed through the
regional or local agencies of a few commercial banks, and public banks that provide
commercial services such as Crédit Agricole and La Banque Postale (Crédit Agricole,
2021). The financial flows within the ecosystem are summarized in Figure 2. None of the
financial institutions we interviewed showed any preference for public or private opera-

265tors: they lend to both.

Figure 2. Financial flows within the French water finance ecosystem.
Source: Authors.
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The most important institutions in the financial ecosystem are the Agences de l’Eau
(water basin agencies, herein ‘agencies’) and the EIB. The CDC, on the other hand, which
played a minor role in the privatization and remunicipalization processes in Paris,
France, has no relationship with EDP. Its role in the past was in keeping with its mission

270to support development rather than lending to the water sector per se.

Agences de l’Eau

The agencies were originally created in a 1964 law that introduced water basin
management (Law 64-1245). Agencies are public administration bodies whose main
mission is to manage and coordinate investment in the French water basins, with

275particular attention paid to combating pollution and protecting water resources.
There are currently six agencies in metropolitan France, organized along the terri-
torial boundaries of the main watersheds. The basin committee represents all
stakeholders of the basin, from water utilities to the local government to non-
governmental organizations. The agencies set targets for performance and water

280quality, and their funding priorities are ‘set bottom-up’ by a basin committee and
spelled out in six-year strategic plans which were established by law in 1992. EDP is
located in the territory covered by AESN, which forecasts €3.84 billion of invest-
ment spending between 2019 and 2024.1

The financial scheme through which the agencies operate is defined by the 1964 law,
285which dictates that ‘water pays for water’ (‘l’eau paie l’eau’). In other words, the agencies

must manage water services according to the principle of cost-recovery (i.e., subsidies
should not be seen as a major source of financing), which, importantly, is applied at water
basin level, not at the individual utility level.

Water basin committees determine the water tax rate (taux de redevance) that utilities
290pay to the agencies. Under this scheme, water operators transfer a part of the water bills

they receive to the agencies (called redevance). In turn, the agencies use the resources
gained from the redevance to fund investment in the basin. Utilities such as EDP there-
fore play a dual role as both financial contributors to the agencies and as potential
beneficiaries of the latters’ funding. According to Sandrine Rocard, Director General of

295the AESN, this arrangement does not create a conflict of interest because the two roles are
separate: the redevance and subsidies are not linked in any way (interview). Funding from
agencies is one of the main sources of funding for water services in France, but their
contribution cannot exceed 80% of the costs of a given project.

While the agencies are public entities, they cater to the needs of both public and
300private borrowers, and until recently the agencies offered zero-interest loans to both.

However, as Sandrine Rocard also explained to us, agencies discontinued this offer to the
private sector due to their lack of interest. These products have since lost appeal to public
borrowers as well. Now, only some agencies offer these loans. Rocard explained that this
shift reflects the fact that there are now many other funding products at low rates

305available from a variety of sources – in particular bank loans (such as from the EIB)
which bear low interest and can address higher funding needs.
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European Investment Bank (EIB)

Within this financial ecosystem supporting the water and sanitation sector in France, the
EIB plays a minor but important role. The EIB – the financial arm of the European

310Union – is a powerful ‘outsider’ due to its nature as a multilateral financial institution. It
is also an ‘insider’ with deep connections to core components of the French financial
ecosystem. Given its two key mandates of investment and development (Clifton et al.,
2018), the EIB has a long history of lending to member nations of the European Union,
although with respect to water and sanitation, French operators have not been heavy

315borrowers compared with those in other countries such as Cyprus, Belgium or Portugal
(see Clifton et al., 2022, in this issue).

In recent years, the EIB has also positioned itself as a ‘climate bank’ dedicated to cater
to European needs related to climate change, particularly the fight against global warm-
ing and mitigating the effects of climate change. Such priorities have been integrated into

320the EIB’s approach to water financing. In total, since the 1960s, the EIB reports having
lent €79 billion to the water sector, across more than 1600 projects. For the past 20 years,
water finance has represented, on average, 5% of EIB’s total annual loans, or about
€3 billion per year. Most of this lending (90%) is destined to European countries, as per
the EIB’s mandate, and the majority (75%) goes to public utilities, which reflects the

325prevalence of public utilities in the European water sector. Water and sewage represented
6.4% of the stock of loans by the end of 2020. During that year the EIB lending to water-
related projects amounted to €4 billion.2

In the French water sector in the past five years the EIB has been a more active creditor
than it has been in the past, with three projects funded in 2020 for a total of €380 million

330and four projects in 2019 for a total of €191 million (EIB, 2022). All recipients of direct
investment projects are local governments or public water utilities.

Caisse de dépôts et consignations (CDC)

CDC’s decision to purchase of the shares of the subsidiaries of Veolia and Suez in the
mixed public company during the Paris water remunicipalization process was in line with

335its core mission as public shareholder, but does not reflect CDC’s position vis-à-vis water
financing which is still peripheral to its activities. The CDC is one of the world’s oldest
public banks (established in 1816), mandated with conducting specific public missions
and providing support in the implementation of government policies. It has a long
history and a traditionally important role in French state finance, and was at the centre

340of the French system of state-administered credit set up after the Second World War
(Butzbach, 2006; Marois, 2021). After the dismantlement of this system in the 1980s, the
CDC reinvented itself as a public development bank.

The CDC Group is now a joint-stock entity controlled by the French state (under
supervision by the French Parliament), and simultaneously operates as a public asset

345manager, as a strategic shareholder for the French state (with shareholdings in large
French firms such as Suez, for instance), and as a public development bank focused on
local development (through the Banque des Territoires, the fully owned subsidiary
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specialized in lending to local government). As the CDC Group describes itself, it is ‘at
the crossroads between the public and competitive private sectors’ and its ‘primary aim is

350to develop France’.3

While water infrastructure was an indirect recipient of the Banque des Territoires’
funding to local government entities (within, for instance, the ‘green growth loans’), it
was not identified as a strategic priority for CDC’s lending policies until the recent
creation (January 2019) of a specific tool for water financing, the Aquaprêts, with

355a total of €2 billion dedicated credit facilities. Several Aquaprêts had been signed by
early 2022.4

The financial model of EDP, post-2010

For the first decade of its operations, EDP was able to cover the costs of operations and
maintenance, while preserving affordable water prices. Part of this situation must be

360explained with respect to particular characteristics. First, Paris has one of the densest
water and sanitation networks in Europe, creating operational benefits that are not
present in many other regional network water utilities (with 2.2 million inhabitants in
the dense city core and a larger metropolitan area comprising approximately 11 million
people in total). The water supply of Paris is managed by intercommunal bodies, the

365main one being the Syndicat des Eaux d’Ile-de-France (SEDIF), which is responsible for
one of the biggest private water concessions in the world, currently controlled by Veolia.
Second, Paris also has a relatively wealthy population with a vibrant service economy.
Indeed, Paris is the most-visited city in the world and one of the Europe’s main
transportation hubs, bringing significant revenues to the city.

370While some accounts of the remunicipalization process in Paris emphasize the price
savings to users (e.g., Pigeon, 2012), the cost of producing drinking water and associated
sanitation services have in fact remained stable over time. Focusing too narrowly on the
cost of drinking water alone ignores the many fees for other water-related services that
are included in the water bill. As noted, water and sanitation services are fragmented in

375Paris with different entities responsible for different parts of the water cycle.
Remunicipalization of EDP only addressed part of this cost recovery issue.

Low water prices

One of the first significant strategic decisions taken by EDP upon its creation in 2010 was
a reduction of 8% in the price of drinking water. Yet this ‘symbol’ of the remunicipaliza-

380tion has remained largely imperceptible for users as the overall price of water, once
incorporating the other parts of the water bill, remained rather stable between 2010 and
2012, due, in large part, to a 6% increase in wastewater treatment charges (determined by
SIAAP). Drinking water in Paris is inexpensive relative to the average price paid by
French consumers (Figure 3). In terms of the overall tariff for water and sanitation

385(incorporating wastewater, taxes and transfers), Paris water prices are, again, lower than
the national average, which amounted to €4.19/m3 according to SISPEA (Système
d'information des services publics d'eau et d'assainissement, the national observatory for
water and wastewater services).
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The overall price of water services in Paris was, as of January 2022, of €3.48/m3, against
390€2.93/m3 in 2010. Water prices have thus increased by 18.8% in the past 12 years. As

Figure 4 shows, however, the increase mostly reflects a rise in wastewater tariffs, which
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Figure 3. Price of drinking water in Paris compared with France’s average (€/m3, for a consumption of
120 m3).
Source: SISPEA.

€2.93 
€3.01 €3.01 

€3.12 €3.22 
€3.28 

€3.33 
€3.41 

€3.49 
€3.43 

€3.41 
€3.45 

€3.48 

€.00 

€1.00 

€2.00 

€3.00 

€4.00 

€5.00 

€6.00 

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

production and distribution of drinkable water wastewater and sewage (SAP + SIAAP)

taxes and "redevance" (AESN + VNF) total

Figure 4. Prices for water services in Paris (€/m3).
Source: Eau de Paris (EDP).
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are determined by SIAAP. Indeed, the price of drinking water only (including tax and
transfers) amounted to €1.76/m3 (for a consumption of 120/m3/year) in 2020, almost
identical to its 2009 amount.5 In fact, before adding in taxes, transfers and the fixed part

395of the water tariff (which amounted to €21 in 2020 for a consumption of 120/m3), the
production and distribution price of drinking water in Paris, as reported by EDP, has
slightly declined in nominal terms since remunicipalization – from €1.12 in 2010 to €1.08
in 2022.

Investment

400Since its creation and the start of its operations in 2009, EDP has committed to significant
long-term investment, programmed in successive five-year plans nested within 15-year
Master Plans (‘Schémas directeurs’). The first Master Plan, adopted in 2010, covered
2012–26 and identified, among its priorities, the upgrading of water production and
distribution infrastructure, improvements in water quality and a higher protection of

405water resources. The 2012–16 plan scheduled €352 million in investment spending.6 The
2015–20 plan, adopted in February 2015, committed to a €450 million investment plan,
of which €250 million would be dedicated to infrastructure renewal and modernization,
the rest being allocated to investment in water safety and quality and biodiversity. The
current Master Plan (2020–38) was adopted by EDP in December 2018. These plans have

410translated into consistent annual investment spending (Figure 5).
While assessing whether EDP’s investment over time adequately reflects the needs to

renew and modernize the network, this regular stream of investment can be set against
the overall performance of the network as measured by traditional indicators. As can be
seen from Figure 6, the Paris water network has consistently outperformed the French

415average over the years in terms of operational efficiency (in this case the rate of return,
i.e., the ratio of total water consumed by end users to total water produced).7 In addition,
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Figure 5. Total investment spending by Eau de Paris (EDP) (€ millions).
Sources: EDP annual reports, various years; Chambre Régionale des Comptes d’Île de France (2014).
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in its early years of operation the EDP managed to maintain and extend water qualifica-
tion certification (notably ISO 9001 and ISO 14001) to all activities, including distribu-
tion (Chambre Régionale des Comptes d’Île de France, 2014).

420As pointed out in 2014 by the public regional audit committee (Chambre régionale des
comptes) when assessing EDP’s first five years of operation, the successful self-financing
of its investment programme was bound to be threatened by a combination of decreasing
revenues, mostly due to declining sales (in turn related to declining water consumption),
and increased expenditure due mostly to the ‘harmonisation of pay’ of EDP agents

425(transferred from the three companies previously managing the network; Chambre
Régionale des Comptes d’Île de France, 2014). In fact, EDP was able to run the next five-
year investment programme (2015–20) without the need to resort to any borrowing from
external sources. In 2020, total investment spending amounted to €81.7 million – of
which new investment was €61.3 million. Funding for such investment came from

430amortization (€45.8 million), past years’ net revenue (€29.6 million) and borrowing
and subsidies (€6.3 million – mostly from AESN; EDP, 2020).

The EIB loan to EDP: reinforcing cost recovery

With this background, we turn our attention now to a €130 million loan to EDP
approved by EIB in August of 2021. In line with the 2021–25 five-year investment plan

435and the longer termMaster Plan, the EIB loan to EDPmainly focuses on the upgrading of
the production and distribution network and has a small (€5 million) component
dedicated to biodiversity improvement, with the upgrading of the connection between
EDP’s main water production sites and river waters.

The loan contributes to funding the new six-year investment programme (Plan
440Pluriannuel d’Investissement) adopted by EDP in 2021, amounting to €490 million

(EDP, 2021b). A sizable share of that investment plan (€250 million) is dedicated to
the renewal of infrastructure. Half of this plan is covered by self-financing, €130 million
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Figure 6. ‘Rate of return’ of the Paris water network compared with the French average.
Source: SISPEA
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by EIB lending, and €10–15 million by AESN. But the project as a whole has broader
goals than just infrastructure renewal, with the project aiming at ‘securing and improving

445the production and distribution of drinkable water in the city of Paris, including
measures for improving the energy performance of the network and measures for
adaptation to climate change’ (EIB, 2020, n.p.).

The manner in which EDP secured EIB lending is a testimony to the diversity and
abundance of funding sources for large public utilities within the French water financing

450ecosystem. According to EDP interviewees, the water operator ‘had a choice between
using a tender-like mechanism, or go check the market’. They chose the latter and found
that public lenders offered lower interest rates and longer term loans. An interviewee
with the CDC (which offers dedicated loans to water infrastructure investments mostly
targeting small utilities and local governments) emphasized that borrowers decide who to

455borrow from. And since the EDP wishes to invest in longer term projects, that makes the
CDC’s shorter term loans less attractive. Interestingly, the sizable contribution of AESN,
which was mentioned to us by EDP management as a complement to EIB loans towards
the funding of their investment programme, was not viewed as such by AESN manage-
ment. Sandrine Rocard of the AESN argued that the subsidy was a ‘normal’ activity.

460While (large) French public utilities have abundant funding options, they are also
subject to strict legal constraints on the use of credit. Article 1612 of the Code Général des
Collectivités Territoriales (the French legal compendium for laws pertaining to local
government), introduced in 1996, prohibits budget deficits for local governments as
well as local public establishments such as EDP. In addition, the law prohibits borrowing

465to finance deficits in the operating budget.
One concern that interviewees from financial institutions raised was that EDP has

relatively low water prices, which may impact on their access to external funding for
future infrastructure investments. These concerns echo a common mobilizing frame that
justifies preference for private providers:

470Poor public sector management practices combined with high rates of urban growth and
limited access to capital led to the ‘three lows’ that are often associated with public services:
low rates of cost-recovery, low productivity, and ultimately low service quality and coverage.
(Spronk, 2010, p. 157)

Indeed, private investors and lenders in the water sector, supported by international
475financial institutions and bodies such as the OECD generally require full cost recovery

backed by sufficient water tariffs that can contribute to loan repayment. This orientation
is also displayed by multilateral public development banks such as the EIB.

According to the EIB Financial Statement for 2020, ‘EIB’s lending remains focused on
its public policy goals, which are aligned with the EU political priorities’ (EIB, 2021,

480p. 11). Given its large borrowing on capital markets, the EIB balances its public policy
focus with a concern for credit risk and profitability. As it reports in its 2020 financial
statements:

The Bank’s high credit standing is key to its business model. Therefore, the EIB only accepts
taking credit, market and liquidity risk in line with its risk appetite and public mission. By

485pursuing a prudent financial policy, the Bank seeks to self-finance its growth in the long
term. (EIB, 2021, p. 11)
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The EIB further specifies that:

[a]s the EU bank, the EIB’s mission is to invest in viable projects that deliver on the EU’s
policy objectives, as stipulated in Article 309 of the Treaty on the Functioning of the

490European Union. Projects financed need to satisfy strict economic, technical, environmental
and social standards and are subject to careful due diligence and sound risk management
practices. (EIB, 2021, p. 12)

These priorities have been translated into a set of guidelines specifically dedicated to
financing water projects (EIB, 2017).

495The 2017 guidelines emphasize the need for water investment projects to be financially
sustainable (i.e., ‘financial flows that allow for capital expenditure repayment as well as
payments for maintenance and operational expenditure’), adding that ‘[w]hile it needs to
take affordability into account, tariff-setting policy is essential to ensure financial sustain-
ability’ (EIB, 2017, p. 8). These lending guidelines spell out the EIB’s preferences on two

500crucial aspects of water financing: cost recovery and the role of tariffs. Concerning cost
recovery, the EIB (2017, p. 9) states that:

The main rule for EIB-financed projects is that they should ideally be self-financing. They
may therefore need to be accompanied by an equitable cost-recovery plan underpinned by
a credible institutional and management framework showing the projected revenues asso-

505ciated with the project and how these revenues will be used to pay for the capital expenditure
and for the operational costs associated with the investment. For projects with high positive
externalities and when affordability is a general issue, revenue can come from a combination
of tariffs, taxes and transfers (so-called ‘3Ts’). However, in all cases it is expected that
revenues from beneficiaries should at least cover operational and maintenance expenditure.

510Furthermore:

Keeping tariffs low for all consumers may result in a vicious circle of underfunded service
providers, insufficient investment, and deteriorating infrastructure and services that further
reduce the benefits that users receive from them, thereby reducing their willingness to pay.
(EIB, 2017, p. 8)

515In our interviews, EIB staff voiced a similar emphasis on financial sustainability and
the contribution of tariffs to cost recovery. Marco Beros, for example, warned that low
prices should not be seen as a good thing: ‘I don’t like this emphasis on [low] prices;
prices can say anything’ (interview). He emphasized that one of the challenges with
regulation in the water sector is that infrastructure is generally underground and not

520visible. Operators can decide to under-invest to keep water tariffs low, to the detriment of
the sustainability of the network and ‘future generations’ in particular. Beros went on to
argue that while the performance of the Paris water network is good compared with other
French networks (in terms of low percentage of non-revenue water through leaks), it
pales in comparison to large cities in other countries, such as Tokyo or Berlin.

525Neither the issue of tariffs nor financial sustainability, however, were mentioned as
problems in the loan appraisal process or the negotiations between EDP and EIB. As all
interviewees emphasized, EDP has a very low level of indebtedness and is financially
sound – as confirmed by the regional audit commission (Chambre Régionale des
Comptes Île de France, 2017). EDP’s total indebtedness amounted to €52.69 million at

530the end of 2020, with a potential debt extinction time of 0.8 years, well below the seven-
year ceiling set in the City of Paris guidelines or contrat d’objectifs (EDP, 2021a, 2021b).
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Interestingly, while one of the EIB interviewees cast doubt on low levels of debt, arguing
that in many French public utilities a reluctance to finance through debt has been
a reaction to fiscal crises that municipal governments have experienced during the

5351980s, the question was not explicitly mentioned in the Paris case. In other words,
EDP’s low indebtedness was treated by our interviewees at EIB as a sign of virtue rather
than short-sightedness. In addition, EDP is considered ‘lucky’, in the words of EDP
interviewees, in that there is a lag between the time where EDP receives income from
water users and when it makes payments to other entities. This means that it has enough

540cash flow (€50 million on average) to face its operational expenses without any need for
external bridge funding.

Conclusions: public banks and ‘extended’ cost recovery

EDP’s ability to maintain low water tariffs is related to cost-savings associated with
remunicipalization and thanks to the cost advantages afforded by the nature of the

545dense network of built infrastructure. The democratic governance structure that was
created as part of the remunicipalization process helps stabilize water prices. As Anne Le
Strat emphasized in an interview, while some may assume that civil society representa-
tives will always want lower prices for services her experience at EDP suggests the
opposite. When citizens are empowered with consultative authority and provided accu-

550rate information, they will also vote to protect the long-term health of the resource. For
example, she mentioned a debate over tariffs in 2009 within the Municipal Water
Observatory in which many representatives emphasized that water prices should not
be set ‘too low’. As she noted, ‘we can still have collective intelligence if we rely on the
collectivity to make decisions’, provided that citizens have access to accurate information.

555The constant decline in water consumption, however, raises issues for the sustain-
ability of EDP’s business model in the medium- and long-run. Public auditors have
observed that EDP water revenues are steadily falling. Such decline accelerated in 2020
because of the pandemic (a 9.8% decrease in water consumption compared with a year
earlier). The resulting drop has not yet represented a serious challenge for the financial

560health of EDP. In 2020, EDP reported €298.7 million in operating revenues (mostly
accruing from the sale of drinking water) and €285.8 million in operating costs, for an
overall net revenue of €12.9 million (Observatoire de l’Eau, 2021). Notably, financial costs
(interest paid) are extremely low due to the low indebtedness of EDP: less than
€0.9 million in 2020, down from €1 million the previous year. EDP did not borrow

565funds for the whole of 2020.
The board of the Municipal Water Observatory has mentioned the potential chal-

lenges facing EDP in the future due to the potential ‘scissor effect’ of concomitant
decrease in revenues and increase in costs. The same scissor effect is explicitly mentioned
in EDP’s 2020 Annual Report (EDP, 2021a). For this reason, the Board of the

570Observatory has called for increased attention to be paid to current expenditure.
Notably, however, no reference has been made in this context to EDP’s funding, apart
from a reference to a possible re-discussion of water prices in 2023.
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In any case, this potential threat to EDP’s business model (and financial sustainability)
has not raised any alarms within the EIB, demonstrating that the sheer size of EDP, the

575strong performance of the Paris water network, and EDP’s low level of indebtedness all
contribute to a smooth financial relationship between EIB and EDP.

Contrary to the expectations of supporters of private water management, the remu-
nicipalization of the Paris water network management and water distribution has not led
to either significant under-investment or financial troubles. Instead, EDP has managed,

580simultaneously, to decrease water prices and keep them low while initiating a vast
investment programme funded, in large part, by a loan from the EIB.

Importantly, the functioning of the French financial ecosystem – in particular its
components organized around the water basin agencies – is predicated upon the de facto
notion of extended cost recovery, that is, the idea that cost recovery may occur at the

585water basin level rather than within single entities or water utilities. This implicit view
builds on the ‘water pays for water’ principle, which is especially important for smaller
water operators (both private and public) in more challenging environments than the one
EDP finds itself in. In fact, AESN loans were the sole source of external funding EDP used
for its first ten years of existence.

590Within this context, a national public bank, the CDC, played a subsidiary role in both
privatization and the return to public control. As mentioned above, CDC had a limited
involvement in water remunicipalization at its inception, when acting as an agent of the
French state to steer the complex merger that led to the creation of one integrated public
water utility. Rather than elective affinities between two virtuous models of service

595delivery (i.e., patient capital combined with public services) or, on the contrary,
a vicious ‘political’ circle in line with mainstream economists’ expectations (with captive
public banks compounding inefficient public utilities) (see Marois, 2021, for a description
of these two conceptions), the case of water remunicipalization in Paris shows an
occasional alignment of interests and missions between the public water operator and

600a public bank, which implicitly builds on the extended cost recovery principle.
As argued above, however, this ‘extended’ cost recovery principle owes much to the

peculiar public-centred organization of water service delivery in France (that is, a robust
system of public financing of operators both public and private), which was long
obfuscated by the towering presence, among water utilities, of large private multinational

605companies. Paradoxically, it is precisely when this domination has been challenged,
thanks to the remunicipalization movement, that the first cracks in the French water
financial ecosystem have appeared. The austerity-oriented central government is also
beginning to squeeze the water basin agencies, threatening to skim off their revenues in
its efforts to cut costs and to finance other environmental policies thus encroaching upon

610the financial autonomy that for decades characterized the management of water basins
(Barraqué & Laigneau, 2017).

In sum, this case provides some useful lessons for future analyses of the role of public
banks in remunicipalization processes in advanced economies. First, the alignment of
interests between different public actors (public water utilities, public banks) is not given

615but can be constructed over time. Here, third parties (e.g., other public actors, such as the
French water basin agencies) or other outside mechanisms (e.g., regulatory environ-
ments, water policy) have an important role to play to ensure the suitability of public
banks’ investment plans for public water utilities. For example, the widespread
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acceptance of the cost-recovery principle does not imply one type of financial strategy
620and funding structure. In fact, the French case shows, ceteris paribus, the possibility and

feasibility of water basin-level cost recovery. Second, the investment plans of operators
must include appropriate cost recovery policies that seek to protect the quality of the
service, stabilize the prices of services and achieve intergenerational solidarity, balancing
the rights of current users with the need to protect water resources and adapt to climate

625change, especially for future generations. In this respect, public banks such as the EIB
have an important role to play in helping to achieve this balance by providing ‘patient’
finance to make the necessary long-term investments without sharp hikes to the water
bill.

Notes

6301. Source: AESN, https://www.eau-seine-normandie.fr/.
2. Source: EIB, https://www.eib.org/fr/index.htm/.
3. Source: CDC, https://www.caissedesdepots.fr/.
4. Source: CDC, https://www.caissedesdepots.fr/.
5. According to data collected by the Office Français de la Biodiversité. The greater increase of

635wastewater prices (relative to drinking water prices) is in line with national trends and
reflects, among other criteria, higher taxes and more stringent regulations.

6. This followed a previous €263 million five-year investment plan launched by one of EDP’s
predecessor entities, the SAGEP, in 2007.

7. For information, the regional audit committee mostly explained this superior performance
640by the ‘gravitational’ nature of the network infrastructure, which lowers exposure of the

network to leakage risks (Chambre Régionale des Comptes d’Île de France, 2014).

Disclosure statement

No potential conflict of interest was reported by the authors.

645ORCID

Olivier Butzbach http://orcid.org/0000-0001-6891-3613
Susan Spronk http://orcid.org/0000-0002-8614-3031

References

650Barraqué, B., & Laigneau, P. (2017). Agences de l’eau: Rétrospection prospective. Annales des
Mines-Responsabilite et environnement, 3(87), 114–120. https://doi.org/10.3917/re1.087.0114

Bauby, P., & Similie, M. (2013). La remunicipalisation de l’eau à Paris – Etude de cas. Working
Paper. CIRIEC N° 2013/02.

Bose, S., Dong, G., & Simpson, A. (2019). The financial ecosystem. Palgrave Macmillan.
655Butzbach, O. (2006). Varieties within capitalism? The modernization of French and Italian savings

banks. In Perspectives (Vol. 54). World Savings Bank Institute.
Butzbach, O. (2016). The evolution of organizational diversity in banking: Savings banks’ con-

solidation and sector coordination in France and Italy, 1980–2012. Organization Studies, 37(4),
565–589. https://doi.org/10.1177/0170840615604499

660Chambre Régionale des comptes d’Île de France. (2000, septembre 7). Observations sur la gestion
de la production et de la distribution de l’eau potable et non potable à Paris. CRC.

768 O. BUTZBACH AND S. SPRONK



Chambre Régionale des Comptes d’Île de France. (2014). Régie Eau de Paris. Exercice 2009 et
suivants. Rapport d’observations définitives et sa réponse. CRC.

Chambre Régionale des Comptes Île de France. (2017). Rapport sur Eau de Paris. CRC.
665Clifton, J., Díaz-Fuentes, D., & Gómez, A. L. (2018). The European Investment Bank:

Development, integration, investment? JCMS: Journal of Common Market Studies, 56(4),
733–750. https://doi.org/10.1111/jcms.12614

Crédit Agricole. (2021, February 12). La BEI et le Crédit Agricole joignent leur force pour booster
l’économie dans les territoires. CréditAgricole.info. https://www.creditagricole.info/fnca/ca11_

6701324697/la-bei-et-le-credit-agricole-joignent-leur-force-pour-booster-l-economie-dans-les-
territoires?portal=esn_5749

Eau de Paris. (2020). Rapport Annuel. EDP.
Eau de Paris. (2021a). Rapport Annuel. EDP.
Eau de Paris. (2021b). Financial Statement 2020. EDP.

675European Investment Bank (EIB). (2017). EIB water sector lending orientation: Strengthening water
security. EIB.

European Investment Bank (EIB). (2020). All projects. https://www.eib.org/en/projects/pipelines/
all/20200262

European Investment Bank (EIB). (2021). Financial Statement 2020.
680European Investment Bank (EIB). (2022). All projects. https://www.eib.org/en/projects/all/index.

htm?q=&sortColumn=statusDate&sortDir=desc&pageNumber=0&itemPerPage=25&page
able=true&language=EN&defaultLanguage=EN&=&or=true&yearFrom=1959&yearTo=
2021&orStatus=true&orRegions=true&orCountries=true&orSectors=true

Finance in Common. (2021, July). The role of National Public Development Banks in financing the
685water and sanitation SDG 6, the water related goals of the Paris Agreement and biodiversity

protection. IRC. https://www.ircwash.org/sites/default/files/global_study_role_of_national_pub
lic_development_banks_in_financing_the_water_and_sanitation_sdg_6_online.pdf

Kishimoto, S., & Petitjean, O. (Eds.). (2017). Reclaiming public services: How cities and citizens are
turning back privatisation. Transnational Institute (TNI). Multinationals Observatory, Austrian

690Federal Chamber of Labour (AK), European Federation of Public Service Unions (EPSU),
Ingeniería Sin Fronteras Cataluña (ISF), Public Services International (PSI), Public Services
International Research Unit (PSIRU), We Own It, Norwegian Union for Municipal and General
Employees (Fagforbundet), Municipal Services Project (MSP) and Canadian Union of Public
Employees (CUPE)

695Le Strat, A., & Menser, M. (2022). Democratizing public services. Rosa Luxemburg Foundation.
https://rosalux.nyc/democratizing-public-services/

Marois, T. (2021). Public banks: Decarbonisation, definancialisation, and democratisation.
Cambridge University Press.

McDonald, D. A. (2018). Remunicipalisation: The future of water services? Geoforum, 91, 47–56.
700https://doi.org/10.1016/j.geoforum.2018.02.027

McDonald, D. A., Marois, T., & Barrowclough, D. (Eds.). (2020). Public banks and covid-19:
Combatting the pandemic with public finance. UNCTAD, MSP. https://unctad.org/fr/node/
32953

McDonald, D. A., Marois, T., & Spronk, S. (2021). Public banks + public water = SDG 6? Water
705Alternatives, 14(1), 117–134. https://www.water-alternatives.org/index.php/alldoc/articles/

vol14/v14issue1/606-a14-1-1/fil
Montginoul, M. (2013). La consommation d’eau en France: Historique, tendances contempor-

aines, déterminants. Sciences Eaux & Territoires, 10(1), 68–73. https://doi.org/10.3917/set.010.
0011

710Observatoire de l’Eau. (2021). Délibération 2021-027 of the Board of Directors.
Organisation for Economic Co-operation and Development (OECD). (2020). Financing water

supply, sanitation and flood protection: Challenges in EU member states and policy options.
OECD Studies on Water. https://doi.org/10.1787/6893cdac-en

WATER INTERNATIONAL 769



Petitjean, O. (2017). Remunicipalisation in France: From addressing corporate abuse to reinvent-
715ing democratic, sustainable local public services. S. Kishimoto & O. Petitjean Eds., Reclaiming

public services: How cities and citizens are turning back privatisation. (24–33). Transnational
Institute (TNI). Multinationals Observatory, Austrian Federal Chamber of Labour (AK),
European Federation of Public Service Unions (EPSU), Ingeniería Sin Fronteras Cataluña
(ISF), Public Services International (PSI), Public Services International Research Unit

720(PSIRU), We Own It, Norwegian Union for Municipal and General Employees
(Fagforbundet), Municipal Services Project (MSP) and Canadian Union of Public Employees
(CUPE)

Pigeon, M., McDonald, D., Hoedeman, O., & Kishimoto, S. (Eds). (2012). Remunicipalisation:
Putting water back into public hands. Transnational Institute.

725Pigeon, M. (2012). Une eau publique pour Paris: Symbolism and success in the heartland of private
water. In M. Pigeon, D. A. McDonald, O. Hoedeman, & S. Kishimoto (Eds.),
Remunicipalisation: Putting water back into public hands (pp. 24–39). Transnational Institute.

Spronk, S. (2010). Water and sanitation utilities in the global south: re-centering the debate on
efficiency. Review of Radical Political Economics, 42(2), 156–174. https://doi.org/10.1177/

7300486613410368389
Spronk, S., & Sing, E. (2019). The struggle for public water in Marseilles, France. Water

Alternatives, 12(2), 380–393. https://www.water-alternatives.org/index.php/alldoc/articles/
vol12/v12issue3/532-a12-2-15/file.

UNEP. (2015). Options for decoupling economic growth from water use and water pollution. Report
735of the International Resource Panel Working Group on Sustainable Water Management.

Valdovinos, J. (2012). The remunicipalisation of Parisian water services: New challenges for local
authorities and policy implications. Water International, 37(2), 107–120. https://doi.org/10.
1080/02508060.2012.662733

Appendix A: Semi-structured interviews

Name Title Organization Date

Anne-Marie
Iltis

Project Manager, Loan Directorate Caisse des dépôts et
consignations (CDC)

18 February 2020

Rodolphe
Masson

Manager, Public Sector Unit, Loan Directorate CDC 18 February 2020

Estelle
745Desarnaud

Assistant General Director Eau de Paris (EDP) 8 June 2021

Benjamin
Gestin

General Director EDP 8 June 2021

Marco Beros Head Engineer, Water Division European Investment Bank
(EIB)

2 September 2021

22 April 2022
Stéphane
Dechristé

Public Sector Relations Officer EIB 2 September 2021

Shirly
Moussaron

Business Manager EIB 2 September 2021

Rodolphe
750Ullens

Business Manager EIB 2 September 2021

Sandrine
Rocard

Director General Seine-Normandie Water
Agency (AESN)

22 October 2021

Anne Le Strat Former Deputy Mayor of Paris (2008–14) and
Chairperson (2010–14)

EDP 8 February 2022
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10funds. Being owned by municipalities and designed to serve them,
Ilbank is unique in Turkey’s banking sector in terms of financing
water provision. However, the potential of Ilbank to expand its role
is limited due to recent revisions of its mandate, the attempts to
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Introduction

As seen during the Covid-19 pandemic, public banks may implement counter-cyclical
policies and credit campaigns, whether or not planned, to mitigate the impacts of

20financial volatility (McDonald et al., 2020). However, the uses of public banks depend
on political projects and social struggles, which in turn influence the intensity and
duration of crises as well as the direction of economic development. Thus, despite
being crucial for managing financial risks and expanding the fiscal room, public banking
is always contested (Marois, 2022). Since the 2008–09 financial crisis, the question of how

25to use public financial capacity amid low rates of growth and climate crisis has renewed
interest in public banking. In some countries and regions, this policy debate is even more
complex due to the varied uses of public banks for political and economic projects.

Since the 2000s, Turkey’s public banks have faced various social pressures, with the
ruling elites using them to maintain the social bloc that they helped to cement at the

30turn of the century. A social bloc means a convergence of social forces and groups,
based on cross-class alliances and aiming to advance particular accumulation strategies
(Schedelik et al., 2021). In Turkey, public banks have been used to address the demands
of various social groups and capital owners, supporting the ruling party and benefiting
from state support. Still, public banks can and do serve the public purpose. One such

35public service is financing public water provisioning. As a crucial player in Turkey’s
water sector, Ilbank exemplifies the significance of institutional legacy and context for
evaluating public banks’ actions. The Ilbank case also supports a perspective on public
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banks that stresses how their various uses are the outcome of the interplay of the
interests and power of different social groups and classes (Marois, 2021; Marois &

40Güngen, 2016).
This article examines public water sector networks in Turkey and explains how

water provisioning is financed. I argue that, because it is irreplaceable in the municipal
support system, Ilbank has played and continues to play a crucial role in financing
water provision. As it is not possible for many municipalities to access cheaper water

45loans without Ilbank and there is no other effective mechanism devised, Ilbank’s
position has remained strong. However, the potential of Ilbank to expand its role is
limited due to recent revisions to its mandate and due to the Erdoğan administration’s
attempts to divert Ilbank’s resources for urban real estate development. This may lead
to stagnation of water loans despite the challenges in the water sector amid the climate

50crisis. The undemocratic governance structure of Ilbank enables the central govern-
ment’s abuse of the bank. Four of the six members of Ilbank’s board of directors are
appointed by the Ministry of Environment, Urbanization and Climate Change, giving
disproportionate power to the ministry, not the municipalities, in taking the major
decisions regarding the bank’s resources, loan extensions, and the maturity and the

55interest rates of the loans. Given mounting concerns over the politicized and pragmatic
interventions of the Erdoğan administration and the new presidential system with
centralized powers of the executive (Akçay, 2021; Tuğal, 2022), this creates opportu-
nities to abuse Ilbank’s public purpose.1

In this study, I explore the role of Ilbank in Turkey’s public water financing. I argue
60that a reformed and democratized Ilbank could better channel more of its resources to

water and sanitation infrastructure, advance its already existing capacity and be a crucial
player in building an integrated water and sanitation system (WSS) management for
Turkey. This paper is the first study of Ilbank to provide a critical analysis of public water
finance in Turkey, revealing how Ilbank works concretely and the kinds of challenges that

65lie ahead for Ilbank functioning according to public purposes.
This study is based on an extensive review of Ilbank’s annual reports, legal regulations

and academic studies of Turkey’s water sector. In addition, I draw on available data on
Ilbank’s operations and conducted seven structured interviews in 2021 with experts from
Ilbank and with project managers from the State HydraulicWorks and water operators to

70document Turkey’s water sector relations. The following section reviews Turkey’s public
water provision system and explains the role of water operators and their financing
mechanisms. This is followed by a brief review of public banks and their market-oriented
restructuring in the 21st century. The fourth section explains Ilbank’s institutional
structure, its contribution to public WSSs and the challenges. I also discuss the limits

75of Ilbank’s actions and the potential for better water sector finance before concluding
with a summary of the study’s main findings.

Public water and financing water provision in Turkey

Responsibility for water provisioning and WSS in Turkey is divided between the State
Hydraulic Works (Devlet Su Işleri – DSI) and the municipalities. The former focuses

80on constructing and operating rural water networks, whereas the latter oversee urban
water infrastructure and provision.
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Currently, all WSSs in Turkey are publicly owned and operated (interviews 1–7; for
details on the interviews, see Appendix A). However, there are past examples of the
transfer of water systems management to the private sector and WSS management

85services can be undertaken by the private corporations according to law.2 Founded in
1953, DSI is responsible for constructing and managing large-scale irrigation systems and
water infrastructure. It is funded from the central budget and focuses on the infrastruc-
ture necessary for agricultural irrigation, hydroelectricity production, flood prevention
and drinking water systems. As the institution for building water infrastructure in non-

90urban areas, DSI is also charged with building facilities for wastewater treatment.
However, it plays no role in urban water networks (Law no. 1053; Law no. 6200, cf.
Kibaroğlu, 2020). According to one interviewee, DSI brings the water infrastructure to
the door of municipalities and water and sewerage administrations (WSAs), and it is the
task of urban authorities to organize water provision in their jurisdiction and maintain

95the urban network (interview 3).
DSI may transfer the management of some irrigation systems to irrigation associa-

tions, which are public legal entities in charge of irrigation systems in rural areas (Law
no. 6172). These associations sign a protocol with DSI, collect fees from users, primarily
farmers, and maintain secondary and tertiary canals. These irrigation systems are impor-

100tant because most drinkable water in Turkey is used for agricultural irrigation. DSI
authority was imposed on these irrigation associations in 2018 (Law no. 7139), and they
can be abolished by the Ministry of Agriculture and Forestry if DSI recommends it
(Kibaroğlu, 2020).

All municipalities are legally obligated to supervise urban water networks, maintain
105the water system serving the residents and monitor wastewater discharge (Law no. 5393).

Metropolitan municipalities (30 large cities, including the most populated ones such as
Istanbul and Ankara) perform these tasks through their WSAs, which receive 10% of the
funds transferred by the central government to metropolitan municipalities from the
general budget (Law no. 2560; Alıcı, 2020, p. 249).3 However, this transfer provides only

110a minuscule portion of their revenues, which comes almost entirely from charges
collected from users (Pehlivan, 2019, pp. 160–161; see also Yılmaz & Çelik, 2016, for
the case of Istanbul). Since water administrations and municipalities largely pass on the
investment and maintenance costs to the users, water remains expensive in Turkey
despite being publicly provided.

115Metropolitan municipalities and their WSAs finance water sector investments from
revenues, money borrowed on international markets and from Ilbank loans. More
than 90% of Turkey’s population lives within municipalities with sewerage systems
and over 78% lives in municipalities with wastewater treatment facilities (Turkstat,
2021). This implies that there is a need to construct more WSSs within municipal

120jurisdictions and that there is a growing demand for the renovation of water networks
(interview 4). Under these circumstances, there emerged a striking difference between
the biggest municipalities with large, established WSAs, such as Istanbul and Ankara,
and smaller municipalities (including new metropolitan cities such as Balıkesir and
Mardin, which were promoted to this status in 2014 with other 12 municipalities).

125Smaller municipalities and the WSAs of smaller urban areas lack sufficient funds to
undertake new investments to meet the demand for new water systems and renova-
tions (interviews 2 and 5).
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As the primary credit institution providing loans for water infrastructure investment
in Turkey, Ilbank is crucial for small and medium-sized metropolitan areas. Because of its

130mandates and unique structure within Turkey’s public banking universe,4 Ilbank has
been one of the least affected public financial institutions during the governments’
restructuring and privatization efforts in the early 21st century (explained below).
Founded in 1933, Ilbank’s original name was Municipalities Bank. During the 1930s,
Turkey’s administrative structure prevented the bank from extending loans to villages

135and newly urbanized areas. In 1945, the bank was renamed Ilbank (or Iller Bankasi) and
reorganized to serve all levels of local administrative bodies (Ilbank, 2020). There are two
other public development banks besides Ilbank in Turkey: Eximbank (established in
1987) and Development and Investment Bank (established in 1975). Both belong to the
Ministry of Treasury and Finance. Eximbank aims to increase foreign exchange revenues

140by supporting exporters, and the Development and Investment Bank describes its mis-
sion as contributing to the developmental efforts and structural transformation of the
economy. Unlike these two public banks, Ilbank is owned by municipalities and provin-
cial administrations in Turkey. As a public development and investment bank, its legally
set objectives include meeting the financing needs of special provincial administrations

145and municipalities, developing investment projects for municipal and local services,
providing consultancy and assistance for municipalities, and performing all sorts of
services related to development and investment banking (Law no. 6107).

Given this mandate, Ilbank serves as a consultant in various infrastructure projects
conducted by municipalities. It is also an intermediary for accessing international

150funds. Being owned by municipalities and designed to serve them, the institutional
context and its mandate make Ilbank unique in Turkey’s banking sector in terms of
financing water provision. According to one interviewee, there appears to be no
competition in public water finance: ‘No one can compete since no one dares to
lend more cheaply!’ (interview 1). Ilbank’s position within the financial system and its

155place in water finance contradict the Maximizing Finance for Development strategy of
the World Bank and the predominant approach of the international financial institu-
tions in WSS finance (McDonald et al., 2021) because Ilbank’s support for small and
medium-sized metropolitan areas in Turkey discourages the development of private
water finance and the flourishing of blended finance options, which combine public

160loans and grants with private capital flows. However, Ilbank’s unmatched support to
the municipalities and the set of relations between them are not fixed. It collaborates
with various international financial institutions and the demands of municipalities,
and the way Ilbank’s mandate has been interpreted by political authorities plays a
considerable part in shaping bank actions.

165Figure 1, which outlines public water finance in Turkey, illustrates the many simulta-
neous roles that Ilbank plays in supporting municipal services and investment. These
municipal functions are unmatched by the other banks, public or private, in Turkey.
Regarding the division of labour mentioned above, there is no legal mandate for Ilbank to
prioritize support to certain local administrative bodies. The support by Ilbank in the

170water sector partly depends on demand frommunicipalities andWSAs. Prominent water
operators have accumulated significant expertise in project management and can employ
highly educated professionals. These older WSAs retain some autonomy from their
metropolitan municipality and have developed the capacity to borrow from other
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national and international institutions. Generally, smaller municipalities and WSAs find
175it much easier to access water infrastructure funds via Ilbank than via international

financial markets. In contrast, large WSAs rely less on Ilbank support because they can
access international markets independently and have a sustainable if not perfect fiscal
structure (Pehlivan, 2019). The bank’s technical support is also crucial for smaller and
recently founded WSAs. The interviewees explained this difference by citing the lack of

180project management expertise in smaller municipalities and newWSAs (interview 2) and
the bank’s invaluable technical support, which cannot be accessed otherwise (interview 5).
Smaller scale administrations moreover access long-term credit more easily via Ilbank.
Consequently, Ilbank continues to occupy the key position in public water finance for
many actors within the sector.

185Ilbank’s key role in public water finance is accepted as almost natural because it is
owned by the municipalities and special provincial administrations. However, as the
interviews with experts from Ilbank, WSAs and DSI show, it is not a natural outcome.
Rather, Ilbank’s involvement in water finance has been contested both in the recent past
and currently. Before proceeding to this point, however, I will first position Ilbank within

190Turkey’s public banking universe.

Turkey’s public banking universe and Ilbank

The institutional content, activities and evolution of Turkey’s public banks have largely
depended on historical political projects. Most public banks in Turkey were founded to
support the industrialization programme of the newly established republic after 1923.5

195Throughout the 20th century, the Turkish public banks primarily operated within
a developmentalist framework and supported capital groups and various social groups,
such as peasants, artisans, and small and medium-scale enterprises following the transi-
tion to multiparty democracy (in the period from 1945 to 1950) and through the
implementation of import substitution industrialization strategy in the 1960s (Türkiye

200Bankalar Birliği (TBB), 1999). Historically, ‘public banks have helped to produce, stabi-
lize, and reproduce otherwise exploitative capital-labour relations in Turkey, if not
without unintended consequences’ (Marois & Güngen, 2016, p. 1304).

Following the authoritarian transition to neoliberalism in the 1980s and the capital
account liberalization in 1989, the new accumulation strategy resulted in boom–bust

205cycles. At the same time, the policymakers started to rely on public banks to mitigate
Turkey’s fiscal problems. The consequence of their preference was the accumulation of
duty losses in the late 20th century, which was a crucial factor in Turkey’s financial crisis
of 2001 (Marois & Güngen, 2016). Duty losses are mandated financial losses assumed by
public banks while supporting various government programmes and via lending cheaply.

210Prior to the 2001 financial crisis, duty losses did not have to be paid by the government in
advance. As a result, Turkish authorities allowed the public banks to accumulate unpaid
duty losses, and this increased the risks facing public banks in the late 1990s (which
contributed to the 2001 crisis).

After the 2001 financial crisis, the government restructured Turkey’s public banks as
215market-oriented, profit-seeking financial institutions, further undermining their public

interest mandates (Marois, 2012, pp. 172–177; Marois & Güngen, 2019, pp. 138–139).
However, the restructuring did not result in wholesale bank privatization despite the
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inclinations of some neoliberal economic policymakers under the first Justice and
Development Party (AKP) government (2002–07). The 2008–09 global financial crisis

220and the counter-cyclical uses of public banks further marginalized privatization attempts
since these financial institutions provided fiscal room for the ruling party (Marois &
Güngen, 2016).

As of 2022, Turkey has three public universal, three public development and three
public participation banks. The majority shares of the two biggest public banks were

225recently transferred to the Sovereign Wealth Fund of Turkey (TWF), which was
established in 2016 and has been active since 2018. The TWF aims to finance domestic
investments that upgrade the manufacturing sector’s technological level (Kayıran,
2016; Konukman & Şimşek, 2017). Though the Erdoğan administration intended the
TWF to be gargantuan, it ultimately only involved 16 corporations (including the two

230largest universal public banks, Ziraat and Halkbank), with assets transferred from the
state to the fund. President Erdoğan appointed himself as head of the TWF in 2018, and
the borrowing limits of sub-funds were abolished in 2020 (Law no. 7222) to enable the
TWF to borrow more loans and assume greater risks (Güngen, 2021). The AKP
established two public participation banks (participation bank refers to Turkey’s ver-

235sion of Islamic banks) (Ziraat Katılım and Vakıf Katılım) in 2015 to deepen Islamic
financial markets. In the 2010s, Turkey’s public banks have become more instrumental
for political projects, such as large-scale infrastructure developmental projects (Birinci,
2016). They have also been used to channel resources to capital groups with close ties to
the AKP (Turkish Court of Accounts (Sayıştay), 2020a, 2020b, 2021) and alleviate, via

240subsidized credits, the socially traumatic consequences for a considerable segment of
the AKP’s electoral base of the fluctuations of the Turkish economy (Güngen, 2020a).
In short, over the last decade, Turkey’s public banks have become the most significant
actors in crisis management and state-sponsored credit expansion. The public banks
have become the key means to meet the demands of various social groups and

245ultimately maintain the social bloc supporting successive AKP governments and,
from 2018 onwards, the Erdoğan presidential administration (Akçay & Güngen,
2022; Güngen, 2020a). As a result, their share in Turkey’s loan market increased
from around 25% in the early 2000s to over 40% by the late 2010s (Marois &
Güngen, 2016; see also Banking Regulation and Supervision Agency (2014–22) weekly

250bulletins).

Table 1. Ilbank profile.
Date formed: 1933 (took its current name in 1945)
Ownership: 100% by municipalities and provincial administrations
Assets: US$6.08 billion (2020)
Liabilities: US$3.44 billion (2020)
Return on assets: 5% (2020)
Credit ratings: long-term AAA stable/short-term A-1 stable/long-term FX BB+ stable (issued by Kobirate in 2017)
Total lending: US$4.22 billion (2020)
Ranking (by assets) in their country: 14th of 48 banks, third biggest development bank among 15 development banks
in Turkey (2020)

Percentage of market share: 0.8% of total banking assets in the country (2020)
Water and sanitation system (WSS) portfolio size: 19% of total portfolio (2019)
Green bonds portfolio size: none (2021)
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Today, the Erdoğan administration uses public universal banks for various purposes,
including corporate and household debt restructuring (Güngen, 2020a). Continuing the
growing activism of the 2010s, the administration has used them to launch credit
campaigns at reduced interest rates to stimulate the economy. The burden of income

255losses6 arising from such campaigns is paid directly by the Treasury to the public bank
incurring the losses. The new duty loss mechanism avoids undermining public banks’
credit ratings, while the cost of the campaigns is postponed to the future and gradually
converted into public debt. In recent years, including during the Covid-19 pandemic,
total duty losses from these credit campaigns swelled rapidly. However, the total amount

260of duty losses in 2020 was still less than 1% of total budget revenues (Ministry of Treasury
and Finance of Turkey, 2021), making public bank loans an effective and less costly
option to stimulate economic activity for policymakers.

Ilbank maintains its unique position among Turkey’s public development banks since,
legally, it is owned by the municipalities and provincial administrations not by the

265Ministry of Treasury and Finance. As of the end of 2021, Ilbank had a nominal capital
of 30 billion Turkish lira (TRY) (roughly US$4.3 billion), of which 22.5 billion TRY was
paid-in capital. The bank’s source of recurrent capital has always been municipal
revenues. Turkey’s Ministry of Treasury and Finance transfers each municipality’s
share of tax revenues using Ilbank infrastructure, and Ilbank adds a small part of the

270transferred fund to its reserves. In 2008, the money to be taken frommunicipal funds and
transferred to Ilbank was set at 2%. In addition, 30% of the bank’s annual returns go back
into its reserves to increase its year-on-year lending capacity. In short, Ilbank stays a mid-
sized bank (Table 1) and tries to increase its resources.

To add financial capacity, the state transfers resources to Ilbank via various protocols,
275without which the bank’s capacity would be significantly diminished. In 2019, Ilbank’s

investment programme amounted to 7.44 billion TRY (about US$1.3 billion) (loans to
municipalities, grants and resource development activities), of which 22% came through
national and international protocols. In 2020, the volume of the investment programme
was 10.6 billion TRY (about US$1.5 billion), with 32% of total resources used being

280related to national and international protocols (Ilbank, 2020, 2021).
Ilbank has been a crucial partner in Turkey for various international financial institu-

tions in providing municipal loans and grants. It has assumed the primary role in
channelling long-term funds to Turkish municipalities accessed through the World
Bank, the Japan International Cooperation Agency, the Islamic Development Bank, the

285European Investment Bank and the Council of Europe Development Bank (Fonseca
et al., 2021; Ilbank, 2022a). In recent years, the public–public collaborations in which
Ilbank participated mostly took the form of Ilbank joining real estate and urban trans-
formation projects run by the Ministry of Environment, Urbanization and Climate
Change (before October 2021, the name of the ministry founded in 2011 was the

290Ministry of Environment and Urbanization). This orientation was in line with attempts
to stimulate economic growth against the background of growing economic problems.

Even though the Turkish municipalities own Ilbank, the bank’s undemocratic govern-
ance structure provides the ministry with significant power over the use of Ilbank
resources (explained below). The AKP governments and (from 2018 onwards) the

295Erdoğan administration pushed Ilbank towards urban transformation projects.
However, Ilbank also continued to address the municipalities’ growing demand for
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services, including water finance. Thus, Ilbank’s support for public WSSs remains con-
tested, but it continued and can be used to exemplify its current role in municipal services
funding.

300Ilbank’s performance in the water sector and challenges

The slow drift of Turkey’s economy into crisis in the late 2010s dramatically reduced total
municipal revenues in real terms from 2018 onwards (Ministry of Treasury and Finance of
Turkey, 2022). Even before the 2018–19 crisis in Turkey, both metropolitan municipalities
and smaller administrations were facing difficulties accessing long-term loans for transporta-

305tion, urban renewal, sanitation and sewerage projects. There is a limit on the debt stock of
municipalities, affiliated institutions and affiliated corporations, which is calculated each year
according to annual revenues and the revaluation ratio, and officially declared. Municipalities
can also issue bonds and borrow from international financial markets for project financing.
There are no data provided by the banking sector that give the volume of loans extended to

310municipalities in Turkey. In recent years, some metropolitan municipalities have resorted to
international financial institutions for large-scale infrastructure projects mainly because they
could not get new loans fromTurkey’s public banks. Not only the economic crisis but also the
politicized approach to lending, further promoted by the Erdoğan administration in the
aftermath of the 2019 local elections, can be counted among the reasons for growing interest

315by metropolitan municipalities in international financial institutions.7

As the bank of local administrations, Ilbank hosts the municipalities’ accounts and is
their primary financial partner in accessing both international funds and domestic public
resources. It also undertakes project work for many municipal WSSs, sewerage systems,
renewable energy investments and urban transformation initiatives. Despite the Covid-19

320pandemic, for example, Ilbank finished 169 investment projects during 2020 as a partner or
as the main undertaker (Ilbank, 2021). The bank’s unique position in Turkey’s financial
system also applies to the water sector. According to the interviewees, Ilbank monopolizes
water and sanitation loans extended to smaller and mid-sized municipalities. It also
transfers the central government grants to smaller municipalities to complete their water

325infrastructure investments. There are no cases in which Turkish public banks jointly fund
water projects. Despite the lack of public–public financial partnerships in Turkey’s water
sector, Ilbank’s experience confirms the benefits of having a public financial institution
serving municipalities. Ilbank personnel emphasized the bank’s expertise in raising capital
and managing funds for municipalities (interviews 1, 2, 4 and 6). The public–public

330financial partnerships missing in the water sector can be observed in urban transformation
plans of the Erdoğan administration. In recent years, Ilbank has joined other commercial
banks in several real estate projects and signed a protocol with both the subsidiaries of
public universal banks and the TWF for infrastructural work for the Istanbul Financial
Centre, the decade-long project of the AKP to turn Istanbul into a regional financial centre

335and an alternative hub for Islamic finance (Güngen, 2019).
By 2020, Turkey had 1068 municipal wastewater treatment and sanitation facilities

(Turkstat, 2021). The Turkey Population and Health Survey (Hacettepe Üniversitesi
Nüfus Etütleri Enstitüsü (HUNEE), 2018) estimates that over 96% of the population have
access to basic drinking water services. However, this does not mean that water infra-

340structure investments will decline in future. Demand for new sanitation systems and
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maintenance and for the renewal of urban water and sewerage systems will ensure Ilbank
has a constant flow of new proposals. Ilbank tries to devise medium-term plans for the
investment schedule, though the actual number of projects financed changes according to
municipal demands. According to Ilbank’s annual report (Ilbank, 2022a), of 36 projects in

345Ilbank’s investment plan for 2022–24, 19 are in the water sector. Of 302 projects that Ilbank
completed in 2021, 63 were related to water and 39 to sewerage systems (Ilbank, 2022a).
There are no exact figures for water and sanitation-related loans for longer periods. For
2019, water and sanitation-related loans comprised 19% of Ilbank’s total loan portfolio
(Fonseca et al., 2021, p. 54). Given that more than half of its planned investments for 2022–

35024 are for the construction and maintenance of water and sewerage systems, we can expect
that the ratio will grow in the upcoming years. However, this ratio also partly depends on
the interpretation of Ilbank’s mandate by political authorities under the current structure.
As of 2021, the number of municipal infrastructure projects and buildings, unrelated to the
water sector and completed in that year, surpassed the number of water sector investment

355projects completed. Still, the water sector accounts for the largest share of the bank’s new
projects according to the investment plan (Ilbank, 2022a).

SUKAP as the flagship

Ilbank’s apparent monopoly of water and sanitation loans for smaller and mid-sized
municipalities has been consolidated by projects such as the Municipal Services Project

360and SUKAP (Water and Sewerage Infrastructure Project). The negotiations for the
Municipal Services Project between the Ministry of Development, Treasury and the
World Bank started in 2003. In the first step of the project (approved in 2005), the
World Bank provided €212 million to Ilbank. The project did not have a geographical
concentration and it aimed to increase the pace of water investments. It was followed by

365a second agreement in 2010 for €178 million. Ilbank was an intermediary between the
World Bank and municipalities. Ilbank’s borrowing in this project was backed by a state
guarantee against default. Ilbank then extended long-term credits to 14 municipalities,
which continue repayments as of 2022.

Ilbank continues to work with international financial institutions after this first
370contract, which it considered a success. The main issue in these long-term relationships

is the currency risk assumed by the bank. Though it was not a concern during the early
2010s and Ilbank presents a sound balance sheet (Table 2), currency depreciation may
become an obstacle given the 2018 currency crisis and the Turkish lira’s rapid devalua-
tion in recent years.

Table 2. Ilbank’s assets and loans, 2012–20.
2012 2013 2014 2015 2016 2017 2018 2019 2020

Total assets (US$ billions) 7.09 6.88 7.02 6.33 6.20 6.62 6.12 6.07 6.08
Total liabilities (US$ billions) 1.60 1.86 1.86 2.1 2.19 2.27 2.97 2.88 3.44
Gross loans and advances (US$ billions) 5.02 5.32 4.95 4.42 4.60 5.94 5.37 4.78 4.22
Return on assets (%) 2.43 2.39 3.38 3.32 4.08 4.21 5.81 5.22 5.00
Return on equity (%) 3.29 3.36 4.87 4.82 6.16 6.54 9.61 9.02 9.20

Source: BankFocus. Volumes of assets, liabilities and loans are derived by converting TRY data into US$ according to the
annual exchange rate data of Turkey’s Central Bank.
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375SUKAP was initiated in 2011. It is a national project addressing the water infrastruc-
ture needs of municipalities. Within the SUKAP framework, Ilbank lends 100% of
investment costs to municipalities with a population above 25,000. Notably, SUKAP
loans are exceptionally not counted as adding to municipal debt under the Law of
Municipalities. For smaller municipalities, Ilbank extends long-term credit for 50% of

380the investment cost. To cover the rest, these municipalities can obtain central govern-
ment grants transferred to the local authorities by Ilbank. By the end of 2021, SUKAP had
mobilized 13.3 billion TRY (US$1.49 billion), 41% of which was grants (Ilbank, 2022b). It
is still the flagship loan programme for Turkey’s water sector.

Challenges: undemocratic structure and fiscal squeeze

385Ilbank’s unique position in the water sector gives it significant influence. However, as
a public bank, its activities are contested, with ongoing controversies and significant
challenges. For example, during its latest reorganization (2011–12), in line with the demands
of the newly founded Ministry of Environment and Urbanization, Ilbank’s mandate was
expanded to include conducting real estate and special urban projects (Decree no. 648).

390Ilbank staff and bank experts expected that a new institution would be formed from the
bank during this period to resemble Turkey’s Mass Housing Administration (Toplu Konut
Idaresi – TOKI), infamous for its support for Turkey’s construction boom (interview 4) (see
also Doğru, 2016; Yeşilbağ, 2020). Although Ilbank has not yet withdrawn resources from
other projects, its resources could be used mainly for real estate projects if the ministry chose

395to. The ministry could do this because it appoints four of the six members of the board of
directors, and the general director is selected by the president (Okur, 2019).

The municipalities are equally represented in Ilbank’s general assembly meetings,
which might seem disadvantageous for metropolitan municipalities (Okur, 2019).
However, municipalities have no power in Ilbank’s key decision-making processes or

400budget preparation. The Erdoğan administration can postpone the loan payments or
restructure debt by its own will. Local authorities cannot harness the power of Ilbank for
their agendas if they contradict the preferences of the presidency. The current undemo-
cratic structure is designed to erect hurdles against the meaningful participation of
municipalities in the decision-making processes. Moreover, the auditors of the bank

405are appointed by the Ministry of Environment, Urbanization and Climate Change and
the Ministry of Treasury and Finance (Okur, 2019). Given Turkey’s construction sector’s
exposure to interest rates and credit crunches, the 2011 mandate change remains
a swinging pendulum. The use of Ilbank to support the construction sector creates the
risk that smaller municipalities will face difficulty accessing consultancy services and

410much-needed funds. Under these circumstances, more Ilbank resources could be
diverted to real estate projects. Initial attempts to turn the bank into a special finance
house for real estate have not succeeded mainly because the central government failed to
develop an alternative finance mechanism, while Ilbank continued to provide long-term
loans for municipal infrastructure.

415Officially, Ilbank (2021) is embracing this shift in mandate to real estate. The bank has
presented this reorientation since the early 2010s as a new way of collaborating with
municipalities and it promotes it as a form of urban transformation. Ilbank has plans to
purchase some municipal land and to work with the municipalities to design new

WATER INTERNATIONAL 781



housing projects. Ilbank presents the real estate focus as having two main objectives: first,
420to reduce financial pressure on municipal administrations; and second, to support the

urban transformation needed to prepare for natural disasters such as earthquakes
(Ilbank, 2021, pp. 26–27; 2022a, pp. 30–31). Notably, the threat of natural disasters has
long been used in Turkey to legitimize new housing projects (Saraçoğlu & Demirtaş-Milz,
2014). However, since Turkey already has one of the highest housing production volumes

425in Europe (Erol, 2019), the additionality of Ilbank support for such projects remains
questionable. More importantly, Ilbank’s turn to real estate will drain the precious
resources needed for cheap loans to construct and maintain municipal WSSs.

Another challenge resides in the Turkish state’s fiscal problems in the late 2010s. The
2018–19 crisis in Turkey and the Covid-19 pandemic slump reduced municipalities’

430revenues. The fall in municipal revenues was partly mitigated by transfers from the
central budget, while the total expenditures fell in real terms since 2018 (Ministry of
Treasury and Finance of Turkey, 2022). The fiscal squeeze faced by many local admin-
istrative bodies increased their dependence on Ilbank. At the same time, financial
volatility and Turkey’s growing public debt stock forced the Erdoğan administration to

435make municipalities pay for any increase in Ilbank’s financial capacity. The latest capital
injection to Ilbank (started in 2019) was not financed by a special bond issuance (as was
the case for the public universal banks) but by withholding some of the funds to be
transferred to local governments from the central government.

After the decision in 2019 to increase its nominal capital from18 billion to 30 billion TRY
440(aboutUS$5.28 billion at that time), Ilbank started to withhold the transfers from the central

government to local administrations. Although this capital injection strengthens Ilbank in
the medium to longer term, it is costly for municipalities and has become controversial
during theCovid-19 pandemic. In otherwords, although the capital injectionwas consistent
with the bank’s reliance onmunicipal funds as a recurrent source of capital, it appeared as if

445the municipalities were supporting Ilbank rather than Ilbank supporting municipalities
amid the economic crisis and in thefirst wave of theCovid-19 pandemic. This contrasts with
how other public banks around the world explicitly and boldly supported governments and
municipalities at the time of the Covid-19 outbreak (Barrowclough & Marois, 2022). After
a severe backlash from several municipalities and the Union of Municipalities of Turkey,

450Ilbank postponed withholding money for capitalization in 2020. During the first months of
the Covid-19 pandemic, however, Ilbank did not defer municipal loan repayments to
support the local administrations weather the pandemic. Ultimately, however, after intense
pressure from the Union of Municipalities of Turkey, Ilbank changed its policy and
postponed the municipalities’ loan repayments following a presidential decree (Güngen,

4552020b). According to Fatma Şahin, the president of the Union of Municipalities from 2018
onwards, the union applied to the Ministry and the Presidency for Ilbank’s policy change
(Karadeniz, 2020). Ilbank took the postponement decision after the negotiations between
the union and theministry, showing that the key decision-maker was not themunicipalities
and provincial administrations but the central government.

460These features remind us of both Ilbank’s crucial role in financing municipal
projects and the limits of support under an undemocratic governance structure.
These limits can be seen in water finance and support for public water investments,
and they can erode the public purpose perspective dominant in the water sector in the
medium to long term.
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465Water as a public sector task

According to all the interviewees, Ilbank, its experts and the other public actors in
water finance share a sense of public purpose. This sense of public task, however,
does not mean that Turkey lacked examples of privatization in public water provi-
sioning. There have been a few examples of the transfer of water systems manage-

470ment to the private sector in the past by either privatizing part of water and
wastewater treatment services or by providing the private sector with the right to
deliver water services and maintain the network via public service concession
agreements (Çalcalı, 2014). Currently, WSAs are able to transfer part of their
services to the private sector. However, water prices rose significantly after the

475World Bank-supported privatization efforts in a few provinces during the 1990s
(e.g., Antalya from 1997 to 2002). The experience still haunts municipal adminis-
trations, which have to consider elections and political ramifications (interviews 2
and 4). Private contractors can still participate in constructing facilities and can
even apply under certain circumstances to public banks (specifically, Ilbank) for

480loans (interview 4). Nevertheless, all the interviewees asserted that water and sew-
erage systems management is considered a public sector task.

Aside from Ilbank loans to municipalities and water administrations for urban water
investments, the DSI’s planning expertise and institutional capacity support infrastruc-
tural investments in rural areas and help water basin management (interviews 3 and 7).

485Although relations between the water administrations and DSI are not always smooth,
DSI, Ilbank and the large WSAs maintain the support for public water. Ilbank remains
active in designing water projects as it has an organic relationship with municipalities and
ties with most WSAs. However, support from both Ilbank and the local administrations
for the public water sector should not be taken for granted since there are many

490challenges. For instance, most of the municipalities do not have a climate mitigation
strategy or long-term planning.

These challenges are exemplified by the near catastrophe during the summer of
2021 in Turkey’s coastal waters. Large sections of the coastline suffered from wide-
spread mucilage and seawater pollution, which caused widespread distress to fishing

495and tourism and threatened ecological diversity (Çevre Mühendisleri Odası (ÇMO),
2021). The municipalities and marine experts are now searching for solutions to save
sea life in the Marmara and North Aegean seas. Most of the experts interviewed
argued that these regions needed to change their water sanitation and water discharge
systems and claimed that there would be several projects in the upcoming years to

500reduce marine pollution.8 Though aggravated by climate change, the mucilage was
mainly caused by inadequate sanitation systems in coastal regions and by unmoni-
tored water discharge protocols. The municipalities and the WSAs only mobilized
personnel after it became impossible to fish or swim. Ilbank has yet to lead any
projects aimed at preserving sea life in these areas. The near catastrophe, nonetheless,

505undermines Turkey’s narrative of success in developing water infrastructure, Ilbank’s
supposedly proactive stance on sustainability and Ilbank’s capacity, which the World
Bank emphasized while extending loans for sustainability-linked projects (World
Bank, 2019, pp. 53–54).
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An integrated water management system?

510There is a vast financing need, particularly in the Global South, to achieve the targets of the
United Nations’ Sustainable Development Goal (SDG) 6 (i.e., to ensure access to water and
sanitation for all) (McDonald et al., 2021). From the perspective of the international
financial institutions, the use of public financial capacity to meet the demand should be
limited to ‘pro-market additionality’ (Marois, 2021, pp. 69–70). Such a de-risking perspec-

515tive indicates the need for increasingly market-oriented public financial institutions and
state-led enabling of private sector finance (for an evaluation, see Gabor, 2021; Mertens &
Thiemann, 2018). In the water sector, however, neither private finance nor blended finance,
which combines loans and grants with private capital flows, were able to realize the desired
impact in the late 2010s (McDonald et al., 2021). Meanwhile, as evidenced in this special

520issue, public banks can directly and adequately finance public water operators and WSS
infrastructure investments. The Turkish case, too, offers noteworthy lessons regarding both
successes and failures in achieving the SDG 6 targets.

In the early 2000s, in line with its mandate, Ilbank was mobilized to collaborate with
local administrations to meet universal water supply and sanitation targets. Due to

525crucial steps that the bank has taken since then, most of Turkey’s population can now
access basic drinking water services and Turkey can claim that it has met SDG 6’s first
target by the deadline. However, it has not yet met other targets that are as significant,
such as reducing pollution, minimizing untreated wastewater discharge, protecting
water-related ecosystems and developing integrated water resources management. In

530short, Ilbank, the municipalities and ministries responsible for protecting Turkey’s water
basins and the environment have a long way to go.

As of early 2022, there are no precise estimates of the required investment and
projections regarding the water poverty that Turkey will likely face in the coming
decades. In the early 2000s, state institutions estimated that total WSS investment

535between 2007 and 2023 would reach €18 billion (about US$21.25 billion; Kalkınma
Bakanlığı, 2018). However, there has been no updated estimate of the infrastructural
gap, partly due to expected water basin management plans, which will only be completed
by 2023, according to the Ministry of Agriculture and Forestry (Tarım ve Orman
Bakanlığı, 2018), and partly due to the lack of coordination between numerous state

540branches that share responsibilities in water management.
Sustainable WSS management also remains a problem. Many interviewees were

concerned that neither non-metropolitan urban centres nor smaller local adminis-
trations could afford their WSS maintenance and operating expenses. Indeed, the
Special Committee of the Ministry of Development (Strategy and Budget Office

545under the Erdoğan Presidency) noted that some local authorities were unable to
use newly constructed WSSs due to fiscal constraints (Kalkınma Bakanlığı,
2018, p. 72).

As the need for water infrastructure and the problems mentioned above indicate,
a comprehensive mobilization of state financial resources is necessary to meet the

550remaining SDG 6 targets. In the meantime, it remains vital to increase Ilbank’s
capacity to meet the challenges, such as WSS maintenance amid upcoming water
poverty, and building an integrated water management system against the back-
ground of the climate crisis.
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Conclusions

555Though they retain remnants of a developmentalist past, Turkey’s large universal public
banks have evolved into profit-oriented institutions under neoliberalism. In recent
decades, the social content of public banking in Turkey has reflected the ruling AKP’s
pragmatic, neoliberal and authoritarian governing mentality. Due to its specific position
within the state’s financial apparatus, however, Ilbank has been affected by this transfor-

560mation in a protracted and mitigated way. The bank supports municipal projects and
provides local administrations with technical knowledge for urban projects. It also
mediates between local Turkish administrations and international financial institutions.
Ilbank’s mandate and the organization of water sector in Turkey make the bank indis-
pensable for financing water projects in urban areas.

565Various factors shape Ilbank’s functions in the water sector. Among the challenges
Ilbank faces, two of them remain particularly crucial: The main challenge in recent years
has been the AKP’s desire to reorient Ilbank towards real estate projects. The govern-
ment’s efforts have not yet wholly transformed Ilbank’s activities, so the bank’s WSS
portfolio might continue growing in the near future. The Erdoğan administration was

570also unable to replace Ilbank’s services (e.g., by privatizing water sector finance) while
maintaining municipal-level support. The Ilbank example shows that a public financial
institution can meet the demands of various actors in the water sector, access long-term
international funds on behalf of local public authorities, serve public purpose and
reinforce positive public water perception. Still, the Erdoğan administration continues

575to push Ilbank to fund new real estate projects.
The second significant challenge regarding Ilbank’s actions and possible public–public

collaborations in Turkey’s water sector comes from the perspectives supportive of private
finance in water investments. International financial institutions, with which Ilbank
cooperates, continue to emphasize blending options and call for using the public finan-

580cial capacity to de-risk private finance in the water sector.
Ilbank has the potential to play a more significant role in providing sustainable

finance, fulfil its mandate to develop new investment projects concerning municipal
services, advance its relations with water operators, and help develop integrated water
and sanitation management in Turkey. Ilbank’s current undemocratic governance struc-

585ture, however, restricts municipal participation and forms a threat to erode its public
purpose focus. This study showed that Turkey’s public financial capacity has been crucial
for increasing access to basic drinking water services in recent decades. However, there is
still a need to develop integrated WSS management to protect water resources and avoid
further pollution. Reforming Ilbank to increase the municipalities’ influence within its

590governance structure and making lending policies wholly transparent might better
prepare Ilbank for developing an integrated WSS management. It would also allow
Ilbank’s accumulated technical knowledge to be used in public–public collaborations.

Future research should address the impact of the recent economic crisis in Turkey and
the Covid-19 pandemic on the relations between the municipalities and Ilbank.

595Combined with the political survival strategies of the Erdoğan administration, the fiscal
squeeze faced by municipalities might also undermine the technical and financial support
Ilbank provides. More significantly, Ilbank will have to address the climate crisis and its
ramifications with the local administrations. The question is whether the crucial roles
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played by Ilbank in Turkey’s water sector can be advanced and an integrated sustainable
600water management system can be achieved using public financial resources. Amid

already existing and future challenges, this question extends to scholarly and political
discussions on the need to reclaim public financial institutions to make them serve public
interests in an accountable way.

Notes

6051. Turkey underwent a political regime change in 2018. The new system provides extraordin-
ary authority to the head of the executive branch. The ministers are appointed by the
president, and the council of ministers lost its previous significance. For these reasons,
I use the term ‘Erdoğan administration’, referring to the post-2018 period.

2. Article 168 of Turkey’s Constitution maintains that:
610

Natural wealth and resources shall be under the authority and at the disposal
of the State. The right to explore and exploit these belongs to the State. The
State may delegate this right to persons or corporate bodies for a certain
period. Of the natural wealth and resources, those to be explored and exploited

615by the state in partnership with persons or corporate bodies, and those to be
directly explored and exploited by persons or corporate bodies shall be subject
to the explicit permission of the law.

Following the constitution, legal regulations in the water sector enable the transfer of water
620management to the private sector for certain periods. In this vein, the public management of

water systems is not guaranteed but depends on the decisions taken by the national and local
authorities.

3. Law no. 2560 was promulgated to specify the mandate and functions of ISKI (Istanbul
WSA). In 1986, an article was added, making the regulation binding for all WSAs. Since

625then, the central government transfers 10% of the municipal funds (the money allocated to
municipalities in the general budget) to the WSA of that territory.

4. Ilbank remains unique in Turkey’s financial sector, but municipal banks and municipal
development funds can be found in various countries, notably in Europe, as illustrated in
this special issue. The mandates and capacities of these municipal banks change in accor-

630dance with the development of the financial systems and needs of local governments.
5. Halkbank (People’s Bank) was founded in 1938, and Vakifbank was founded in 1954.

Halkbank has the specific mandate of supporting industrial production by funding small
and medium-scale enterprises. Vakifbank’s mandate was to mobilize wakf (foundations
with specific purposes) resources for industrial development. Though established in 1863,

635Ziraat Bank (Agriculture Bank) was reorganized in 1924 to expand credit opportunities for
other businesses alongside supporting agricultural production.

6. After the restructuring of the banking system in 2001, duty losses arising from specific
loans and cheap credits extended to large social segments were paid by the Turkish
Treasury in the same month they were incurred and labelled as income losses until

6402021. Despite the terminological controversy, income losses were accounted for as duty
loss payments until further changes in 2020–21. They can be traced monthly in Turkey’s
budget expenditures.

7. The electoral victories of opposition parties changed the municipal landscape after the 2019
local elections in Turkey. More than half of the population lived in the municipalities

645controlled by opposition parties after 2019. However, this ratio changed dramatically in
late 2019 and 2020. A total of 48 municipalities previously ruled by the People’s Democratic
Party are now ruled by trustees appointed by the Ministry of Interior, and the tensions
between the municipalities ruled by opposition parties and the Ministry of Interior grew.
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Politicized lending and the use of grants grew in importance in recent years. In 2020, for
650example, 99% of the infrastructure projects that Ilbank transferred grants from the central

government belonged to the parties that supported the Erdoğan administration (Bildircin,
2022). In my interviews, a few experts implied that it was easier and quicker for the AKP
municipalities to access loans for infrastructural investment.

8. When asked about Ilbank’s future projects or the most pressing issues in the water sector,
655interviewees listed the climate crisis and environmental protection high on the list of

priorities (similar sustainability issues are raised elsewhere in this special issue, notably by
the Dutch Water Bank). The objectives in recent Ilbank reports have included supporting
renewable energy projects and reducing carbon emissions. However, Ilbank still lacks
a comprehensive environmental strategy, while Turkey’s municipalities are ill-equipped to

660cope with the ramifications of the climate crisis.
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Introduction

20‘May you live in interesting times’ is a meaningful, albeit apocryphal ‘Chinese proverb’,
particularly when it comes to water services and public finance. Water-related disasters
can make for interesting news, but most of us would prefer to avoid them, satisfied in the
(uninteresting) knowledge that our water and sanitation networks are safe and reliable.
The same applies to public finances. Bank collapses are the subject of breathless media

25coverage, but they can devastate people’s lives.
Our reference to public banks1 and public water operators in the Nordic region as

‘boring’ in the title of this article is therefore intended as a compliment. This is not to say
that public banks and public water operators in Finland, Sweden, Norway andDenmark are
dull or overly cautious. They are in fact fascinating institutions with much to teach us about

30how we might better use public monies to fund public water (having provided cheap and
reliable financing for safe and affordable public water services for more than 120 years). In
a world where private finance continues to disrupt, commodify and financialize every facet
of our lives, Nordic public banks and their public water counterparts have demonstrated
the potential for bold public financial interventions that resist these corrosive trends

35(Ahlers & Merme, 2016; Almeida & Hungaro, 2021; Grafe, 2020; Loftus et al., 2019).
Nordic countries have created a virtuous loop of public financing where municipalities

collectively own and manage a public bank which then provides them with the funding
they need for their public services, backstopped by their national governments. With
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shared ownership and governance, small and large municipalities have access to afford-
40able credit to help finance their water and sanitation services (WSS). The task of the

public bank is to coordinate the raising of capital and to allocate lending to municipal
water and sanitation providers (typically on terms that private banks are unable to
compete with). Testament to the effectiveness of this system is universal coverage of high-
quality and affordable public water and sanitation in the region, as well as the fact that

45there has not been a single loan default since these public banks first began operating in
1899.

But lest the situation seem too good to be true we conclude our paper with
a discussion of three challenges that public banks and public water operators in the
region face in the future. The first relates to the long-term sustainability and afford-

50ability of water supplies and how this could be affected by economic growth and
demographic diversity. The second is a network of ageing infrastructure requiring
massive investments that individual municipalities seem unwilling or unable to make
on their own, raising questions about the need for better coordination of WSS
spending at the national level. Finally, the legendary Nordic commitment to public

55ownership of essential services such as water and sanitation is not impervious to the
threats of privatization or the commercializing tendencies of corporatized public
utilities, with additional confusion around the role that public banks are allowed to
play in financing public water.

There is also the question of whether the Nordic model can be replicated in other parts
60of the world given the distinct socio-economic and political conditions of the region. We

nevertheless hope to illustrate the potential for learning from the Nordic public banking
framework by highlighting positive elements of their water–finance nexus and discussing
how some of these political and institutional features might be reproduced elsewhere.

Research for this paper consisted of extensive reviews of primary and secondary
65literature on public banks and public water operators in the region, complemented by

interviews with nine senior managers from public banks and public water operators in
Finland, Norway, Sweden and Denmark (see Appendix A).

Nordic public water

As with many countries in the world, ‘modern’ water services in the Nordic region began
70as private enterprises but were quickly municipalized due to concerns ranging from

public health to the private control of critical resources (Helgertz & Önnerfors, 2019;
Juuti & Katko, 2005). In Finland, for example, the first urban water and sewerage system
was established in Helsinki in 1876 as a private concession (the only one in Finnish
history), but quickly shifted to municipal ownership a few years later (Katko, 2016, p. 44).

75Today, virtually all WSS in the Nordic region are publicly owned and operated.2 The
vast majority are owned by municipalities, with a small but important proportion being
owned and operated by community cooperatives, notably in Finland and Denmark. This
tradition of water cooperatives is a ‘special feature of Finland’s water management’ in
particular, with more than 1400 organizations representing about 10% of the population

80(Katko, 2016, pp. 44, 131). It is also worth noting that knowledge-sharing and networking
on WSS in the region is strong and long-established – beginning as early as 1866 –
reinforcing the notion of a pan-Nordic public water model (Katko, 2016, p. 53).
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This public nature of WSS is supported by legislation. In Denmark, for example,
municipalities are legally obligated to own and operate WSS (in some rural areas water

85supply can be owned by an association of private households but these water ‘companies’
are under supervision of the municipality with regards to water quality and supply
(interview 8)). In Finland, municipalities can decide if they want private participation
in water services, but municipal governments must retain some degree of ownership and
control (as outlined in the Water Act 587/2011). The private sector has been involved in

90planning and construction, and also supplying goods and services to WSS operators, but
long-term contracts for operation have been rare (Katko, 2016, pp. 210–212). In Sweden,
water supply and sewage disposal are by law a municipal responsibility under the Public
Water and Wastewater Plant Act (McConville et al., 2017), with similar legislation in
Norway (Government of Norway, 2012).

95So too is there broad public support for publicly owned and operated WSS in the
region amongst citizens and a broad cross section of political parties (Pérard, 2009;
Hukka & Vinnari, 2007; Kimberley & Bieler, 2021). This public backing creates a self-
reinforcing loop, with successful public water services begetting further public support.
In all four of these Nordic countries WSS operate at exceptionally high standards on

100virtually every key performance indicator: access to water services is universal and
affordable (in Finland it is mandated that ‘everybody should have access to water services
[and] if a citizen is unable to pay for the services, the social security system foots the bill’;
Katko, 2016, p. 153); water services are generally reliable and water quality is high
(though not without problems in the past) (Katko, 2016, p. 148);3 and unaccounted for

105water losses are relatively low and water operations are financially efficient (Rajala et al.,
2019, pp. 149–154).

Water operators are also respected professionals, stemming in part from high levels of
vocational and tertiary training in the sector and extensive localized research on WSS.
Front line staff and managers take pride in the work they do and engage in a significant

110amount of public education and outreach, even publishing books in connection with
their utility’s anniversaries (Katko, 2016, p. 155).

It should also be noted that water operators in the region are all ‘corporatized’, by
which we mean they are owned by the municipality in which they are located, but have
separate legal status and some degree of financial and managerial autonomy from elected

115officials and other municipal entities (McDonald, 2016a). This form of ringfencing is
common with water services throughout the world but it is legislatively mandated in the
Nordic region (Torsteinson, 2019; Berge & Torsteinsen, 2021).

There are two primary reasons for this corporatization directive. The first is to provide
a degree of independence on the part of professional utility managers, allowing them to

120make day-to-day decisions about operations without political interference (although
major policy decisions must be approved or initiated by elected officials). The second
is to create stand-alone revenue and expense accounts that are separate from general
municipal finances with the aim of creating full transparency on operating costs
(Andrews et al., 2020; Bel et al., 2021). As Katko (2016, p. 133) notes with regards to

125Finnish water operators, ‘The aim has been to improve financial transparency, promote
long-term economic planning, and improve operational efficiency.’
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(Almost) covering their costs

As a result of their corporatized status, water operators in the region are required to cover
their own operating costs via user fees (i.e., fixed and volumetric charges paid by end users

130for the consumption of WSS) and are generally barred from using general municipal
taxes to cover their operating expenditures (interviews 2, 7 and 9). Expectations for
capital expenditures vary, however. In Finland, the Water Services Act ‘requires charges
for services to be such that it is possible to cover both [operating] costs and [capital]
investments in the long term’ (Katko, 2016, pp. 133, 141). In Sweden, surplus from user

135fees can be directed towards capital investments, but this is limited to depreciation costs
and borrowing costs (interview 9). In Norway user fees cannot be applied towards capital
costs; while in Denmark, capital expenditures can only be financing by borrowing.

In practice, however, there is much ambiguity as to what these cost recovery laws
mean, particularly when it comes to long-term infrastructure investments. In Finland,

140for example, water operators are allowed to make a ‘reasonable profit’ on the fees they
charge in an effort to cover capital expenses, but the legislation does not adequately
explain what is meant by ‘reasonable’ (interview 1). And since Finnish water opera-
tors are reluctant to raise prices to the levels required for adequate capital expendi-
tures most are unable to ‘fully cover their economic costs, let alone take into account

145future replacement and rehabilitation’ (Katko, 2016, pp. 133, 140). Cost recovery
legislation in Sweden is also unclear, resulting in a situation where most water
operators are unable to consider the full cost of future replacement and new invest-
ments, creating chronic underfunding in WSS infrastructure (interview 9). In
Norway, legislation requires municipalities to follow the principle of cost recovery

150on both operating and capital costs, but since ‘fees cannot exceed the necessary costs’
incurred in these sectors the actual charges tend to be much lower than what is
required to finance long-term infrastructure investments, creating major funding gaps
(EDMS, 2007, p. 15-2). Denmark, which has one of the most comprehensive volu-
metric cost recovery policies in Europe (European Environment Agency (EEA),

1552013), also struggles to raise sufficient funds for capital investments through tariffs
(DANVA, 2019).

As a result, end-user charges forWSS in the Nordic region are inadequate for the long-
term financing needs of public water operators, with the vast majority of capital expen-
ditures coming from long-term borrowing. The good news is that this borrowing is

160relatively cheap and easy to obtain, with water operators or their municipal owners
seemingly able to access whatever level of funds they require. The process is slightly
different in each country, but WSS managers simply determine their financing needs and
submit these requests to a lending institution (in Denmark this is done directly by water
operators, while in the other three countries borrowing requests are made by the

165municipalities, which bundle WSS financing together with all other municipal financing
requirements).

As we shall see, the vast majority of this borrowing is done through public banks, but
most municipalities in the region also have the option of seeking funds from private
financial institutions. In fact, Norwegian municipalities are obliged by public procure-

170ment laws to obtain comparative quotes from public and private banks, with Norway’s
Kommunalbanken also recommending that municipalities seek multiple quotes ‘to
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ensure that public money is spent in an efficient way’ (interview 6). In Denmark, water
operators have the option of seeking funds from public or private banks, but private
banks typically refrain from bidding on a loan if they know that KommuneKredit is

175involved because it is difficult for them to compete given the public bank’s high credit
rating and long history of engagement in the WSS sector (interview 7). In Finland, it is
common practice for municipalities to seek quotes from several banks (including
MuniFin), but this is not required legislatively (interviews 1 and 3). In Sweden,
Kommuninvest ‘facilitates the comparison of its quotes with those of other lenders

180[but] it is a well-known fact that the interest rates offered by Kommuninvest are normally
markedly lower than the rates that most municipalities can get from commercial banks’
(interview 5).

Nordic municipal public banks

Public banking has a long history in the Nordic region, particularly for municipal
185borrowing activities (Schmit et al., 2011). The four banks reviewed in this paper are

KommuneKredit in Denmark (founded in 1899), Kommunalbanken in Norway (1927),
Kommuninvest in Sweden (1986) and MuniFin in Finland (1989) (see Table 1). They can
all be described as ‘municipal credit institutions’ that specialize in providing financial
services to municipalities (Schmit et al., 2011, p. 8). Kommuninvest and KommuneKredit

190are collectively owned by the municipalities in their countries, while Norway’s
Kommunalbanken is fully owned by the national government. Finland’s MuniFin is
a hybrid model (53% owned by all the municipalities in the country, 16% by national
government and 31% by Keva, Finland’s local government pension fund).

Table 1. Key statistics for the Nordic municipal public banks.
MuniFin
(Finland)

Kommunalbanken
(Norway)

Kommuninvest
(Sweden)

KommunKredit
(Denmark)

Year created 1989 1927 1986 1899
Ownership
structure

53% municipalities,
16% national government,
31% local government
pension fund

National government All municipalities
in the country

All municipalities
in the country

Total assets, 2020
(€ billions)

44.0 47.1 51.2 31.4

Credit ratings, 2020 Standard & Poor’s (AA+)
Moody’s (Aa1)

Standard & Poor’s
(AAA)

Moody’s (AAA)

Standard & Poor’s
(AAA)

Moody’s (Aaa)

Standard & Poor’s
(AAA)

Moody’s (Aaa)

Total lending/
leasing portfolio,
2020 (€ billions)

28.0 30.1 43.0 25.8

Total green
financing
portfolio, 2020 (€
billions)

1.8 3.9 7.3 2.9

Sources: Kommunalbanken (2020), Kommuninvest (2020), KommuneKredit (2020), MuniFin (2020).
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Ownership structures aside, all four banks operate in essentially the same manner,
195raising funds on international capital markets and lending this on to member munici-

palities. It is therefore a pooled banking model, with a central institution acting as
a knowledgeable financial mediator for all the municipalities in their respective countries.

There are multiple benefits to this pooled structure. First, by combining resources
within a single entity, municipalities can ‘attain the “critical mass” required to bring

200attractive market financing within reach’ (Schmit et al., 2011, p. 87). This is particularly
important for small and rural municipalities that might otherwise struggle to access
affordable credit. Second, because risks are shared equally by every member (by dint of
ownership as well as legislation) there is peer pressure between municipalities to be
responsible borrowers. Third, because municipalities are prohibited by law from going

205bankrupt, and because they have the implicit or explicit financial backing of their
national governments, credit ratings for the municipal banks’ are remarkably strong
(effectively mirroring that of their national state) (Kommunalbanken, 2020;
KommuneKredit, 2020; Kommuninvest, 2020; MuniFin, 2020; Schmit et al., 2011).
And finally, because management is centralized within a single institution, with

210a single type of well-established client, the banks are notably efficient in their operations,
further lowering lending costs.

Given these characteristics, all four Nordic municipal public banks are effectively seen
as ‘zero risk’ institutions, and as a result are able to easily raise capital on international
credit markets at the cheapest possible rates for their member municipalities (although it

215must be kept in mind that a similar banking model in a country with lower national
credit scores would not benefit from the same high credit ratings). The fact that these
Nordic banks have not experienced a single loan default in more than 120 years of
operations serves to back up this reputation, essentially allowing them to raise as much
money as they want (interviews 1 and 5–8).

220Accessing these funds on the part of municipalities is equally stress free. In Norway,
Sweden and Finland, municipal authorities simply submit requests to their respective
public bank for general financing needs (including water services). As long as the
municipality is not in arrears, they are granted the loan, with relatively little information
required from the municipalities as to how the financing will be allocated. According to

225Kommuninvest (2020, p. 12):

our lending is not tied to any specific purpose and, in accordance with the Swedish principle
of local self-government, borrowers need not account for how the money will be used. Since
we have usually known our members well for many years, we generally have a good
knowledge of their financial situation. Kommuninvest performs regular checks to determine

230customers’ credit capacity and, in connection with each lending decision a check is made to
ascertain whether the loan to be granted is in line with the customer’s credit capacity.
Together we find a solution that both meets the needs of the borrower and takes into
account the combined loan debt of the Society’s members.

One potential downside of this model is that public banks in these three countries are
235not experts on any particular type of public service or infrastructure, including water and

sanitation. Most cannot even say with certainty how much of their lending goes towards
WSS, with only rough estimates of how loans are allocated within municipalities (with
water and sanitation making up approximately 15–25% of their portfolios according to
our interviewees). The real service and infrastructure expertise resides in the
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240municipalities themselves. The lending system works because the banks trust the muni-
cipalities to make the right financing choices, due in part to their long-standing working
relationships and lived experiences. Peer expectations amongst member municipalities
help to bolster this trust because no municipality wants to put other municipalities at risk
if they default on their loan.

245Denmark’s situation is slightly different insofar as municipally owned water operators
borrow directly from KommuneKredit, negotiating their own loans. As a result,
KommuneKredit has stronger direct knowledge of their WSS portfolio than the other
Nordic banks, with a more precise sense of lending allocations (6% for water supply and
7% for wastewater in 2020) (interviews 7 and 8). Nevertheless, the borrowing process in

250Denmark is also relatively stress-free for water operators given the explicit guarantees of
municipal and national governments for the public water utilities that are borrowing the
money, as well as the long history of institutional linkages and reciprocal trust with
KommuneKredit.

It should come as little surprise, then, to learn that Nordic public banks hold a major
255share of the municipal financing market in their respective countries. Even where munici-

palities or water operators have the option of borrowing from private banks, public banks
dominate because private banks often cannot compete with their lending terms or their
long history of engagement in the municipal sector. As a result, Kommuninvest (2020,
p. 15) holds about 58% of the municipal lending market in Sweden and Kommunalbanken

260(2020, p. 3) has about 47% of the market in Norway. These market shares also appear to be
growing, with Kommuninvest’s (2020, p. 12) portion of the local government sector’s
funding having ‘risen sharply’ since the 2008–09 financial crisis. In Denmark,
KommuneKredit essentially controls 100% of the lending to water operators (largely
because private banks are unable to compete with their lending terms and institutional

265linkages). MuniFin does not publicly disclose its share of the Finnish municipal lending
market but indicated that it is ‘aligned with our Nordic peers’ (interview 1).

There are also cases of public banks jointly funding WSS projects with other public
banks, with municipalities sometimes accessing capital from their national public bank
and/or a multilateral financial institution (typically the European Investment Bank or the

270Nordic Investment Bank). This is not a common practice, according to our interviewees,
but the municipal public banks have no objection in principle to this type of multilateral
collaboration.

All this lending activity has made the Nordic public banks some of the largest and
most important financial organizations in their respective countries. Assessed by asset

275holdings in 2020 (and excluding foreign multinational private banks), Kommunalbanken
is the second largest financial institution in Norway, MuniFin is the third largest in
Finland, Kommuninvest is the sixth largest in Sweden and KommunKredit is the third
largest in Denmark (interviews 1 and 5–8). These institutions are also sizeable compared
with other European public banks, ranking in the top 30 of the more than 180 public

280banks in the European Union (although tiny when compared with the largest public
banks in the world, such as China’s state-owned behemoths which cumulatively hold
close to US$15 trillion in assets) (Orbis, 2020).

And yet, despite their size and significance most people in the region appear to be
unaware of the activities of these banks. According to David Ljung of Kommuninvest

285in Sweden, ‘Nobody really knows who we are. Only a very small part of the Swedish
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public are aware of Kommuninvest and what we do’ (interview 5). Similar comments
were made by interviewees in the other three countries. Perhaps this is the price of
being ‘boring’.

Exporting the Nordic model?

290Can this Nordic model of public banking be reproduced elsewhere? Yes and no. Yes, by
virtue of the fact that practically every country in the world has a network of munici-
palities responsible for WSS. If the political will exists, there is no reason some version of
the Nordic public banking model could not be recreated elsewhere (as it already exists in
countries such as France, Turkey, the Netherlands and Germany) (Butzbach & Spronk,

295Forthcoming, in this issue; Güngen, Forthcoming, in this issue; Schwartz &Marois, 2022,
in this issue). But institutional capacity and political commitment to public financing are
not built overnight. Expertise in municipal finance must be combined with
a commitment to public service networking, founded on a strong web of institutional
interfaces and trusted lines of communication. Robust due diligence and clear legislative

300guidelines on municipal spending are also required, as are professional and transparent
utilities committed to affordable and universal WSS. Financial backstopping from
national government is also critical, as is simplicity of purpose (the Nordic public
banks only have one type of client and no retail operations). Finally, strong political
backing for public services helps bolster support for (if not public awareness of) the

305benefits of public financing. In other words, the creation of effective and progressive
municipal public banks is dependent on a combination of political, economic, legislative
and institutional factors, making their reproduction a multifaceted challenge (for
a comparable discussion of the public banking system in Germany, see Cassell, 2021).

Admittedly, Nordic countries are notable (though not unique) in this combination
310of characteristics, but there are concrete lessons to be drawn from the Nordic public

banking model that can be applied elsewhere, particularly as they relate to the financing
of public water. The first is the benefit of pooled risk. Having a single financial
institution raising capital for all municipalities within a country (or region) can reduce
costs, attract financing, promote equitable access, advance institutional memory,

315develop expertise, and encourage peer support and monitoring. Second, state guaran-
tees on loans can lower borrowing costs. Third, a clear division of labour (banks raise
money and municipalities decide how to spend it) can develop trust between different
public institutions. Finally, a strong sense of public purpose can help to establish public
banks as part of the broader public sphere, enhancing communication across what can

320otherwise be very disparate silos of public activity. The officials we interviewed see their
banks as public agencies working for the public good, committed to the principle of
financing publicly owned and publicly managed water utilities. The fact that the Nordic
banks have long-standing working relationships amongst themselves for knowledge
sharing and technical assistance further helps to expand this public footprint, as does

325their membership in the larger European Association of Public Banks (EAPB), of which
they are all active participants.4

There are two additional features of the Nordic bank model that deserve highlighting.
The first relates to their transparency. Financial institutions can be exceptionally opaque
and impenetrable institutions (whether public or private) (Flannery et al., 2013; Howe &
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330Stephen Haggard, 2012). Our experience with the Nordic public banks for this research
was quite the opposite. A simple email introduction from the EAPB garnered a fast and
welcome response from a representative at MuniFin, who then provided additional and
equally engaging connections with officials at their counterparts in the region. All inter-
viewees were generous with their time and expressed a sincere interest in the study. The

335annual reports of the Nordic banks are also readily available online and relatively
accessible for non-experts, providing detailed information on successes and failures.

The Nordic banks also have a complex system of checks and balances in their
organizational structure as well as diverse representation at all layers of governance
and operation, including political parties, unions, and a strong mix of age and gender

340(although visible minorities are notably absent from the ranks of senior management).
The banks also see themselves as models of sustainable living in their own right, with
Kommuninvest (2020, p. 22), for example, noting that ‘We are working actively with the
health concept Sustainable Daily Life, seeking to promote a healthy lifestyle, with
a balance between work, leisure and parenting.

345A second noteworthy feature is the Nordic banks’ commitment to ‘green finance’, which
they broadly define as funding which ‘promotes investments that combat climate change
and are sustainable for the environment’ (to borrow MuniFin’s, 2020, p. 5, phrasing). It is
beyond the scope of this paper to discuss these policies in detail, but the Nordic banks
appear to have avoided the most pointed accusations of ‘greenwashing’ that have under-

350mined the credibility of many other green financing initiatives (public and private) (Jones
et al., 2020; Talbot, 2017), and they have some of the earliest and most developed sustain-
able lending policies, with socially credible roots in Nordic society (Marois, 2021). This is
due in part to the relatively small green portfolios of the banks (less than 10% of their long-
term lending in 2020), but also the careful and cautious approach they have taken in rolling

355out their green financing programmes, with many having begun on a small scale in 2015.
Most importantly, virtually all green financing is going towards obvious green projects such
as improving sanitation, retrofitting municipal buildings, or expanding electrified public
transportation systems, much of which is highly visible and easily certifiable.

The banks have also indicated that they intend to expand their green financing
360initiatives, with most making a commitment to ‘mainstreaming’ green lending.

KommuneKredit (2020, p. 22), for example, sees ‘green funding as a strategic priority
in our Strategy 2025 in which we aim to integrate sustainability in all parts of our business
model’. For Kommunalbanken (2020, p. 8), green financing is ‘a central pillar in our
long-term work on corporate social responsibility and sustainability’, with a ‘significant

365proportion’ of their lending growth in 2020 coming from green loans. They plan to ‘have
the market’s best green loan products and be one of the leading players in the area of
green finance’ (p. 7). MuniFin, for its part, aims to make green and social financing 20%
of its long-term lending portfolio by 2024 (MuniFin, 2020, p. 38).

Some of the Nordic banks also offer a discount on green lending to encourage green
370investment, making them ‘internationally exceptional’ in this regard (MuniFin, 2019,

p. 8). MuniFin’s markdown is determined by how green the project is, with projects
assessed as ‘light/medium/darker green’, qualifying for progressively larger margin dis-
counts (Nassiry, 2018, p. 11).
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The banks see their green lending objectives as part and parcel of their national
375governments’ plans to decarbonize and clean their economies, with Nordic states having

some of the most aggressive sustainability goals in the world (Joas & Hermanson, 2019).
For Kommuninvest (2020, p. 12):

if the investment for which a municipality or region is borrowing money is compatible with
Sweden’s environmental objectives or those of the region and contributes to a more

380resource-efficient and climate-resistant society, the borrower has the opportunity to apply
for a Green Loan.

KommuneKredit (2020, 7) notes that they ‘support the green transition ambitions of
the Danish local governments by providing funding at the lowest possible cost’.

The Nordic public banks also provide clear (and publicly accessible) guidelines on
385how they make their green lending decisions, developed by their own ‘green bond

committees’, often involving external advisors and developed in consultation with ‘an
independent evaluation team of environmental experts’ (MuniFin, 2020, p. 39). The
banks adhere to international green financing models, such as the Green Bond
Principles of the International Capital Markets Association (KommuneKredit, 2020,

390p. 24). Post facto third-party verification of environmental outcomes serve as a check
on investment decisions, which are also provided in their annual reports and
sustainable impact reports, including such details as CO2 emission reductions related
to green projects. MuniFin, for example, uses CICERO (a third-party evaluator of
green bonds) rankings on their performance, in cooperation with the Stockholm

395Environment Institute (MuniFin, 2019, p. 8).
Finally, the Nordic banks work with other regional and international organizations to

develop green financing guidelines, such as their participation in the European
Commission’s consultations on the EU Green Bond Standard and the EU Taxonomy
(MuniFin, 2020, p. 8) and their involvement in the Nordic Position Paper on Green

400Bonds Impact Reporting (Kommuninvest, 2020, p. 19). Direct collaboration and
exchange of ideas amongst the Nordic public banks around green financing is also
common (as well as what would appear to be friendly competition between them as to
which bank is ‘greenest’).

It is easy, of course, to make green claims on paper, and with so many competing
405third-party definitions of what constitutes meaningful green finance it is difficult to

know for sure how effective any particular bank’s policies have been (Berrou et al.,
2019). Nevertheless, the Nordic public banks have won numerous green financing
awards (such as MuniFin’s Green Bond of the Year award from Environmental
Finance in 2022)5, and taken at face value their goals and methods are notably

410transparent, all of which have made them particularly attractive to investors seeking
defensible green investments (demonstrated in part by the enormous demand for these
bonds in an already crowded market, such as MuniFin’s 10-year €500 million green
bonds issued in late 2020 which were oversubscribed by 700% within two hours of their
release; MuniFin, 2020, p. 18).

415One of the interesting side-effects of this green financing is that it has forced the banks
to become more aware of the sectors they lend to, partly because most green loans must
be applied for directly by the utility or municipality, with a detailed description of what
the funds will be used for (unlike the general loan procedures outlined earlier). Several of
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our interviewees noted that their bank has begun to develop more expertise in their
420portfolios as a result, notably in energy (where the bulk of green financing has been

funnelled), but also in water and sanitation (which ranges from 5.6% of green financing at
MuniFin (2019, p. 6) to 31% at Kommuninvest (interview 5)).

Challenges for the future

Despite their successes, Nordic public banks face significant challenges when it comes to their
425long-term funding of WSS, three of which are highlighted here. The first relates to the

sustainability and quality of water supplies. All four countries have enough surface and
groundwater for current rates of consumption, but these will be affected by climate change as
well as population and economic growth. The impacts of climate change are not fully
understood but could pose a risk to water reliability, and water quality, with significant

430financial implications for infrastructure (Fletcher et al., 2019; Hallema et al., 2018; Skaland
et al., 2022). A growing and more diverse population will also put pressure on water supplies
and systems, and although per capital residential water consumption has decreased in the
region over the past decade due to better technology, water metering and public education, it
is not clear that this can be sustained (Katko, 2016, pp. 68–71), particularly with regards to

435affordability in lower-income and marginalized neighbourhoods as pressures for higher
levels of cost recovery mount.

Industrial and commercial growth will also be a challenge, with economic expansion
underpinning much of the region’s post-Covid recovery strategies (although widespread
calls for a ‘green transition’ may temper some of the environmental impacts). A robust

440economy underpins access to international credit markets on the part of public banks,
but it also runs the risk of threatening the carrying capacity of the region’s water
ecosystems, creating a potentially irresolvable growth paradox at the heart of the
Nordic public water financing model.

A second major challenge will be the costs of replacing ageing infrastructure. The bulk
445of Nordic WSS infrastructure was constructed in the mid-20th century during rapid

urban growth and is in dire need of replacement and repair (Rajala et al., 2019). Katko
(2016, pp. 142–146) considers this to be the biggest single challenge for water operators in
Finland, and points to a number of technical and political reasons for lack of adequate
investment to date, including ‘non-viable water services pricing’ (i.e., prices that are too

450low to cover capital costs) and a significant decrease in central government funding for
WSS since the early 2000s.

Similar dynamics have unfolded in Sweden. Swedish Water has calculated that, on
average, water operators in the country would need to double their tariff rates to meet the
capital expenditures required over the next 20 years. They advocate for a ‘national

455dialogue’ on the topic, with a focus on equalization payments to deal with ‘large and
increasing regional differences’ and better mechanisms for inter-municipal cooperation
across watershed boundaries (interview 9).

Ironically, access to money is not the problem. All the banks interviewed for this
research indicated that they could raise as much capital as they want for WSS infra-

460structure in international markets, particularly if there is a green component to the
project. But without a coordinated effort to address infrastructure gaps at the national
level it will be difficult to convince individual municipalities (and local politicians seeking
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re-election) to take on the additional debt loads required, particularly with competing
infrastructure needs in ‘sexier’ and more visible areas such as renewable energy and

465transportation. Water and sanitation, by contrast, is largely buried (literally and figura-
tively) below the surface, away from the public gaze. Slow decay below ground is less
likely to attract the same degree of political urgency and attention as more visible projects
such as windmills and electric buses. And with public banks acting largely as financial
mediators – with little or no expertise in the WSS sector – it is unclear where the impetus

470for such funding will come from other than at a national (and even regional) level. In
other words, themunicipal orientation of Nordic public banks will require more national
processes if long-term investments are to be made at scale.

But even with increased borrowing there are concerns that more money creates
additional problems down the road. As the Danish Water and Waste Water

475Association (DANVA, 2019, p. 8) notes with regards to that country’s tenfold increase
in debt on the part of public water operators over the past decade (Figure 1):

increased loans rather than cash (by tariffs) financed investments will reduce the price in the
short term and give water consumers cheaper prices in the first few years. However, this will
also mean that the price, which includes compound interest, is passed on to the next

480generation.

In other words, borrowing money is not a panacea for municipal water operators who
will struggle to pay this debt down in the future without significant financial assistance
from higher levels of government.

A third challenge that Nordic public banks and public water operators face is the
485ongoing threat of privatization. Support for public ownership of WSS is strong in the

region, but all the countries discussed in this paper are generally market-friendly, and
privatization has taken place in other essential services (such as electricity in Denmark,
social services in Sweden, and public broadcasting in Finland) (Ratinen & Lund, 2012;
Stolt et al., 2011). The peak of water privatization in the EU may be over, but local and

490transnational capital are constantly seeking new investment opportunities (particularly
in subsectors such as water recycling and desalination) and various European agencies
continue to try to pry open the WSS sector to further private sector engagement (such as
European multilateral bank lending that can include water privatization conditionalities)
(Cassell, 2021; Clifton et al., 2014). Contemporary advocates of privatization in the region
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Figure 1. Outstanding debt on loans to Danish water operators (€ billions). Source: DANVA (2019, p. 8).
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495point to the ‘profitable investment opportunities’ in countries such as Finland, noting
that ‘previous public sector divestments’ have been ‘extraordinarily profitable for inves-
tors’ (Halinoja, 2018, n.p.).

There is also something of a double-standard when it comes to public water in the
region. As Hall (2004, p. 2) has argued, Nordic countries ‘are famous for their strong

500welfare state and public services [at home but] the agencies responsible for aid to
developing countries are financing and supporting programmes that are promoting
water privatization’ elsewhere (see also Gustafsson,). Private companies in the region
are involved in water privatization projects in other places that ‘would never be allowed’
in their own country (Webreck, 2005, p. 30), while influential regional water agencies

505such as the Stockholm International Water Institute regularly host pro-privatization
conferences and work with private water operators on high profile events such as the
World Water Forum (under the banner of being ‘neutral’6). Similar criticisms have been
made of Norway’s foreign aid, where it has been argued that:

a disharmony exists between official Norwegian development policy, with its stated goals of
510safeguarding the rights of the poor and finding new ways to subsidise their water needs, and

the reality of its support to international institutions that choose to work differently [i.e., by
promoting privatization]. (Magdahl et al., 2006, p. 19)

Privatization has also morphed into less easily recognizable forms, as the financializa-
tion of market-based economies means that private investments have taken on new

515characteristics. Broadly defined as the growing power of financial actors and a shift in
the locus of profitmaking from the ‘real’ to the ‘financial’ economy, financialization in the
water sector has become an increasingly significant component of private sector involve-
ment in WSS through complex (and often opaque) vehicles such as private equity funds
and the securitization of WSS revenue flows (Ahlers & Merme, 2016; Loftus et al., 2019).

520Even more problematic has been the involvement of other public financial institutions in
this financialization wave, with public pension funds and sovereign wealth funds aggres-
sively expanding their holdings in public service infrastructure such as water and sanita-
tion as a new ‘asset class’, serving to obfuscate the very nature of what constitutes ‘public’
ownership (Skerrett et al., 2018).

525But perhaps the most immediate threat to public water in the region is its commer-
cialization, by which we mean an ideological and institutional predisposition towards
market-oriented forms of operation and performance mandates. The corporatization
model outlined earlier has tended to push water operators in the region in a market
direction due to a silo effect that forces managers to think in narrow organizational

530terms, often focused on their financial bottom line while limiting communication and
cooperation with other municipal agencies and departments. It has also dampened the
potential for cross-subsidization across different public services (Katko, 2016, p. 133). As
such, corporatization in the region has contributed to a more marketized mindset
amongst Nordic water operators, with unit-based cost recovery sometimes overshadow-

535ing larger questions of the public good – a trend that has affected water operators across
Europe in the neoliberal era (Lobina & Hall, 2014; Wollmann & Marcou, 2010).

There is nothing inherently commercial about corporatization, but in an increasingly
financialized climate institutional ringfencing can push other social and environmental
priorities to the side, leading to what Katko (2016, p. 143) refers to as ‘creative’ forms of
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540public accounting and ‘secret’ decisions that may not be in the best interests of residents
in terms of pricing, accountability and long-term planning (see also Vinnari & Näsi,
2008). Such was the case with the City of Jyväskylä, in Finland, which sold its water utility
to its own energy company for internal financial reasons, resulting in a situation where
the city’s residents now pay ‘the highest water rates in Finland’ (although the experience

545did cause political controversy in the country and has forced a re-examination of the
corporatization model) (Kimberley & Bieler, 2021). This narrow financial focus has also
forced some smaller public water operators to amalgamate in the name of ‘efficiency’,
with the risk of diminishing local oversight and control of water services (Katko, 2016,
p. 125; interviews 7 and 8).

550International benchmarking systems for assessing water operator performance tend to
reinforce this financial bias, with indicators such as ‘the number of employees per
connection’ and ‘cost recovery ratios’ often acting as proxy for overall utility efficacy.
Derived largely from the private sector, benchmarking indicators in water and sanitation
are dominated by a handful of rating agencies and methodologies, all of which reproduce

555the same econometric focus at the expense of more qualitative factors such as equity and
environmental sustainability (McDonald, 2016b). This is not to suggest that public water
managers in the Nordic region are unable to see beyond these limitations, but it does
serve to highlight the increasingly commercialized milieus in which they operate, many
of which can have (unintended) market influence.

560Public banks in the Nordic region are not immune from these pressures of privatization
and commercialization either. As corporatized entities in a sector that judges itself largely
on narrow market-based criteria (such as third-party credit ratings from Moody’s and
Standard & Poor’s – S&P) Nordic public banks are regularly compared with their private
sector counterparts locally and internationally, potentially influencing short-term manage-

565rial decisions and long-term political mandates (Marois, 2021). They are also at the mercy
of European Union state aid rules which stipulate that public banks cannot operate in
sectors where there is private competition. If, for example, the government of Denmark
were to open the water sector to private companies, KommuneKredit would no longer be
allowed to provide finance, with all lending being done by private banks (as is the case in

570the privatized electricity sector) (interviews 7 and 8). In other words, if political support
for public services were to erode in the Nordic region so too could the legal basis for the
existence of public banks. And with relatively little public awareness of the work being
done by these public banks (let alone their very existence), their healthy shares of financing
in the public sector will inevitably attract the attention of more profit-oriented financial

575actors.

Conclusions

Although largely ignored in the global literature on financing WSS, public banks have
played a long and often important role in supporting the expansion and improvement of
public WSS around the world (Marois, 2021; McDonald et al., 2021). The public banks of

580Finland, Sweden, Norway and Denmark are emblematic in this regard, having operated
collectively for 241 years to support a dynamic and effective public water system in each of
their respective countries without a single loan default. They are also trailblazers in terms of
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shaping a more environmentally and socially oriented financing model, both within their
own ranks and with the institutions they lend to. They may be exceptional – given their

585social, economic and political context – but they are not irreproducible, at least in part.
And yet it must not be forgotten that these public banks are embedded within a much

larger web of global finance. Investors buying bonds from these banks may not share the
same public sector values, and are notoriously fickle in their commitments. So too are
global investors constantly seeking new forms of investment, exposing public banks and

590public water operators in the Nordic region to the twin hazards of privatization and
commercialization. The former may not be immanent, but the latter is an insidious and
ongoing danger, potentially undermining the public–public financing model that has
worked so effectively in the past. ‘False’ partnerships with profit-seeking public financial
institutions such as sovereign wealth funds and public pension funds have not yet eroded

595this synergy in the Nordic region, but as these financial institutions continue to expand
their investment portfolios into public infrastructure assets they cannot be discounted as
potential threats.

Sometimes we do not realize what we have until it is gone. Perhaps a more concerted
effort on the part of public water operators and public banks in the region to showcase –

600and critically discuss – the strengths and weaknesses of the Nordic public banking model
would help to secure and improve this financing option, locally and internationally.

Notes

1. We define public banks here as banking institutions that are majority owned and controlled
by the state or some other public entity, governed under public law or by public authorities,

605or which function according to a public mandate, which can operate at a municipal, national
and international level, and can have a variety of different mandates (Marois, 2021).

2. A handful of WSS contracts with private firms exist in Finland, but these are ‘mainly in
industrial wastewater treatment’ and are co-owned by municipalities (Katko, 2016, p. 210).
Many private sector firms are also involved in consulting, construction and the provision of

610materials to the water sector.
3. On the effect of tap water on stomach illness in Norway, see https://www.fhi.no/studier/

drikkevannsstudien/datainnsamlingen-er-na-avsluttet/.
4. See www.eapb.eu/.
5. See https://www.environmental-finance.com/content/awards/environmental-finances-bond-

615awards-2022/winners/green-bond-of-the-year-local-authority/municipality-munifin.html/.
6 For example, see www.siwi.org/what-we-do/business/.
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ABSTRACT
This paper sheds light on the question to what extent public
development banks can, and do, contribute to achieving the

10United Nations’ Sustainable Development Goal (SDG) 6 on water
and sanitation under the current political economic conditions,
drawing on the case of the German KfW Development Bank and
its activities in Latin America. It concludes that bankable, large
water supply and sanitation services (WSS) infrastructure projects
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Introduction

20The supply of clean ‘water for all’ has been a key goal of national governments and
international development agencies since the 1960s, when water-borne diseases of an
increasingly urban population came into focus (Bakker, 2013, pp. 284–285; Adjei
Adams et al., 2019, p. 243). Nevertheless, after the UNESCO International
Hydrological Decade (1965–74), the UN Water Decade (1981–90), the Millennium

25Development Goals (2000–15) and the International Water for Life Decade (2005–
15), the overall results of more than 50 years of development interventions still have
not been able to provide ‘water for all’. In 2019, the World Health Organization
(WHO) reports that 2.2 billion people around the world – one in three – do not
have safely managed drinking water services and 4.2 billion – more than half the

30world’s population – do not have safely managed sanitation services (WHO, 2019).1

In Latin America and the Caribbean, the situation has improved since 2015, but still
in 2020 – the year of the Covid-19 pandemic – only 75% used safely managed
drinking water and only 30% safely managed sanitation (WHO & UNICEF, 2021).
In fact, access to safe water supply and sanitation service (WSS) may often be

35overestimated due to various factors, such as the perspectives and knowledge of
local officials on defining ‘clean water and sanitation’, the water storage capacity of
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households in the face of intermittent piped service, and incomplete connectivity to
sewage networks (Reis, 2012, pp. 134–142; Adjei Adams et al., 2019, p. 248;
Sturzenegger et al., 2020).

40Under these conditions, Sustainable Development Goal (SDG) 6, which aims to
provide universal access to ‘safe, affordable and available when needed’ WSS by 2030,
remains ambitious and continues to require huge efforts. International organizations
such as the World Bank and Organisation for Economic Co-operation and Development
(OECD) point to a large funding gap to achieve SDG 6. The OECD estimates that current

45investment levels must be tripled to meet SDG 6 (Ajami et al., 2018, p. 5).
The three financing mechanisms for the water sector usually mentioned are taxes

(government funding), income from water tariffs and transfers from international
development assistance (OECD, 2010). Moreover, capital markets, private charity and
the corporate sector have been active in the provision of funding for water infrastructure

50(Alaerts, 2019, p. 21). Another trend in the Global South have been microfinance
schemes (Mader, 2011; Reis & Mollinga, 2012).

However, in general, finance for WSS has been dominated by public budgets (Alaerts,
2019, p. 21). Even if privatization in the sector has proceeded, private investment is highly
skewed geographically and tends to focus on the wealthiest countries and locations

55(McDonald et al., 2021, p. 119). Moreover, the vast majority of private sector involvement
in WSS is based on public–private partnerships (PPPs) that remain relatively insignif-
icant in overall funding (McDonald et al., 2021, p. 118). For most water operators,
‘private finance is almost non-existent’ (Kolker et al., 2016, p. 1). The World Bank thus
notes that ‘sustainable and equitable [WSS] services will hinge on substantial public

60investment’ (World Bank, 2017). Therefore, it has been pointed out that there is a need to
better understand the available sources of financing for WSS and their characteristics
(Machete & Marques, 2021, p. 12). To date the question of financing water has not
intersected with an emerging literature on the role of public banks for progressive social
change in general (Marois, 2021, 2022) and as a source of SDG 6-related finance in

65particular (McDonald et al., 2021). Hence, this paper bridges these literatures by explor-
ing the role of public banks in WSS finance.

This aim is significant because public banks are already major players in financing
WSS globally, even if this is little known. In the Global South, development banks are
particularly relevant. The top 20 public development banks, which make up 75% of all

70public banks in terms of assets, together have around US$ 8.7 billion in combined assets
(AFD, 2021). While the World Bank has been the most important public development
bank in WSS and has significantly shaped sector policies (Bakker, 2013), other public
development banks have also been key actors in the sector.

This study focuses on the role of public development banks in addressing the chal-
75lenge of SDG 6, drawing on the case of the German KfW Development Bank

(Kreditanstalt für Wiederaufbau – Credit Institute for Reconstruction; hereafter KfW)
and, in particular, its activities in Latin America. It sheds light on the extent public
development banks can and do contribute to achieving SDG 6 under the current political
economic conditions. The KfW Development Bank is one subsidiary of the larger KfW

80Group. The bank focuses on financing projects with the explicit aim of ‘improving the
living conditions of people in developing and emerging countries’ (KfW, 2021a).
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The potential benefits of public development banks such as KfW include that they are
generally not oriented towards profit maximization and can access funds at extremely
cheap rates on financial markets. The latter is especially true for the KfW and does not

85have to be the case for all public banks. As pointed out by Naqvi et al. (2018), the KfW’s
position among public banks is particularly strong as it is privileged due to Germany’s
hard currency and its low sovereign credit risk. However, public banks are not good or
bad per se, as what they do and how they function must always be seen in a broader
political economic context and is subject to power relations. That is, public banks

90function under changing and contested historical, social, political and economic condi-
tions (Marois, 2022).

Hence, this paper examines the activities and functioning of the KfW in the Latin
American water sector and analyses the structural conditions under which it operates. It
draws three main conclusions. First, the KfW concentrates its activities in WSS predo-

95minantly on financing large infrastructure systems. This is the case although KfW staff
are aware that this may not always be the most successful approach, and it is often
difficult to find suitable ‘outlets’ for the allocation of credits. While there are also attempts
to address the fundamental, but enormously complex and small-scale, issues related to
deficientWSS services in the Global South, high transaction costs and the need to allocate

100large credits have so far made it difficult for the KfW to increase their activities beyond
the ‘modern infrastructural ideal’ (Graham & Marvin, 2001).

Second, the experience of the KfW shows that it is very difficult to construct and
operate WSS infrastructure in Latin America without (continuous) government or donor
transfers. In the case of the KfW funding WSS in Latin America, there is a conflict of

105objectives between funding WSS infrastructure that is financially sustainable and infra-
structure that is socially equitable and sustainable. That is, bankable, cost-recovery
models can hardly deliver the WSS systems needed in Latin America, despite the
expertise and public resources provided by the KfW. This supports the findings of
previous studies arguing that long-term subsidies of local WSS services are necessary

110(Libey et al., 2020). It also calls into question the general appropriateness of North–South
loans for solving the water crisis in the Global South. There is thus an urgent need for
policymakers, KfW and recipient governments to rethink WSS development finance.

Third, the study shows that achieving SDG 6 will not be achieved through increased
public development bank funding alone, but requires more fundamental socio-political

115transformations. This is because water utilities in Latin America often operate under
complex social and political conditions that inhibit their efficient operation. Since inter-
ventions by external development agencies are necessarily depoliticized and technocratic
(Ferguson, 1994), one outcome of this situation has been the partly outsourcing of KfW-
funded WSS infrastructure to private water firms from the Global North, as this ensures

120at least that the infrastructure is running. Hence, it must be called into question if the
public funds used to subsidize private water firms cannot rather be used to subsidize the
costs for the operation, maintenance and new capital investments of public water utilities,
and discussed how these funds can be spent in a socially equitable and sustainable way.

Methodologically, the paper draws on in-depth interviews with seven KfW officers
125who are responsible for water sector activities and/or manage water projects in Latin

America. Due to the restrictions of the pandemic, the interviews were conducted through
videocalls.
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The remainder of the paper is structured as follows. The next section provides a brief
context of the current WSS situation in the Global South, which is characterized by

130‘unbundled’ systems and ‘urban archipelagos’. The third section describes the activities
of the KfW in Latin America’s water sector, providing an overview over the underlying
policies and the functioning of its financing. The fourth section focuses on the
challenges and constraints of its involvement in the water sector and explains why
the water sector is one of the most difficult sectors for development banks to work in.

135The paper concludes with a summary of the findings and key questions for further
research.

WSS in the Global South: unbundled systems and urban archipelagos

As opposed to the cities of the Global North, where the modern ‘infrastructural ideal’
arose with 19th-century industrialization and urbanization, encompassing public water

140supply systems that serve the whole urban population (and much less, the rural) have in
fact never existed in the Global South. The colonial city was typically characterized by a
high fragmentation of access to urban infrastructure, particularly water supply (Kooy &
Bakker, 2008, p. 1843). Across Africa, Asia and Latin America, water supply and sewerage
were usually limited to the central areas of the city, where the white population lived,

145while the rest of the (largely rural) population did not have access to urban infrastructure.
These colonial structures have been reproduced with increasing urbanization in the 20th
century. In Latin America, urban growth took off in the 1960s with massive rural-to-
urban migration, and today, more than 80% of the population lives in urban areas. In
many countries of Latin America, the largest part of urban space is self-constructed by its

150residents. That is, urbanization has largely happened without state planning on land and
without basic urban infrastructure. This does not mean that the state is absent, but
typically, that ‘the state acts after the fact to modify spaces that are already built and
inhabited’ (Caldeira, 2017, p. 5, emphasis in original). Water supply and other services
are often provided in the course of negotiations between residents and politicians, and

155are often subject to complex political relationships (p. 7).
As in Africa and Asia, the typical spatial pattern of WSS in Latin America today is

one where central, established and often wealthier areas of the city are served by
public (or privatized) water utilities, while the peripheral, poorer neighbourhoods are
served by a diversity of water sources. Hence, the standard model of WSS services is

160an ‘unbundled’ one characterized by diverse suppliers and forms of supply (Coutard,
2008, p. 1818). If sewerage exists, sewage is mostly drained untreated into rivers and
oceans. As self-construction has frequently taken place in risk zones, such as rocky
and hilly land or floodplains, the construction of infrastructure networks is often
difficult. Even if networks have been extended to peripheral settlements, access to

165safe water is in fact often lacking as water supply is intermittent and only arrives for
a few hours per day or week. Moreover, water quality is often deficient. Therefore,
residents are forced to rely on alternative water sources, in particular private water
vendors, and end up paying much more for water as wealthier inhabitants of
established urban areas (United Nations (UN), 2019, p. 2). The boundaries between

170formal and informal, public and private water supply are always blurry and shifting
(Bakker, 2013).

WATER INTERNATIONAL 813



A major problem in existing Latin American water supply networks is the enormous
inefficiency and water loss. According to a study by the Latin American development
bank Corporación Andinda de Fomento (CAF), around 60% of the water is lost in

175networks in Latin American cities. This is despite the fact that, according to the same
study, the annual billing cost of water users connected to networks in Latin America
amounts to 8% of household income, which is significantly higher than in the United
States or Europe (CAF, 2018).

Since the 1990s, the peripheries of Latin American cities have undergone significant
180transformations (Reis & Lukas, 2022). While poor self-constructed neighbourhoods have

continued to grow in the context of de-peasantization (meaning, the dismantling of
smallholder agriculture, causing rural–urban migration) and population growth, urban
peripheries have also seen the massive construction of privatized urban spaces, not only
for the upper but also for middle and working classes. In some cities, this has been going

185along with the further privatization of urban services, in particular water supply, where
water companies serve wealthier areas and new residential areas in the suburbs, leaving
self-constructed areas behind. These tendencies have consolidated the perception of
Latin American cities and towns as ‘urban archipelagos’ of water (Bakker, 2003; Kooy
& Bakker, 2008). Moreover, across Latin America, urban growth – and with it, the

190problem of lacking access to safe water and sanitation – has shifted from megacities to
small and medium-sized cities, which are growing in the context of neo-extractivism,
new land occupations and ‘informal’ settlements (Reis & Lukas, 2022). High urban
growth rates thus confront small municipalities with the challenge of infrastructure
provision. Besides population growth, a major challenge is water scarcity, which will

195worsen with climate change. Further, the ‘New International Division of Labour’ (Fröbel
et al., 1980) has created high competition for urban water supply by export-oriented
industrial agriculture, manufacturing and tourism. Considering all these trends, it
becomes clear that achieving SDG 6 is a huge challenge. Our aim in the following is to
highlight the activities of development banks in the sector, focusing on the KfW in water

200and sanitation in Latin America.

The KfW Development Bank in Latin America’s water sector

Overview

According to a survey conducted by the French Development Agency (Agence Française
de Développement – AFD), SDG 6 on water and sanitation ranks lowest among the SDG-

205related focus areas that development banks focus on, while water in general makes up 5–
15% of their investments (AFD, 2021). The same study revealed that public development
banks have a strong focus on financing sanitation (i.e., sewerage and wastewater treat-
ment) and water supply (especially large treatment and desalination plants). Typically,
they provide credit for infrastructure investments to water utilities of medium-sized

210cities, which have more creditworthiness than smaller municipalities and rural areas, but
are not able to obtain loans directly from multilateral development banks or commercial
banks. The loans are usually provided to a central Ministry of Finance, from where the
money is passed on as grant or loan to responsible ministries, water utilities or local
governments. Besides credits, the public development banks analysed in the AFD study
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215are also active in project preparation (grant-based, or repayable if the project preparation
leads to a bankable project); technical assistance to utilities and local government to
improve financial performance and ability to ensure the sustainability of investments;
structuring project finance and PPPs; managing multi-donor trust funds for the water
sector; influencing sector reforms and dialogue, also through funding studies; and

220channelling grants (funds from general taxes or sovereign loans) to local governments
and utilities. The KfW is also active in most of these areas.

The KfW Development Bank is the world’s fifth largest public development bank and
was founded by the German government after World War II for the purpose of
reconstruction. It is legally owned by the Federal Republic of Germany (80%) and the

225federal states (20%). In 2019 it held assets of US$569 billion, more than twice the total
assets of the World Bank (Marois, 2020). By law the KfW is not a profit-oriented bank,
but must provide for the ‘sustainable improvement of the economic, social, and ecolo-
gical conditions of people’s lives’ (Marois, 2020, p. 153). As the German state formally
guarantees KfW debt, the KfW counts on a very strong credit rating and thus, the

230possibility to access the cheapest possible credits on financial markets (Marois, 2020, p.
153). The KfW is funded almost entirely via international financial markets and in 2020,
raised €66.4 billion. Domestically, the KfW finances start-ups, SMEs and municipalities,
where it provides support for public and social infrastructure. Domestic financing makes
up about two thirds of total KfW financing (Marois, 2020). Internationally, the KfW is

235present with three divisions: International Project and Export Financing (IPEX) and
Deutsche Investitions- und Entwicklungsgesellschaft (DEG – German Investment and
Development Society), which support European and German companies in key indus-
trial sectors by financing their exports and securing European raw materials supply; and
the KfW Development Bank, which finances development projects around the world on

240behalf of the German Ministry for Economic Cooperation and Development
(Bundesministerium für wirtschaftliche Zusammenarbeit und Entwicklung, BMZ; here-
after Development Ministry) and the European Union (EU).

The KfW has been active in the water sector of developing countries since the end of
the 1970s (interview with KfW officer 1). Since 2013, the KfW has provided €6.3 billion to

245234 projects in the water sector, which amounts to 11% of their total funding commit-
ment for all sectors (KfW, 2021). With this, water is the third largest focus area of KfW
lending, after the financial and the energy sector (interview with KfW officer 2). Figure 1
shows that together, the Middle East, Latin America and the Caribbean and North Africa
make up more than half of KfW funding in the water sector globally. Figure 2 shows that

250based on the number of projects, the distribution is more equal (while the Middle East
still makes up the largest share), that is, that projects in Latin America and North Africa
are substantially larger in volume than in most other world regions. Overall, these data
show that the geographical reach and influence of KfW lending worldwide has been
extraordinary.

255At the moment there are 31 water projects active in Latin America, whereas the real
number is a little higher as projects in the energy or financial sector sometimes also
include water components, or projects run under energy for political reasons (interview
with KfW officer 3). In total, the KfW has invested €5.2 billion in the water sector in Latin
America between 2016 and 2020, the majority in the water supply and sanitation sector

260(interview with KfW officer 3; KfW website data). Figure 3 shows that KfW funding for
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water in Latin America is highly concentrated on a few countries: Mexico, Peru, Brazil and
Columbia make up half of the financing volume of KfW projects. However, another 30% is
concentrated on funding with the Central American Bank for Economic Integration
(Banco Centroamericano de Integración Económica – BCIE) and CAF as intermediaries.

265These funds can thus find their way to many more countries in the region. Figure 4 shows
that considering the number of projects, the KfW has most projects in Peru and Bolivia.

Policy guidelines

As a public purpose development (or ‘promotional’) bank, the KfW is legally obliged to
follow the policy of the German Development Ministry, which is one of the largest

270donors in the water sector globally. German development cooperation in the water sector
follows the Development Ministry’s water strategy from 2017. The latter is generally
oriented towards achieving SDG 6, which is translated into the following six principles
for water sector cooperation (Bundesministerium für wirtschaftliche Zusammenarbeit
und Entwicklung (BMZ), 2017):

275● The human right to water, that is, a focus on poor and marginalized populations.
● The Leave No One Behind Principle, that is, the priority of human use if there are
competing interests for water.

● The potential of water to reduce conflicts and origins of migration.
● Integrated water resources management.
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Figure 1. KfW projects in the water sector (volume), all regions, 2013–21. Source: Author’s own
representation based on KfW Projektdatenbank (KfW, 2021b).
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280● The sustainability of investments, that is, capacity-building for partners to find their
own sources of financing and operate infrastructure after projects have ended.

● Climate change adaptation.

The Development Ministry’s water strategy also determines that German development
cooperation supports the implementation and expansion of central, semi-central and

285decentralized supply systems, depending on the context. In urban areas, central water
supply networks are the pursued standard. In the sanitation sector in general, the focus is
on sewage management. Alternative solutions to central systems, such as water kiosks
and community taps, are considered necessary, but only as intermediary solutions on the
way to a full coverage of central water supply systems (BMZ, 2017, p. 12).

290German development cooperation is essentially separated into technical cooperation,
which is done by the Gesellschaft für Internationale Zusammenarbeit (GIZ – German
Association for International Cooperation) and nowadays focuses on consulting and
capacity-building, and financial cooperation, which is done by the KfW. Hence, the
KfW’s ‘bread and butter business’, as one interviewee puts it, is the financing of hardware

295(interview with KfW officer 2), supported by appropriate training and consulting ser-
vices, which is organized around the respective infrastructure.
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Figure 2. KfW projects in the water sector (number), all regions, 2013–21. Source: Author’s own
representation based on KfW Projektdatenbank (KfW, 2021b).
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In the water sector, this means larger investments into plants or networks such as
water treatment plants, water supply networks, desalination plants (which are gaining
importance, especially in the Middle East and North Africa (MENA) region and South
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Figure 3. KfW projects in the water sector (volume), Latin America, 2013–21. Source: Author’s own
representation based on KfW Projektdatenbank (KfW, 2021b).
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300Africa) and rainwater management (which in the context of climate change is also
considered an area with growth potential) (interview with KfW officer 2). In general,
KfW staff emphasize that the funded infrastructure must make sense in the local context:
‘There is no point in financing a high-tech plant when it overburdens the operator in the
end, financially and technically. So we must find suitable solutions’ (interview with KfW

305officer 4). In some cases, the KfW also supports projects with smaller volumes; however,
this is rather exceptional:

Sometimes it is only about exchanging a pump or inserting a more efficient pump. Or about
connecting a smaller area of the city, where you don’t need at once 20, 30 or 100 Million €
but only 1, 3 or 5, so it is only small or medium volume. [. . .] But it is only a very small part

310of our investment. (interview with KfW officer 2)2

According to the interviewee, it is very rare for large international donors to be able to
finance projects with small volumes because of the high transaction costs.

The KfW water sector involvement also includes the so-called policy-based lending
(PBL). PBLs are provided in accordance with the adoption of public policies that are

315agreed between the KfW and the government of the receiving country before signing the
loan contract. For instance, there have been two PBLs in Mexico, in 2014 and 2015, of
€100 million each. These PBLs were provided as promotional loans based mainly on
requiring the government to adopt a new water law for the regulation of the sector. The
required law, however, did not materialize (see below). It is important to mention that

320the resources provided by PBLs do not have to be used in the water sector. According to a
KfW official, PBLs are supposed to function as ‘sort of incentive to the government to
continue working in the sector’ (interview with KfW officer 6). PBLs are also supported
by consultancies to achieve the policy objectives, which are financed by the KfW.

As one KfW officer explains, projects often come about on the grounds of water
325operators approaching the KfW, and in many cases, because of prior positive experiences

with the KfW, in particular regarding the technical advice that the bank provides on top
of the funding (interview with KfW officer 4). Another officer mentions that there is
generally the assumption that German engineers and consultants are extremely compe-
tent (interview with KfW officer 2). In some cases, governments also collect and prioritize

330project demands in the country and then present the portfolio to the KfW. For instance
in Costa Rica, a major criterion for prioritizing the projects were the complaints of the
population. The projects are then discussed with the Development Ministry, and only if it
agrees can the KfW fund the project. The most important factor for the Development
Ministry is that the proposed project meets the criteria of poverty relevance and sustain-

335ability. Here, according to another KfW officer, lies the major difference to private banks,
which have profit maximization as their main criterion. According to the KfW officer,
private banks would not be interested in financing the projects that the KfW finances as
their priorities differ significantly: for the KfW, ‘We do not want to finance where it is
commercially attractive’ (interview with KfW officer 1).

340Usually, investments in WSS infrastructure require feasibility studies. As feasibility
studies are very costly (in one example, the study cost €1.2 million for three locations in
the country), only if it is already decided that a project will be financed, a feasibility study
is implemented. If it is still questionable whether a project can be financed, there is a pre-
study. In this case, it can also happen that the project is not financed; for instance, if there
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345is a deficient legal framework in the water sector, such as lacking regulation of water
extraction, the KfW cannot finance the project. The feasibility study is financed either
through the Development Ministry directly, or – if the financing involves promotional
credits (funds that the KfW obtains through financial markets) – through the Latin
American Investment Facility (LAIF), and also includes hydrological studies about future

350water availability. In general, many partners have been working together for many years,
and often projects are also aligned with GIZ activities, that is, combining infrastructural
and institutional measures such as sector reforms.

Types of financing

A large part of finance comes from the German state budget. The KfW provides two types
355of finance: grants and loans. Grants are non-repayable funds provided by the German

Federal state or the EU, and can be used for technical assistance and consultancies, but in
some cases also for project components required due to their ‘developmental impact’ or if
the partner is ‘very weak’ (meaning if the partner country is very poor). Loans can follow
three different modalities: (1) they are provided according to international Overseas

360Development Assistance (ODA) standards and financed 100% out of the federal budget,
with very long maturities and very good conditions; (2) subsidized ‘development’ loans
(Entwicklungskredite), where federal budget funds are blended with KfW funds, that is,
funds that the KfW borrows on financial markets; and (3) promotional credits
(Förderkredite), which are 100% KfW funds and where the KfW passes on its favourable

365funding conditions to the partner. The KfW is able to obtain funding very cheaply on
financial markets, as the German federal state guarantees the repayment of 80% of the
credits, while the KfW itself holds 20% of the default risk. In practice, however, defaults
have not occurred in KfW history, as the partner state must guarantee the repayment, so
that even if the partner utility or ministry is not able to pay back the loan the central

370government must (interview with KfW officer 2). It is common that partners contribute a
certain share to the projects, depending on their capacity (10% is common).

Collaboration with other public development banks

Besides direct financing, the KfW also collaborates with other regional (CAF) or
national development banks (FINDETER (Colombia), BNDS (Brazil) and BCIE

375(Central America) and with the EU (LAIF) to fund water and sanitation projects in
Latin America.

Broadly, this collaboration can take on two forms, which our interview partner from
the KfW explained for the case of the Latin American Development Bank (CAF). Next to
the Inter-American Development Bank (IDB) and the World Bank, the CAF is a key

380actor in infrastructure financing in Latin America, and the most important partner
among banks for the KfW. The KfW has collaborated with CAF in the water sector for
12 years, in the energy sector already for more than 20 years, while the water sector has
gained importance (interview with KfW officer 7).
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The first modality is that the KfW issues a credit to CAF, and CAF provides the
385credit to the respective country, in most cases the Finance Ministry, which passes on

the credit to the final borrower. This means that if there is an intermediary bank, the
KfW can also emit credits to private companies, as the intermediary takes over the
credit risk.

The credit can be either ‘development’ (subsidized) loans or promotional credits. In
390the first case, the project must meet the political criteria of the Development Ministry

(for instance, it must include climate change mitigating technology that reduce emis-
sions in sewage treatment, if this is the political aim of the Development Ministry), and
it will generally be similar to a project that is funded by the KfW directly. In the second
case, when the KfW passes on funds from financial markets to CAF, the KfW itself

395decides whether it funds the project. Nevertheless, the project must meet the sector
objectives and the general objectives of ODA. According to a KfW official, the advan-
tage of collaborating with the CAF or other local development banks is that the KfW
can increase its reach. On its own the KfW could not provide credits to many small or
medium-sized municipalities or water utilities due to a lack of local knowledge and

400hence their poor creditworthiness. As KfW official 7 explains, local banks are
embedded in the social context of the region, making risk assessment more easily
accessible. Moreover, the KfW is required to provide credits to foreign institutions that
come with a sovereign guarantee. Municipalities and water utilities often do not fulfil
this condition. Hence, collaborating with regional or national public development

405banks ‘provides value for money to IFIs [international financial institutions] in terms
of what the outcomes they achieve relative to the size of loans they provide’ (AFD,
2021, p. 10). On the other hand, for banks such as CAF, such cooperation is beneficial
as they have cheaper access to capital.

The second modality involves cooperation with CAF on the basis of an EU mandate,
410the LAIF (interview with KfW officer 7). The LAIF is one of the EU’s regional blending

facilities, aiming to mobilize funding for development projects by combining EU grants
with financial resources from European and regional financial institutions, governments
and the private sector. Its purpose is to help Latin American countries finance projects in
key sectors that are essential for the achievement of the SDGs, such as energy, environ-

415ment, water, transport, social services, and to support small and medium-sized enter-
prises (SMEs) (LAIF, 2021). However, the LAIF does not finance the projects but aims to
provide the basis for any financiers to invest in these projects by co-financing feasibility
studies that facilitate investment. In this context, the KfW and CAF together apply for
funding from LAIF to implement studies that include investigations about the technical,

420hydrological, environmental, social and political dimensions of the projects, and deter-
mines the amount of financing necessary to reach a specific objective.

Contracts

When moving forward to finance WSS abroad, the KfW loan contract is normally
made with the government or the Ministry of Finance. If the loan is for infrastructure

425(and not general budget support in the form of a PBL), the government passes on the
funds to the water utility. However, the conditions of the loan for the water utility can
differ from the original loan contract between the KfW and the government. Most
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importantly, the loan can be passed on as a grant. One KfW official emphasizes that the
KfW has influence on this process, as the agreements must be appropriate in terms of

430development policy. That is, what the receiving government intends to do with the
funds must align with the intentions of the German government and its representative
institution, the KfW.

For instance, in the case of a sewage project in Nicaragua, the KfW lobbied the
Nicaraguan Finance Ministry so that the government would pass on the loan as a grant

435to the local water utility. This was because sewage is even more difficult to refinance than
water supply. The aim was that the utility ‘only’ needs to refinance operation and
maintenance, but that the investment would be covered by a Nicaraguan government
transfer. In other cases, the KfW collaborates directly with the water utility, but only if it
is ‘more potent’, as is the case for instance in Brazil (interview with KfW officer 4). In this

440case, the water utility directly takes on the debt (which is, however, always guaranteed by
the government). There is also the case that the government directly implements the
investment, and transfers its operation to the utility when it is finished. However, this
model is often problematic (interview with KfW officer 3).

In the case of PBLs, fixing the contract is somewhat trickier. As one KfW officer
445mentions, there are two options:

At the end of the day, the PBLs really have two options. [Either] you advance with the federal
government, which is going to be a borrower from the very beginning to be very involved in
the additionality part and all that, but with the risk that it will probably fail, because
something may or may not be exactly as you wanted and, in the end, you have invested a

450lot of time and money in those structural reforms that finally did not materialize. [. . .] Or,
that at the end of the day, you jump on the bandwagon, that is, if you see that the country has
advanced very very well already with a law and that law resonates with you and you find it
well, you can try to go up from there and give a PBL, but the truth is that this means there is
less additionality. So there you have to look for that trade-off. I can invest, invest, invest, and

455then realize that nothing came out [. . .] or in the end I practically jump on the bandwagon
three, four, five months before and what has already materialized, we do it. That is very
complex. (interview with KfW officer 5)

This quotation illustrates a basic dilemma in which donors and public development
banks often find themselves, namely that between the need to disburse funds (particularly

460in SDG-related sectors), on the one hand, and the need to find ‘legitimate’ outlets for
these funds.

Institutional ‘deficits’ or lack of trust that the partners are not able or willing to
implement the projects in accordance with the regulations or requirements of the
German government are also the reason why KfW projects are always accompanied by

465consultants, in particular an implementation consultant, who supervises and approves
the construction, and ensures the sustainability and utilization of funds. The consultan-
cies are also usually outsourced, in this case to international engineering firms that
usually collaborate with local consultancies. In the past, the engineering firms were
mostly German, but this has changed. In contrast to IPEX and DEG, there is no aid

470tying related to KfW Development Bank-financed projects, that is, financing by the KfW
is not tied to contracting German firms and projects are tendered internationally.
According to a KfW official, the consultancies are usually US or European large con-
sultancy firms, as ‘a lot of know how is required to do the job’ (interview with KfW officer
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4). The projects are usually implemented in PPPs through so-called built–operate–
475transfer (BOT) contracts. What kind of support is necessary is decided case by case on

the basis of feasibility studies. Often, the projects involve training in the water utility, to
ensure the professional operation and management of the infrastructure. Consultancy
measures can also involve the education of end-users about health and hygiene. This type
of technical assistance is usually funded through grants in order to guarantee the

480sustainability of the infrastructure. The KfW itself also has offices in many partner
countries, and where the water sector is important, also specialized local staff who keep
contact with the utilities, the government, the embassy, international partners or other
donors.

The politics and pitfalls of implementing the ‘modern infrastructural ideal’
485in the Latin American water sector

As shown, the main focus of the KfW’s engagement in the water sector lies on the
implementation of large infrastructure. This section shows that this approach is main-
tained although KfW staff are aware that it may not always be the most socially equitable
and sustainable solution. The general difficulty for the KfW is to find projects that the

490bank can sustainably finance and at the same time, legitimize as ‘poverty relevant’ vis-à-
vis the German Development Ministry. Moreover, the structural issues of WSS in Latin
America are highly political and thus lie beyond what development agencies such as the
KfW can address. The partial outsourcing of project components to private sector
companies represents a ‘solution’ to these difficulties insofar as it ensures at least that

495the infrastructure is running, and thus provides legitimacy for the involved actors.

Challenges and constraints of large water infrastructure projects

Sustainability
One of the major issues in KfW projects is the financial sustainability of investments in
infrastructure. The infrastructure is usually financed by the KfW based on the idea that

500water utilities should generate sufficient income to be able to finance operations and
maintenance, and ideally even to finance necessary replacement investments after 20 or
30 years. However, in many cases, even the financing of regular maintenance, such as
pump repairs or replacement of smaller parts, causes difficulties (interview with KfW
officer 2).

505According to a global survey, only 15% of water utilities were able to cover their
operation and maintenance costs and create a basic surplus (Alaerts, 2019, p. 15). In
Mexico, where sewage treatment plants were financed by the government in the past, the
large majority of existing plants are not operating as the income is not even sufficient to
pay their energy bill (interview with KfW officer 6). According to interviewed KfW

510officers, a major problem across the Global South is that water tariffs are not set high
enough to cover the costs for operation and maintenance, let alone for new investments
(interviews with KfW officers 2 and 6). However, a common problem is also that many
users do not pay water fees, often because of deficient service, causing a vicious cycle of
bad service and lacking funds to improve the service.
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515This reading of the problem of course leaves aside that within the development
‘industry’, acknowledging that the majority of the population is too poor to pay (and
the complex reasons for this situation, amongst them colonial rule) and that social
reproduction including housing is borne by the poor who are forced to self-construct
on land without urban infrastructure would undermine the basis for the necessarily

520depoliticized, technocratic approaches to ‘development’ (Escobar, 1995; Ferguson, 1994;
Harriss, 2001). In many countries, water utilities also do not work efficiently due to the
political character of the state and its class basis, over which many development actors
have no control and which are excluded from their official analysis (Ferguson, 1994, p.
178). To illustrate again with the case of Mexico, municipal administrations change every

525three years, and with the political changes, it is common in many parts of the country that
staff of water utilities are changed over to fill the positions with their own clienteles. This
also leads to water utilities often being over-staffed, and other common problems such as
disappearing funds and water utilities being used as ‘petty cash boxes’ by politicians
(interview with a former financial officer of a Mexican water utility; McDonald, 2016, p.

530108). In general, because of this situation, it is difficult in the first place to find suitable
projects (see below).

Particularly in sanitation, there is the problem of the ‘last mile’: even where sewage
treatment plants and networks have been built, the households living in the service area
are usually responsible for connecting to the networks. In many cases, connectivity is

535incomplete because many households cannot or do not want to afford connection. For
Latin America, the IDB notes that the proportion of the urban population with access to
sewage services increased from 62.4% in 2002 to 77.1% in 2017. However, while repre-
sentative data are lacking, the IDB estimates that connectivity may be grossly over-
estimated as utilities usually report the number of households in the service area rather

540than households de facto connected to the network (Sturzenegger et al., 2020). The IDB
analysed sanitation projects in Argentina, Ecuador, Paraguay and Mexico and found that
‘12 months after sewer networks were installed, 23% of households in these areas had
connected, while 48 months later the connection rate was 33%’ (Sturzenegger et al., 2020,
p. 11). In the case of Nicaragua, the cost for connection to a KfW-financed sewage system

545was about US$150–200, that is, too expensive for many households (interview with KfW
officer 4). A KfW official explains that neither the local government nor the KfW can
enforce connection:

[W]hat you often observe is that you finance a large plant that is also built, a sewage
treatment plant or waterworks, maybe the network. But the crucial question is whether

550ultimately the connection also happens. This is a classic problem, not only for KfW, but also
for other donors, that these connections are not made to the extent that was initially
planned, but also to the extent that it would be necessary for the financed systems to
increase income from tariffs, because more drinking water is obtained, more wastewater is
discharged and corresponding tariffs are paid. And that is a sticking point because [. . .]

555KfW, but also a local government, cannot enforce connection. (interview with KfW officer
2)

In a rather self-critical way, the interviewee adds that it is not necessarily the priority of
the KfW, nor of local authorities, to take care of connections after the infrastructure has
been constructed:
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560You have to be a little self-critical. KfW – but I believe this also applies to other development
banks – is only willing to stop a project to a limited extent. Or the financing has already been
concluded, and afterwards you have no way of enforcing it. This famous ‘last mile’ is a
problem for many financiers in the water sector and for many utility companies. [. . .] To a
certain extent, it is also a question of setting priorities, on all sides. Is [connecting the

565households] just as important for everyone involved as financing and realizing this large
infrastructure? The decision-makers in the countries, including the management of a utility,
are proud and happy when they implement this visible project. This nitty gritty around it
falls down the back. And I believe that from a financier’s point of view, there are also certain
restrictions on taking care of it with due attention. (interview with KfW officer 2)

570This illustrates that KfW staff are aware that large infrastructure cannot always be
implemented in a sustainable way, but is still the preferred solution by donors and the
governments of receiving countries because the visibility of large infrastructure contri-
butes to political legitimacy on both sides. In general, KfW staff has criticized the
Development Ministry’s ‘short-term orientation towards visible and quick success’,

575which hampers the sustainability of projects (Christian, 2020, p. 12). Nevertheless, such
criticism is not expressed at the level of the organization and its political principal, the
German government, as it could question the very existence of the bank (Christian,
2020). However, as this quotation also illustrates, development policies and projects are
not impartial, apolitical machines, but do have effects such as the legitimation of local

580governments and development agencies, even if it they do not always achieve their
officially intended goals (Ferguson, 1994, p. 178; Mosse, 2004).

Lacking connectivity is especially rampant in sewage systems and is problematic in
several ways. First and most obviously, the projects do not fulfil their objective of
improving the environmental and health situation related to individual sanitation solu-

585tions such as septic systems, latrines and sumps, which are often deficient and not
appropriate especially in densely populated areas. Second, insufficient flow of wastewater
reduces the functionality of treatment plants, as they require certain flows to properly
remove contaminants and prevent clogging through sediments (interview with KfW
officer 4; Sturzenegger et al., 2020).

590Third, beyond the failures to fulfil their objectives, the plants can have effects as
regards the distribution of costs and benefits of the invested funds. If water utilities
lack the income from tariffs due to lacking connectivity, this is especially problematic, not
only because usually credits must be paid off,3 but also because infrastructure projects
financed by the KfW are usually implemented in PPPs through so-called BOT contracts.

595The participation of private firms in German development cooperation has been increas-
ing since the 1990s, particularly in the water sector. Non-governmental organizations
(NGOs) note that this is because there is a strong business interest of German firms in the
water and wastewater sector of developing countries, while there is also little ‘return on
investment’ (Fritz, 2006, pp. 33, 39). In BOT schemes, the government or water utility

600delegates the construction and operation of large infrastructure systems to a private
company that constructs and operates the plant for a longer period, normally 10–
30 years, and then transfers the system to the government entity.4 However, the revenues
of the company usually come from fixed or minimum payments from the government
entity, rather than user fees. This means that the government or water utility must pay the

605company even if the income from fees is lower than expected. According to a KfW
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interviewee, the KfW tries to convince water utilities to finance or subsidize connections
for people in poor neighbourhoods (interview with KfW officer 4). In some cases in
Africa, the KfW also provided grants to finance household subsidies for basic sanitation
(interview with KfW officer 2). This can be problematic for public finance, if subsidies for

610connections are paid by public funds while private companies operate and charge for the
infrastructure. According to an NGO report, in PPP projects of the KfW in the water
sector, private investors only cover around 10% of all investment costs (Reckhard, 2006,
cited in Fritz, 2006, p. 42). In general, even if the number of PPPs in WSS has been
growing globally, less private money is spent based on these contracts, and capital

615spending is usually the responsibility of the public sector (McDonald et al., 2021, p. 119).
Another financial problem for water utilities can emerge when the local currency

depreciates against the US dollar. This affects the profitability and financial sustainability
of the plants, since technologies are usually imported, and construction becomes sub-
stantially more expensive with a depreciating exchange rate. Depending on the terms of

620the contracts, this can also be an issue concerning PPP schemes.
All these problems can be expected to have intensified with the Covid-19 pandemic.

On the one hand, there is a stronger recognition of the importance of the water sector
among all actors (McDonald et al., 2020). On the other, the financial situation of most
countries in the Global South is even worse than before. To absorb the economic shock

625for households, some countries took measures such as waiving water fees for users. While
this may have ensured access, it deteriorated the financial situation of water utilities,
which was already critical before. Therefore, the Development Ministry compensated the
loss of income for water utilities in some African countries. Interviewees clarified that
this was an exceptional case due to the pandemic, not a change of policy (interview with

630KfW officer 1). However, as investments have been delayed or suspended because of the
critical fiscal situation of partner governments, who normally contribute a certain
percentage to the investments, the question arises whether the pandemic could possibly
have more lasting impacts on the water policies of actors such as the German
Development Ministry and KfW.

635Public development banking

We are a development bank, but we are also a development bank [. . .] so we always have the
problem that we are caught between development and bank. (interview with KfW official 5)

Besides the fact that KfW staff know that the technocratic approach of large infrastruc-
ture construction can often only partly solve the problem, the interviewees also acknowl-
edge that has been difficult to implement it based on a cost-recovery principle. The

640quotation by the KfW official illustrates a major difficulty for public development banks
in the water sector: that is, to find projects they can sustainably finance, especially if they
are to work without financial support from the Development Ministry.

In Mexico, the KfW has been forced to search for other options if they wanted to
continue working in the water sector since 2015. One of the difficulties for KfW to work

645without financial support is that it is less competitive in comparison with other devel-
opment banks such as IDB because it cannot offer loans in local currency and even loans
in US dollars are more costly for the KfW due to the exchange rate loss. Moreover,
according to a KfW official, banks such as IDB can offer cheaper credits also because of
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lower personnel costs (interview with KfW officer 6). Ultimately, in Mexico the KfW
650found a new partner for the construction of sewage infrastructure in the North American

Development Bank (NADB), which is financed by the US and Mexican governments.
The NADB in this case served as an intermediary between the KfW and the private firms
constructing the infrastructure.5 However, in contrast to most national public develop-
ment banks, the NADB does not come with a sovereign guarantee given its dual own-

655ership. This situation was complicated to justify for KfW staff and it increased the price of
the credit due to the higher risk. Therefore, the KfW still needed the Development
Ministry to support the projects in several northern Mexican cities to offer a competitive
credit, and the Development Ministry agreed. However, the mandate of the NADB only
allows it to work within a radius of 300 km from the US border, which resulted in the

660problem that the projects did not have a focus on the poorer areas of the country, creating
a legitimation problem for development cooperation:

[the Development Ministry] did not like it, because it is a complex situation to justify. The
north [. . .] is always much better economically, so, in that sense, it was very difficult to explain
to [the Development Ministry] why we were supporting these municipalities, that are so

665strong that they could have done their own thing. (interview with KfW officer 6)

Ultimately, it is very difficult for the KfW to find ‘bankable projects’ in the water sector,
and even more so projects that are also poverty oriented. In other words, KfW staff are
aware that cost recovery – a key component of international water policy – is not
functional for achieving SDG 6 in the Global South. As another KfW official explains,

670this was actually the reason for the EU to set up the investment facilities for the water
sector:

We don’t get one project on the table where we can say, we can finance that. I have been
working in the sector for 10 years now and I have already worked 10 years before in other
countries, Philippines, South Africa, Brazil. There is no project where I could say ‘let’s go’.

675You always have to consider carefully, and usually you have to invest another six months, a
year in consultants, queries, etc., and this initial situation also ultimately moved the EU to
set up [the LAIF . . .] to improve or ensure the maturity of eligible projects. (interview with
KfW officer 7)

However, as the interviewee further mentions, implementing the LAIF-funded feasi-
680bility studies has been a very lengthy process and so far none of them has been finished.

Hence, it remains to be seen if and what kind of donors or private investors will
increase their activities in the water sector based on the LAIF and if it will involve a
further shifting of risk from private investors to public development banks. Overall, it
becomes clear that it is very difficult to construct and operate large water and sewage

685infrastructure under the current conditions without (continuous) transfers from the
government or donors.

Is good policy unimplementable (in the Latin American water sector)?

The previous section showed that the weak financial sustainability of WSS infrastructure
is partly attributed by KfW interviewees to political institutional failures that hinder their

690successful implementation. In particular, this relates to pervasive issues such as lacking
professionalization and frequent staff rotation in water utilities, too high electricity costs
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to run the plants, and financing structures and limitations. In this context, the KfW has
also been active in supporting structural sector reforms based on conditional lending,
such as tariff adaptions and legal reforms. However, as a KfW official states, this has had

695limited success and has been generally difficult (interview with KfW officer 2). The
instrument used here is PBL, which is an instrument that is very popular with develop-
ment banks, as this KfW official explains:

A PBL is a very easy instrument, if you more or less have everything under control, very easy
to disburse, then as a bank it is quite good. In fact, many banks, including the IDB, love it

700even more than KfW, because they can disburse a lot of resources very easily. Above all, you
can get on the boat of something with which you agree, and you almost grab and finance ex-
post, right? (interview with KfW officer 5)

This quotation illustrates that the practices of development agencies are often driven
by the organizational exigencies of donors and the recipient states, such as the

705securing of funding, organizational legitimacy and jobs, the enhancement of state
control, and the need to maintain good relationships between governments, rather
than by ‘good policies’ as such (Ferguson, 1994; Mosse, 2004). One of the problems
with supporting sector reforms based on conditional lending is that the political–
institutional issues in question are often located on state or municipal level rather than

710on national level:

[with] a PBL the most important thing is that your triggers are in the hands of the federal
government. If you start to define triggers that are state or municipal issues it can get very
complicated, but the problem is that it is somehow unavoidable, because in the end the
federal government has little responsibility in water [and sanitation]. [. . .] Who does the

715work in the end are states and municipalities, so it is really difficult to figure out where those
triggers are, who is the borrower and who is the implementer. (interview with KfW officer 5)

This issue seems somewhat ironic, considering that the decentralization of WSS to state
and municipal levels has been one of the cores of World Bank water policy since the
1980s in Mexico and globally (Soares, 2007; Wilder, 2010), and is now what makes

720political conditionality difficult to implement. In the case of Mexico, the KfW supported
legal and policy reforms with two PBLs worth €100 million each in 2014 and 2015, which,
however, were not even successful in leveraging federal level legal reform. One of the
aims was to support a new water law, which was on the point of being passed when the
loan contract was signed but was ultimately held up in congress and has not been passed

725as yet. Eventually, KfW staff attributes success or failure to the ‘political will’ of the
governments:

The issue of water is very poorly regulated. Many people do not pay, it is subsidized, there is
a lot of corruption, many private companies also taking advantage of it, there is too much
disorder, decentralized bodies that may regulate this and that, etc., which is what was

730intended [to be addressed] by the past PBL but unfortunately it was not achieved, it was
not achieved, we did not achieve it. In the end, we depend on the government, that is, if the
government does not have the political will, even if we want to accompany them with the
best disposition, we cannot. (interview with KfW officer 5)

If you take a look at what was different at the utilities where it did work, for example, ONEA
735[Office national de l'eau et de l'assainissement] in Burkina Faso or Kenya, National Water in

Uganda, the water supplier in Phnom Penh. [. . .] Everything always begins with the
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management of the company. If the political level, whether at the municipal or state level,
wants a change, wants a reform, and if there is also a reform-oriented and competent
management in such companies, then one can – almost regardless of the other framework

740conditions, water scarcity, poverty or whatever – create a very successful company out of it.
And that’s encouraging on the one hand, but it’s still the exception. (interview with KfW
officer 2)

KfW officials are very open about the fact that they have little leverage to address the
major structural problems in the water and sanitation sector. The consequence is that

745there has been an increasing ‘resistance’ from the German Development Ministry to
further support projects in the water sector in Latin America:

In Mexico, [the Development Ministry] no longer wants to work on the water issue, and in
the rest of Latin America in general it does not want to work on that issue either, because
they see few results. (interview with KfW officer 5)

750[the Development Ministry] is no longer willing to work in the water sector. They see us
coming to them, very excited about projects, and they say, hey be realistic, I mean, it’s the
same thing you presented to me before and it didn’t work. (interview with KfW officer 6)

The Development Ministry had already withdrawn financing for water projects after the
failure of the PBL, which was supposed to continue in a third loan:

755After what happened in 2015, they began to have doubts, they have never prohibited us to
work in the sector, but we no longer have the concessional credits in which [the
Development Ministry] puts a contribution. So they told us, if you want to work in the
sector, you can work with your own resources. And really, for KfW to work in such a
complex sector, where you need so many people involved in these programs, with our own

760resources it does not pay off. (interview with KfW officer 6)

Here it becomes clear that the KfW’s role is to implement the political intentions of the
German government, which only provides resources as long as a certain narrative of
‘good policy’ can be maintained. However, as in other sectors, ‘good policy’ in the water
sector is often unimplementable because of its highly political nature, and what is

765important is thus the representation of events in such a way that policy itself is not
questioned (Mosse, 2004). Hence, as noted by Grindle and Thomas (1991), if develop-
ment policies fail, ‘lack of political will becomes a catch-all culprit, even though the term
has little analytic content and its very vagueness expresses the lack of knowledge of
specific detail’ (p. 123). In this context, it could be added that ‘lack of political will’

770becomes a discursive instrument for protecting the image and legitimacy of donors’
‘good policy’ and blaming the partner states per se, without having to acknowledge the
political nature of the state and calling into question existing policies.

Outsourcing to private water companies as solution?

One outcome of the difficult structural conditions under which the KfW works in the
775water sector is the outsourcing of parts of the projects to private firms. While privatiza-

tion has also been part of the neoliberalization of development policy since the 1990s, the
inclusion of private companies through PPP/BOT schemes also provides legitimacy to all
involved actors since it ensures that the infrastructure is maintained and keeps running,
at least for the contract period:
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780What is important to us that the service is correct, that people receive the water quality that
they have to receive and that the water gets the treatment that it should have. Whether it is
public or private, does not matter to us. (interview with KfW officer 6)

For instance, in Nicaragua, a sewage plant built with KfW funds is run by the British
company Biwater based on a PPP/BOT contract. According to a KfW officer, this made

785sense as there had not been any large sewage treatment plant before in the country and
the water utility had no experience in operating such a plant. However, while the idea was
to transfer the knowledge to the water utility step by step and transfer the plant to the
water utility after one year of operation, the latter decided to extend the contract with
Biwater, and according to the KfW officer, the plant has now been running for 10 years

790‘with great success’ (interview with KfW officer 4). Accordingly, the model has been so
successful that the utility even decided to expand it to other treatment plants in the
country, while these were not necessarily donor financed. The KfW officer explains that:

In Nicaragua, [the private operation of sewage treatment plants] is a success story, because
the utility recognized that they have weaknesses and if they privatize it, they have one

795problem less to deal with. And in the end it is more efficient economically, because every-
thing works well, and maintenance is done on time. Because this has often been a problem:
that maintenance is not done on time and the necessary investments ended up being more
expensive than the privatized model. (interview with KfW officer 4).

The downsides and side-effects of the privatization of water services are well known (e.g.,
800Bakker, 2010; Loftus & McDonald, 2001; Swyngedouw, 2005). Particularly problematic

are the huge costs for taxpayers, especially in the countries of the Global South, where the
European technologies and services are imported, as not only construction and opera-
tion, but also the corporatization measures before privatization are often financed with
public debt. Moreover, for the companies to obtain profit, water prices end up being

805much higher and service oriented towards the wealthier urban areas. However, after all,
in postcolonial contexts, where public accountability is often lacking and clientelism and
corruption in water utilities rampant, outsourcing not only construction but also opera-
tion to the private sector has so far been a feasible solution for a development bank such
as the KfW to continue working in the sector.

810Conclusions

Public banks have been seen as key potential agents for progressive social change in
general (Marois, 2021, 2022) and as a source of SDG 6-related finance in particular
(McDonald et al., 2021). The reasons include that they manage enormous amounts of
assets and are generally not motivated towards profit maximization. Moreover, banks

815such as the KfW can access funds at extremely favourable conditions on financial markets
and with a decade-long experience, also have substantial expertise in the water sector.
Nevertheless, as noted by Marois (2021), public banks always function in concrete socio-
economic contexts, and as noted in the introduction to this special issue, little is known
about how public development banks actually work in the water sector.

820Therefore, the aim of this paper was to analyse the broader political economic context
under which the KfW operates in the water sector of the Global South, with a specific
focus on Latin America. This context is one where urban settlements are growing, while
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ubiquitous WSS systems are lacking or deficient, hence, where there is a great need to
expand access to safe water and sanitation. It also is one where public banks such as the

825KfW have the mandate to address this problem and contribute to achieving SDG 6 to
ensure availability and sustainable management of water and sanitation for all by 2030.
At the same time, banks such as the KfW underlie their own financial pressures and
organizational pressures for legitimation to comply with ‘good’ international water
policies. What can and do public development banks such as the KfW do to achieve

830SDG 6? Based on the present study, we can draw three main conclusions.
First, as other public development banks, when it comes to the water sector, the KfW

predominantly finances large WSS infrastructure. This stark concentration of funding on
large infrastructure may seem questionable at first considering the nature of the problem
at hand, in particular in water supply but also in sanitation. In fact, the standard pattern

835of urban service provision in the Global South has always been characterized by a
diversity of water suppliers and forms of supply, within urban settlements but also in
the same households (Coutard, 2008, p. 1818). It has therefore been questioned whether
the ‘modern infrastructural ideal’ is suitable for the cities of the Global South, especially
because the specific patterns of rapid urbanization through self-construction require

840pragmatic pro-poor technological solutions of service delivery (Jaglin, 2008; Criqui,
2020). But even within the framework of the ‘modern infrastructural ideal’, there is an
urgent need to address the decay of existing WSS networks with their extremely high
water losses, deficient quantity and quality of water supply and lacking connectivity to
sewage networks. Nevertheless, since transaction costs are high and there is a need to

845disburse large amounts of resources, it has been difficult for a big player such as the KfW
to address these fundamental, but very complex and small-scale issues. This is especially
true since the KfW is an implementing agency of the German Development Ministry, and
cannot set its own agenda or reject orders from the ministry, even if KfW staff is often
very critical of their own projects (Christian, 2020). There is therefore a need for powerful

850Northern development banks to find better and more effective ways of appropriately
connecting to and financing WSS infrastructure at the scale and conditions appropriate
to the communities in need. For instance, this may involve fostering new relationships
with subnational public development banks, financial cooperatives and local civil society
groups.

855This points to the second conclusion, which relates to the financial sustainability of the
KfW financed infrastructure. The case of the KfW in Latin America indicates that it is
practically almost impossible to construct and operate WSS infrastructure without
continuous government or donor transfers. In fact, other studies have shown that only
a minor share of water utilities globally is able to cover the basic operation and main-

860tenance costs for their infrastructure with revenues from fees (Alaerts, 2019, p. 15; Libey
et al., 2020, p. 2). It is worth mentioning that this is also the case in high-income
countries, where the level of subsidies is high (Libey et al., 2020, p. 11).
Decentralization and commercialization policies enforced by international creditors
onto the Global South since the 1980s have therefore often led to the bankruptcy and

865over-indebtedness of water utilities, resulting in the deterioration of existing infrastruc-
ture. There is thus reason to fear that the large infrastructure funded by public develop-
ment banks today cannot be maintained in the future by scarce public tax bases of
countries in the Global South, let alone based on income from user fees.
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It becomes clear that the discourse of an existing funding gap inWSS – the disjuncture
870between the resources currently spent for water and sanitation and the resources needed

to achieve SDG 6 – falls short. The case of the KfW shows that the available resources are
not as much the problem as to find projects a bank – even if it can access cheap money on
financial markets such as the KfW – can finance. In other words, it must be questioned to
what extent repayable loans from development banks based on cost-recovery policies are

875the right approach to contribute to solving the WSS problem in the Global South.
Ultimately, in the case of the KfW funding WSS in Latin America, there is a (perhaps
insurmountable) barrier between funding WSS infrastructure that is financially sustain-
able and infrastructure that is socially equitable and sustainable. That is, it is extremely
difficult for bankable, cost-recovery models to deliver the WSS systems needed in Latin

880America, despite the expertise provided and public resources deployed through the KfW.
This finding is in line with a quantitative study on the life cycle costs of water utilities in
low-, middle- and high-income countries conducted by Libey et al., who found that water
utilities cannot improve service levels and expand coverage based on cost-recovery
models (Libey et al., 2020, p. 11). It is likely that this funding gap cannot be filled by

885the public budgets of the Global South, which have further been strangled through the
Covid-19 pandemic. There is thus an urgent need for policymakers, the KfW and
recipient governments to rethink WSS development finance and to acknowledge that
long-term subsidies for WSS services are necessary to achieve SDG 6.

Third, it has also become clear that achieving SDG 6 will not be achieved through
890increased funds alone, but requires addressing the underlying, inherently political con-

ditions of WSS governance on the ground, which most fundamentally relate to issues of
enormous inequality in access to resources and decision-making, globally and locally.
Latin American water utilities frequently operate under conditions of unclear legal
frameworks, lacking accountability, and low staff continuity, and where they form part

895of clientelist political relations on the local level, which inhibit efficient operation. New
water infrastructure is thus constructed and supposed to operate and be maintained
under complex social relations, which public development banks such as the KfW cannot
influence. Structural water sector reforms are very difficult to implement for an external
actor such as the KfW, if the involved actors on the ground are not able or willing to

900support political–institutional change. One outcome of this situation has been the partly
privatization of funded WSS infrastructure, as this ensures at least that the infrastructure
is running. This is problematic as privatization involves high costs for taxpayers. Hence,
while Western donors have lifted full cost recovery for water utilities in the South to the
highest principle of international water policy, private water firms (mostly from the

905Global North) do benefit from public subsidies for building and operating water infra-
structure in the Global South. It must be called into question if the same public funds
cannot rather be used to subsidize the costs for the operation, maintenance and new
capital investments of public water utilities, and discussed how these funds can be spent
in a socially equitable and sustainable way.

910Finally, it should be mentioned that even if loans from development banks such as
the KfW are much cheaper than credits that low-income countries could access on
financial markets, they still add to the external, US dollar- or euro-denominated debt
of the countries. This is especially problematic if the resources are not used efficiently
in terms of broad-based human development, but must also be called into question
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915on a more fundamental level. The debt of ‘developing and emerging economies’ is
currently at a record high and peripheral currencies have continuously lost value
over the last decades – even more with the Covid-19 pandemic (Reis, 2020), with
detrimental effects on national budgets and causing harsh austerity measures. This
further challenges the meaningfulness of North–South loans as adequate and promis-

920ing instrument to address the global water crisis that millions in the cities of the
Global South are facing every day and raises two important questions: How can the
need to finance WSS services be brought closer in line with the abundant resources
of public development banks? To which extent can public banks of countries of the
Global South operate independently of global financial markets and international

925development banks, and how could they contribute to achieving SDG 6? These
questions cannot be considered independently of one another and should form the
basis for future research on public banks and water.

Notes

1. Safely managed = drinking water from sources located on premises, free from contamina-
930tion and available when needed, and using hygienic toilets from which wastes are treated

and disposed of safely (WHO, 2019).
2. Interviews were conducted in German or Spanish and translated into English by the author.
3. Even if KfW credits are passed on from the government to the water utility as grants, the

credit remains external state debt.
9354. Which, in fact, has not happened so far in the cases analysed in this study (Nicaragua and

Mexico).
5. As mentioned above, although the infrastructure was supposed to be handed over to the

municipality after the contract period ends, this has not happened so far in the analysed
cases. Hence, while the infrastructure was supposed to be public, it is in fact a complex

940public–private fabric.
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Introduction

The European Investment Bank (EIB), established in 1958, constitutes one of the main
20institutional pillars upon which the European Union (EU) was built.1 Commonly labelled

the ‘Bank of the European Union’ (EIB, 2013, p. 5), the EIB is often described as a ‘policy
taker’ (EIB, 2001; Lewenhak, 1982), since its constitutive mandates set out how lending
mandates are designed to support EU policy objectives (EIB, 2020a). The EIB is a highly
significant lender at the international level: from the 1990s onwards, the bank emerged as

25the world’s largest multilateral public development bank in terms of its assets, equity and
lending, overtaking the World Bank in lending volume. In 2021, the EIB had around
€450 billion in outstanding loans (Council of the EU, 2019).

Despite its importance, the institution has surprisingly attracted little research (Clifton
et al., 2020; Coppolaro & Kavvadia, 2022; Liebe & Howarth, 2019; Robinson, 2009). This

30article, which forms part of larger research project investigating the role of public bank-
ing and its relationship with the financing of public water in this special issue (Marois &
McDonald, 2022), is the first to explore the logic of EIB lending to the water sector. In
addition to analysing the role of the EIB in lending to the water sector in general, it
enquires specifically as to the relationship between lending by the EIB, as a public bank,

35and public water. The thinking behind this second line of analysis is inspired by multiple
recent approaches, including Marois (2021, 2022), Mertens et al. (2021), Mazzucato and
Ryan-Collins (2022) and Clifton and Díaz-Fuentes (2022), who, using different theore-
tical perspectives, coincide in arguing that public entities may be characterized by ‘public
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missions’, in contrast to private entities which typically focus on profit above all else.
40Following this logic, it could be argued that public entities, such as the EIB, may privilege

lending to other public entities, including public water, in an attempt to fulfil a public
mission. To better understand this dynamic, this paper focuses on the logic of EIB water
lending within Europe, the region which has garnered the majority share of EIB global
lending to water – some 94.3%.

45Our analysis of the logic of EIB lending to the water sector in Europe, from its origins
to the present, argues that this is best understood as comprising two overall phases. The
first phase covers the period from the establishment of the EIB, in 1958, to 1990; and
the second phase comprises the period from 1991 to 2021. This division of the EIB’s
lending activities is guided by an analysis of the extent to which the logic of its lending

50reflects the official mandates that the EIB works under. In theoretical terms, the princi-
pal-agent problem argues that an agent may act in a different direction to that set by the
principal (see Sappington, 1999; and Miller, 2005, for the principal-agent problem; and
Ben-Artzi, 2016; Clifton et al., 2021a; and Liebe & Howarth, 2019, for an application to
regional development banks). One way to examine this is to assess the extent to which the

55logic of EIB lending matches or reflects its constitutive mandates. Where a gap emerges, it
is argued ‘slippage’ has occurred, since the agent, the EIB, is not actually fulfilling the
intentions of the principal, in this case, the EU member states.

Using this principal-agent perspective, the logic of EIB lending to the water sector in
the first phase can be interpreted as strongly reflecting the bank’s constitutive mandates,

60which we unpack in the next section, and which include development, investment and,
particularly, integration (which incorporates the promotion of enlargement). For exam-
ple, the bank’s activities promoting integration and enlargement are strongly notable in
its water lending when two new member states, the UK2 and Ireland, which joined in
1973. However, between 1991 and 2021, EIB water lending is increasingly less influenced

65by the core EIB mandates. This indicates slippage as predicted by the principal-agent
problem. Lending becomes increasingly more evenly distributed among country mem-
bers. Rather than privileging its mandate, that is, EIB water lending reflects more and
more member states’ actual capital subscribed (i.e., their financial contributions to the
EIB). Though in both phases the EIB responded to members’ demands for water

70lending – since this is the sole mechanism by which member countries extract lending
from the EIB – in the first phase lending reflected EIB mandates more clearly, while in
the second phase evidence of the three mandates determining the EIB’s lending logic
becomes diluted. We refer to this dilution as ‘levelling up’, as a means of describing the
logic of the second phase of water lending from the perspective of the bank. From the

75perspective of the individual member, one might describe it as ‘you get what you give’.
The finding that EIB water lending more closely reflects its three mandates until

1990, after which slippage occurs, accompanied by a levelling-out process, corre-
sponds to trends found in Clifton et al. (2014) on EIB lending to all infrastructure
sectors. Slippage from its mandates has also been observed in other studies on EIB

80lending. For example, Griffith-Jones and Tyson (2013) critiqued the EIB for not
prioritizing its development mandate by not financing sufficiently its least developed
members. More recently, the CEE Bankwatch Network (2021) criticized the EIB for
its lending outside the EU by arguing they have potentially damaging consequences
for development in these countries.
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85Regarding the relationship between EIB lending and public water, we have cautionary
findings. We argue that it is important to understand the overall direction of ongoing
water reform in the country in question that is receiving the loans than just the ownership
of the water entity receiving the lending at that moment in time. This is because what
may appear to be lending to a public (or private) water entity may be deceptive with

90regard to the wider political economy of national water reform policy.
We illustrate this point by analysing the case of the UK. The UK received more EIB

loans to the water sector than any other country across the entire period between 1958
and 2021 as an EU member, taking some 31% of total water lending. The second most
important recipient of water lending was Italy (17.1%), and the third Germany (11%),

95across the whole period. Hence, the UK received more lending than Italy and Germany
combined. During the 1970s, on the face of it, EIB lending to the UK appears to be
supporting mostly public water. However, Ratnayaka et al. (2009) observed that the
Conservative government in power at the time squeezed the public water sector finan-
cially by blocking national lending to the water entities in advance of their corporatiza-

100tion and eventual privatization. From this perspective, it could be argued that lending by
the EIB was a good alternative for the water entities in lieu of constrained national
lending options. Inadvertently, then, EIB water lending that appeared to be directed at
public water entities, as registered in official EIB lending data, is better understood as
lending to water entities that were being transitioned from public to private bodies by the

105ruling government. This raises further questions about public banks, public missions and
public water provisioning, especially as societies seek to confront challenges of
sustainability.

The remainder of the paper is structured as follows. The next section presents the EIB
with a brief reference to its origins, the purpose of its establishment and its mandates, and

110it draws out what this might mean for its role as a lender to the water sector. The third
section uses the EIB’s database on its lending, combined with secondary literature and
semi-structured interviews with EIB representatives and experts, to provide an overview
of EIB lending to the water sector from 1958 to 2021. We examine trends in lending to
assess the extent it reflects the bank’s mandates following the principal-agent problem.

115On this basis, we present a more detailed analysis of the two main phases identified: from
1958 to 1990, and from 1991 to 2021. In both phases we illustrate the logic of lending to
public water through the case of the UK, the country to receive most lending to the water
sector. The final section offers overall conclusions.

A snapshot of the EIB’s mandates

120The EIB was established in 1958 with a view to attend to EU member states’ collective –
and individual – interests (Clifton et al., 2018, 2021b). It is fully owned by its member
states and is commonly labelled the ‘Bank of the European Union’. The EIB describes
itself as a ‘policy taker’, since its lending should align well with EU policy objectives (EIB,
2020b). The EIB was established as a public, multilateral bank, with a view to achieve

125three major mandated objectives: investment, development and integration, including
enlargement. This is explained by the historical moment in which the EIB was created: it
was charged with promoting economic development and regional integration whilst
contributing to meeting the pressing investment needs of a war-torn Europe. Whilst
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other multilateral banks, such as the World Bank, established before the EIB, had
130mandates for investment and development, the EIB was the first multilateral bank to

have a mandate that included regional integration (Clifton & Díaz-Fuentes, 2022; Clifton
et al., 2018). The three core mandates of the EIB require some unpacking.

Regarding the investment objective, the EIB was established as a financial institution
that would borrow on the international financial markets and manage common financial

135risks in the EU in order to facilitate long-term investment by offering more favourable
financial conditions for EU member states than those available at the national level. Of
particular importance here was lending to long-term infrastructure projects that required
‘patient’ finance, that is, appropriate long-term financing. Similar to many other multi-
lateral banks, the EIB does not have ‘specific water sector targets’ (Fonseca et al., 2021,

140p. 50). However, EIB lending does support infrastructure, and its loans have been
targeted across a range of different infrastructures, such as energy and transportation
networks. Lending to the water sector, therefore, is a logical component of the EIB’s
activities. This has become even more the case since 1984, when lending to water was
supported under the EIB’s updated environment policy objective (EIB, 1984, p. 34).

145The second major mandate objective of the EIB was development. The EIB was
conceived as an investment bank that would support the development of the less-
favoured countries and regions within the EU, with a view to improve or maintain
cohesion across the EU territory. At the time of its establishment, economists feared that
the creation of the EU would exacerbate the need for cross-border investment and cause

150richer regions to develop further at the expense of poorer ones. EIB loans, therefore, were
to help prevent economic imbalances among members and encourage the economic
growth of the least developed regions.

Finally, the third mandate objective was to promote integration and enlargement. In
the first instance, integration was understood as helping existing member states become

155more integrated in the EU. However, later, it was also conceived as meaning a way of
supporting enlargement to the EU. Lending could be used as a kind of ‘reward’ to newly
acceded member states or EU candidates, as a way of welcoming them to the EU (the UK
being a notable example).

To frame the EIB’s lending activities conceptually, we employ the principal-agent
160problem approach. The principal-agent problem argues that an agent may act in

a different direction to that set by the principal (Sappington, 1991; Miller, 2005). One
way to examine this is to assess the extent to which the logic of EIB lending matches what
would be expected according to the three EIB mandates – investment, development and
integration (including enlargement). Where a gap emerges, or where actual lending is

165distanced from these three mandates, it could be argued that ‘slippage’ has occurred
(Ben-Artzi, 2016). We explore the logic of EIB lending to the water sector over time and
enquire as to the extent to which this lending can be explained by these mandates.

The EIB and its financing of the water sector

In this section we describe the EIB’s lending activities to the water sector from 1958 to
1701990 and then from 1991 to 2012. In addition to being characterized by a different

lending behaviour on the part of the EIB, these two phases also coincide clearly with
a change in the political economy of Europe. Between 1958, when the EIB was
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established, and 1990, when the EU was focused on consolidating a common economic
and political area inWestern Europe, under the shadow of the ColdWar. At this time the

175EU underwent three rounds of enlargement, from the original six member states to the
EU-12. The first round included Denmark, Ireland and the UK. The second and third
rounds included Greece, then Spain and Portugal.

In the second phase, between 1991 and 2021, the Cold War had come to an end and
the Soviet Union was gradually dismantled. At this time the EU-12 expanded to the EU-

18015 and then eastwards to the EU-28. Brexit at the end of 2020 then led to the EU’s first
shrinkage, to the EU-27.

Our analysis of EIB lending first considers lending to all sectors, in order to later put
into context the significance of its water lending. Between 1958 and 2021, nearly 95% of
all EIB lending was directed to EU member states and EU neighbour countries. In this

185period, the EIB financed a total of 25,622 projects at €1838 billion in constant 2015
prices (EIB, 2022b). Regarding EIB loans to water by projects, of the total number of
projects receiving EIB loans, some 6.6% (1682 projects) were destined to the water
sector between 1958 and 2021 (EIB, 2022b). As regards the sectors and volume of
lending measured in euros, the infrastructure sector in general attracted by far the

190majority of EIB lending. In order of importance, energy infrastructure led, followed
by transportation and communications. The water sector was the fourth infrastruc-
ture sector in importance across the whole period. Overall, the water sector received
€97.7 billion of loans from the EIB (constant 2015 prices), which amounted to some
5.3% of total EIB lending (Figures 1, 2). It has been argued that this percentage is

195on the low side for a public bank, since the involvement of public banks in the
water sector tends to range from a minimum of 5% to a maximum of around 15%
(Fonseca et al., 2021).

One of the reasons EIB lending to the water sector is on the low side may be explained
by the perception EIB staff hold of the water sector itself. Anonymized interviews with

200EIB staff conducted for this article stated that water is seen as being ‘high risk’, whilst the
EIB’s lending strategy is to reduce risk in order to borrow money cheaply to lend
cheaply.3 When EIB experts were asked to explain this perception of water being high
risk, they stated this was due to the financial risks associated with low cashflows that
complicate comfortable debt servicing. In addition, EIB experts cited the possibility of

205sewage leaks and other environmental accidents that could reflect badly on the EIB’s
reputation.4

Figure 1 shows that the majority share of EIB water lending was destined to the EU
and Europe more generally. Some 87.3% of EIB lending to the water sector has been
directed to EU member states. Lending to other European countries amounted to 0.9%,

210whilst 6.1% went to European neighbour countries in the Mediterranean region.
Therefore, 94.3% of total loans to the water sector was directed to the European region.
Loans to the water sector to the rest of the world (RoW; including Africa, Asia, Latin
America and the Caribbean, and the Pacific), therefore, only made up 5.7% of total water
lending. This rather low volume of lending to regions outside of Europe has placed the

215EIB in the spotlight, and it has been criticized as not doing enough for the RoW (Griffith-
Jones et al., 2008). Perhaps in response to this criticism, EIB water lending directed to the
RoW increased from 2018 to 2021 (Figure 1). In 2022, the EIB also launched a new
development lending arm, EIB Global, to spearhead efforts abroad (EIB, 2022a).
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Although Figure 1 shows how EIB lending to the water sector gradually increased
220overall until 2013, when a decline is observed, when water lending is considered as

a percentage of EIB total lending, a different trend emerges. Figure 2 shows the annual
percentage of EIB loans destined to the water sector and the annual percentage of EIB
projects in the water sector between 1970 and 2021. It can be observed that the
percentage of lending and number of projects grew significantly during the 1970s.

225The percentage of EIB lending to water peaked around the end of the 1970s,
reaching 20% of total lending. It then fell during the early 1980s to between 8%

Figure 1. European Investment Bank (EIB) water lending in the European Union, other European,
Mediterranean and rest of the world (RoW) (millions of euros, constant 2015 prices).
Source: Based on data extracted from EIB (2022b).
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Figure 2. European Investment Bank (EIB) water lending (% of total lending and % of total projects
per year). Source: Based on data extracted from EIB (2022b).
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and 10% of lending. Despite this fall, these percentages were relatively high in
comparison with the average lending of public banks to water, thus clearly reflected
the EIB’s investment mandate.

230We now examine EIB lending and projects to the water sector independent of overall
lending and projects. Despite the fact that, as shown in Figure 2, lending and project
numbers in the water sector declined from the 1980s as a percentage of total EIB lending
and projects in all sectors, actual lending to water actually increased, overall, from the
1970s until around 2013 (Figure 3). In the initial years of the EIB’s lending activities, from

235its establishment until the first enlargement in 1973, water lending was conducted on
a rather irregular basis, and only 17 projects were financed in this period. Most of these
projects were for relatively large sums of money and were destined to EU member states
or EU candidates. As a proportion of total projects and lending during this period, the
water sector made up 3.5% of projects and 5.3% of lending. It was the first enlargement of

240the EU in 1973, which included the new member states of Denmark, Ireland and the UK,
which marked a turning point as regards EIB lending to the water sector. The number of
water projects financed increased year by year, reaching a total of 60 projects in 1987.
Despite the rise of water lending in real terms until 2013, as a share of total lending, the
relative amount of lending to the water sector fell from 1987, when it consisted of 9% of

245all lending, to around 5.3% in 2021. We now turn to examine EIB lending to the water
sector in the two phases: 1958–90 and 1991–2021.
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EIB lending to the water sector: 1958–90

EIB lending to the water sector was rather erratic until the first enlargement in 1973
(Figure 4). Before the first enlargement, Italy received the largest volume of lending,

250followed by France. Lending to Italy commenced with an intermediated loan of €-
24 million in 1965 to the southern town of Metaponto through the Cassa per il
Mezzogiorno. The Mezzogiorno region, in Southern Italy, was at this time the least
developed region of the EU-6, with the lowest per capita gross domestic product (GDP)
(Clifton et al., 2018). This lending clearly reflected the EIB development mandate, which

255sought to tackle potential disparities among territories that could be further exacerbated
during the integration process. The main loans to France went to Compagnie Nationale
d’Aménagement de la Région Bas-Rhône et Languedoc in 1961, which was a public
authority, and to Canal de Provence in 1964 and 1969, which was a public corporation.
This lending reflected the development mandate, as these works were necessary to

260develop the irrigation of, and water supply to, southern territories in France. Putting
into practice the EIB objective to promote integration through enlargement, Greece
received substantial water lending, in 1965, 1966 and 1967, despite its not being an EU
member state at the time. Between 1970 and 1973, there was very little activity in the
water sector.

265Enlargement in 1973 marked the turning point as water lending started to grow
significantly. Lending continued to Italy and, to a lesser extent, France, supporting the
development mandate. At the same time, water lending became significant to a new
member state: the UK.

Figure 4. European Investment Bank (EIB) lending to the water sector by country, 1961–90. Source:
Based on data extracted from EIB (2022b).
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It is worth examining in more detail the reasons behind the significant role of the UK
270as a recipient of EIB water loans in this period. Water lending to the UK started two years

after it joined the EU. Moreover, this lending to the UK continued and increased
throughout the first phase: between 1975 and 1990, the UK received the majority share
of water lending, over one third of the total water lending by the EIB. These loans to the
UK can be interpreted as reflecting the EIB’s integration/enlargement mandate, in

275particular, as a ‘rewarding strategy’ for new adherents. In other words, EIB lending
would be generously provided to new members, when so requested. In a previous
study of EIB lending to all infrastructure sectors, this rewarding strategy to new members
was common in the initial years of lending (Clifton et al., 2018, 2021b).

Table 1 provides more detail about the destination of EIB lending made to the UK
280water sector between 1975 and 1987, which totalled around one third of all EIB water

lending in this period, as shown on the last row. Given the significance of the UK as
a recipient of water lending, it is also of interest to explore this case as regards to what can
be learned about the relationship between EIB lending and public water in particular.

At first glance, it could appear that EIB lending was targeted to public entities in the
285UK water sector. However, a deeper analysis of ongoing water policy in the UK shows

that this is misleading. In the same year the UK acceded to the EU, a major shift in water
policy was occurring in the country. Under Edward Heath’s Conservative government,
the water sector was being subject to a deep reorganization (Hukka & Katko, 2003). The
passing of the Water Act 1975 set out this reform, which essentially established 10

290regional water authorities, in England and Wales (not Scotland or Northern Ireland).
In so doing, the control of previously existing public water entities, responsible for water
and sewerage services, was transferred away from the municipality-level towards the
regional water authorities which would be nationally controlled. These regional water
authorities, based on areas of rivers in the country, were then put under the control of

Table 1. European Investment Bank (EIB) lending to the UK water sector, 1975–87 (number of
projects and amount in current and constant euros).
Nation and regional water authority Projects Current value Constant 2015

England 73 1,358,279,411 3,238,391,731
AWA 5 167,259,710 319,209,618
NWWA 17 271,646,687 754,734,177
NWA 16 395,313,327 969,494,872
STWA 2 61,770,688 115,831,473
SWA 3 38,636,376 103,840,854
SWWA 10 90,991,224 217,308,110
TWA 0
WWA 3 47,500,779 85,938,737
YWA 17 285,160,620 672,033,889

Wales 9 113,959,234 275,752,259
WNWDA 9 113,959,234 275,752,259

Scotland 7 107,157,272 301,196,379
UK total 89 1,693,355,151 4,091,092,628
UK % of EU projects and funding 26.3% 32.8% 30.7%

Note: AWA, Anglian Water Authority; NWWA, North West Water Authority; NWA, Northumbrian Water
Authority; STWA, Severn Trent Water Authority: SWA, Southern Water Authority; SWWA, South West
Water Authority: TWA, Thames Water Authority; WWA, Wessex Water Authority; and YWA, Yorkshire Water
Authority; WNWDA, Welsh National Water Development Authority.

Source: Based on data extracted from EIB (2022b).
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295directors who had been appointed by the central government. Nine regional water
authorities were created in England, namely: the Anglian Water Authority (AWA);
North West Water Authority (NWWA); Northumbrian Water Authority (NWA);
Severn Trent Water Authority (STWA): Southern Water Authority (SWA); South
West Water Authority (SWWA): Thames Water Authority (TWA); Wessex Water

300Authority (WWA); and Yorkshire Water Authority (YWA). In Wales, one sole regional
water authority was created, the Welsh National Water Development Authority
(WNWDA). Hukka and Katko (2003) argue that the conversion of water municipalities
to regional water authorities was a first step towards their eventual privatization, which
occurred from the end of the 1980s.

305The explanation of the relationship between EIB lending and water reform in the UK
becomes clearer since, from the outset, the regional water authorities found themselves
hampered by chronic underfunding and a lack of investment from central government
(Hukka & Katko, 2003). For this reason, upon joining the EU, the regional water
authorities found in the EIB a suitable source of sorely needed loans. Moreover, when

310Margaret Thatcher’s Conservative government came to power in 1979, Thatcher
restricted the ability of regional water authorities to borrow money from national
institutions that would be necessary for capital projects (Karen Bakker, 2005). It is in
this context, then, that the UK emerged as the main recipient of water lending from the
EIB. As seen in Table 1, all the regional water authorities borrowed heavily from the EIB.

315The TWA, which was the largest and most urban and affluent of all regional water
authorities, providing water and sewerage services to around 12 million people living in
London and the Thames Valley, was the one exception because it was subject to much
less financial stress and greater self-finance at the time than those authorities in rural and
more disadvantaged areas (Bakker, 2001).

320Interestingly, the largest amount of lending was targeted to the North of England:
specifically, to the NWA, NWWA and YWA. Reform of the regional water authorities,
which had taken place in England and Wales, was not emulated in Scotland, where local
authorities retained control over water. Scotland, however, also received loans from the
EIB, which amounted to 7.8% of the total amount of EIB water lending to the UK

325between 1975 and 1987. In the Scottish case, EIB lending was used to improve water
supply, distribution and wastewater treatment in the Lothian Region.

Hence, as we have seen, EIB lending to the UK water sector was mainly, but not
exclusively, targeted to regional water authorities that were en route to an eventual
privatization, pushed in this direction by the UK government. Yet EIB lending also

330was directed to Scotland, where water remained under public ownership. It appears that
EIB lending following national water policy, therefore, rather than an informal or formal
commitment to public or private ownership. We now turn to analyse the second phase of
EIB lending to the water sector.

EIB finance to the water sector: 1991–2021

335Between 1991 and 2021, whilst the volume of EIB lending to the water sector increased
overall, its significance as a percentage of overall EIB lending dropped, as has been seen
(Figure 2). EIB lending to the water sector by country during this period is shown in
Figure 5, which indicates how a process of ‘levelling up’ occurred. In the first phase,

846 J. CLIFTON ET AL.



before 1991, EIB lending to water was initially rather ad hoc, and then went on to focus
340on specific countries (Figure 4). On analysing the countries receiving EIB lending, this

first phase lending logic was found to reflect the mandates of investment, development
and integration/enlargement. In contrast, in this second phase, water lending became
increasingly distributed more evenly across all country members, with the single, impor-
tant exception of the UK. Put simply, this shift to levelling up could be described as one

345where ‘you get what you give’ from the perspective of the member states, meaning that
the lending member states received more closely aligned with their financial contribu-
tions to the EIB.

The UK continued to dominate water lending from the EIB during the 1990s and
throughout the 2000s until Brexit. From Brexit in 2017, no further lending was made to

350the UK by the EIB (in any sector). On average, however, the UK received 31% of EIB
loans on water across this period (Figure 5). As an aside, the end of EIB lending to the UK
was a major impetus for the creation of the new UK Infrastructure Bank in 2020–21.

In the same period, the rest of the EU member states received a proportion of lending
that increasingly reflected their relative share in EIB subscribed capital (‘levelling up’).

355This levelling up was not, by any means, uniform, and considerable diversity in water
lending patterns remained. For example, Germany, the member state with the largest
economy, received 13.5%, Italy 10.2%, Spain 10.4%, Portugal 5.1% and France 3.2%.
Moreover, some of the founding member states that had scarcely borrowed during the
period 1958–90 started to receive larger amounts of lending, such as Belgium, which

360received 7.6% and the Netherlands, which obtained 4.3%, of total EIB water lending.

Figure 5. European Investment Bank (EIB) water lending by country, 1991–2021. Source: Based on
data extracted from EIB (2022b).
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At the same time, when the new member states from the East, after the collapse of the
Soviet Union, joined the EU, their ‘reward’ for joining was not as remarkable as it had
been in the case of the UK (and, to a lesser extent, Ireland). Rather, the new member
states received lending which was broadly proportional to their relative share in EIB

365subscribed capital: the Czech Republic receiving 2.3%, Poland 2.1%, Hungary 1.7% and
Romania 1.5% of overall lending. So, both for old and new EU member states, a levelling
up of loans occurred. This levelling up was far from even, however: it marked a shift in
the sense lending was much more evenly spread in the second than the first phase.

EIB lending to the water sector in the second phase can be compared with that of the
370first phase in order to reflect on the logic of this lending and the extent to which

a principal-agent problem is apparent. As regards the EIB’s investment mandate, in the
first phase, lending to the water sector had hovered between 8% and 20% as a proportion
of total lending to all other sectors. In contrast, between 1991 and 2021, water lending
descended to between 4% and 10% of total lending. Hence, the overall investment

375operations in relations to the mandate of the EIB in water weakened in this second
phase. This is despite the fact that the environment, and therefore, water investment,
became an EIB policy central objective from 1984 (EIB, 2002).

Second, the fact that a levelling up occurred meant that the EIB’s integration and
development mandates were inevitably diluted. A strong integration mandate would be

380seen, for example, if new member states were ‘rewarded’ for their accession, as had
occurred in the first phase. Similarly, a strong development mandate would be apparent if
water projects in the least developed member countries were prioritized. However, the
distribution of water lending amongst all member states showed a weakening of both
these mandates. Hence, in this second phase, EIB water lending increasingly reflected the

385financial contribution made by each member state to the EIB itself through the share-
holding arrangement, whilst its core mandates were increasingly diluted.

Despite this overall levelling up of EIB lending, the UK continued to remain the
country receiving the largest volume of EIB water lending (Figure 6). As mentioned,
during its period as an EU member between 1973 and 2017, the year after Brexit, the UK

390received 31% of all EIB lending to the water sector. And while the UK was one of the
larger EU economies, its share of water lending was disproportionate.

This dominance of the UK as a recipient of EIB water lending can again be used to explore
the relationship between EIB lending and the public water sector. As discussed, national
water policy in the UK consisted of firstly corporatizing water entities. The policy of

395corporatization has an interesting debate around it, captured in (Andrews et al., 2022;
Clifton & Díaz-Fuentes, 2018). Whilst most scholars coincide that corporatization renders
an entity more autonomous from the government, a debate continues about the extent to
which corporatized entities behave as private ones. Once UK water reform had established
regional water authorities during the first phase (1974–87), the Conservative government

400went on, during the second phase (from 1988 onwards), to transform these regional water
authorities into private corporations, namely, water and sewerage companies (see Hall &
Lobina, 2007, for details on the privatization of water in the UK). Interestingly, the existing
debts of the regional water authorities, which were estimated at around £5 billion, were
assumed by the UK government. However, the new private water and sewerage companies

405were also granted extra (national) funds, the so-called ‘green dowry’, which amounted to
£1.5 billion. The newly established English water and sewerage companies were: Anglian
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Water (AW) Ltd; North West Water (NWW) Ltd (from 1995 United Utilities Water plc);
NorthumbrianWater (NW) Ltd; Severn Trent Water (STW) Ltd; SouthernWater (SW) Ltd;
South West Water (SWW) Ltd; Thames Water (TW) Ltd; Wessex Water (WW) Ltd; and

410Yorkshire Water (YW) Ltd. Water and Sewerage plc from England received some 86.1% of
the total EIB water loans to the UK between 1989 and 2017 (Table 2).

All the newly privatized water and sewerage companies received EIB lending, even
TW, which had not received lending during the first phase. One explanation from the
side of the private companies is that EIB lending was an attractive source of loans. At the

415same time, the EIB could well justify its lending to these companies under the rubric of its
new environmental priorities from 1984, as well as new European water quality standards
that had been introduced (Kallis & Butler, 2001; Karen Bakker, 2005). Interestingly, the
largest EIB loan to the UK was destined to the construction of the Thames Tideway
Tunnel. The tunnel was a huge sewerage infrastructure project to serve the most affluent

420urban area of the UK. TW Ltd refused to finance this project by itself, which had a final
cost of around €5 million (£4.2 million). Hence, the sewerage infrastructure received
loans from the UK government and the EIB, as well as an extra charge exercised onto TW
customers (Chartered Institution of Water and Environmental Management (CIWEM),
2019) even before its completion (estimated in 2025).

425Because EIB water lending was heavily focused on the UK, and UK water policy
was largely moving towards privatization, it could be interpreted that EIB lending –
at least inadvertently – prioritized private (or at least corporatized) over public
water. To a great extent, this is accurate; however, there are important nuances to
this overall trend. The majority share of EIB water lending was directed to
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430corporatized and privatized water companies (Table 2). However, to suggest EIB
loans systematically favoured private entities in the UK would be inaccurate since
loans also were directed to Wales, which eventually took a different track to English
water reform. In Wales, the new entity was Welsh Water plc which, from 2001, was
transformed away from privatization and towards a not-for-profit company limited

435by guarantee (CLG) (Bakker, 2003). Welsh Water plc was reorganized with no
shareholders and to be ‘run solely for the benefit of customers’ (Owen, 2013).
Welsh Water plc, therefore, became a public, statutory company similar to
Northern Ireland Water and Scottish Water. Welsh Water plc received 2.2% of
EIB water lending between 1989 and 2001, whilst Welsh Water CLG received 5.3%

440of EIB water lending between 2001 and 2017. Clearly, the shift from a private
company between 1989 and 2001, to a non-for-profit company, with no share-
holders (from 2001 onwards) did not alter the logic of EIB lending. Scotland did
not register EIB loans during the period 1989–2017; however, Northern Ireland
Water, operating under a non-profit statutory company status, received lending in

4452006 (Table 2). Though the majority of EIB lending to the UK water sector was
destined to corporatized or privatized entities, therefore, this does not appear to be
an ideological strategy of the EIB. Rather, it reflects EIB lending following the
direction of ongoing water reform at the country level.

Table 2. European Investment Bank (EIB) lending to the UK water sector, 1989–2017 (number of
projects and amount in current and constant values).
Country and water and sewage company/regional water authority Projects Current value Constant 2015

England 111 15,678,407,684 18,587,613,696
New water Plc 14,603,625,828 17,408,387,581
AW Plc 11 1,156,792,026 1,352,443,819
NWW Plc 10 1,212,585,307 1,679,108,407
United Utilities Water 8 2,509,890,626 2,632,605,733
NW Plc 17 1,391,999,324 1,595,576,426
NWG subsidiaries 192,957,446 270,629,405
STW Plc 16 2,665,526,971 3,242,740,715
SW Plc 7 451,824,372 594,959,485
SWW Plc 10 964,187,067 1,139,841,283
TW Plc 14 2,001,454,867 2,414,571,924
WW Plc 10 1,107,199,886 1,324,086,597
YW Plc 8 949,207,936 1,161,823,787

Former RWAs 6 187,447,914 299,929,885
AWA 1 22,033,971 35,742,036
SWWA 1 20,423,168 31,418,246
WWA 1 55,819,392 90,546,488
YWA 3 89,171,383 142,223,115

Other 1 887,333,942 879,296,231
Thames Tideway Tunnel 1 887,333,942 879,296,231

Wales 11 1,342,856,741 1,516,448,102
Welsh Water Plc 11 317,666,099 446,148,529
Welsh Water CLG 1,025,190,642 1,070,299,572

Northern Ireland 1 84,669,229 95,440,312
Northern Ireland Water 1 84,669,229 95,440,311.99

UK total 123 17,105,933,654 20,199,502,110
EU % of projects and funding 11.0% 26.7% 27.5%

Note: AW, Anglian Water Ltd; NWW, North West Water Ltd (from 1995 United Utilities Water plc); NW, Northumbrian
Water Ltd; STW, Severn Trent Water Ltd; SW, Southern Water Ltd; SWW, South West Water Ltd; TW, Thames Water Ltd;
WW, Wessex Water Ltd; and YW, Yorkshire Water Ltd. See also Table 1.

Source: Based on data extracted from EIB (2022b).
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Conclusions

450The EIB emerged as the world’s largest multilateral public development bank from the
1990s, yet there remains a lack of knowledge and research about its lending activities.
This article is the first to analyse the logic of EIB water lending. It had two core research
questions, following a larger research project on the relationship between public banks
and public water. What is the logic of EIB lending to the water sector in general? What is

455the relationship between lending by the EIB, as a public bank, to public water? To
examine these questions, we explored data on EIB lending from its establishment in
1958 until 2021, supplemented by an analysis of primary and secondary documentation,
and the organization of select interviews with EIB staff who were experts in the water
sector. The principal-agent problem was used as an organizational framework to analyse

460the extent to which a lending logic reflected the EIB mandates or otherwise.
We found that the logic of EIB lending to the water sector followed two phases,

a conclusion that coincided with previous research on the logic of EIB lending to all sectors
(Clifton et al., 2018, 2021b), with the important exception of the UK, which
attracted the largest amount of EIB lending in both phases. Overall, across the

465first phase, from 1958 to 1990, we found the logic of EIB lending to the water
sector reflected well the bank’s mandates: development, investment and integration,
including enlargement. The development mandate was reflected in EIB support, in
particular, for the poorest areas of Italy and to develop water infrastructure in less-
developed regions of France. The investment mandate was seen in the relatively

470high proportion of water lending compared with total lending. The integration
mandate was clearly observed in the support of the UK water sector, which was
rewarded with large lending amounts as a new member state. The finding that EIB
lending corresponded quite closely with its three mandates coincides with those of
another study on the logic of EIB lending to infrastructure, which confirms a clear

475link between the patterns of lending and the three mandates (Clifton et al., 2014;
Clifton & Díaz-Fuentes, 2018).

Given its relevance as a leading recipient of EIB water lending, the UK experience was
analysed in order to assess the relationship between EIB lending and public water.
Although, superficially, it would appear EIB lending was directed to publicly owned

480water during the 1970s and 1980s, this interpretation is misleading. In reality, English
and Welsh regional water authorities called on EIB finance because they were under-
funded and constrained as regards obtaining national lending in the run up to govern-
ment plans to corporatize and then to privatize them from 1989. Inadvertently, then, EIB
water lending helped water entities in the transition from public to private (although

485Wales would later turn away from water privatization).
In the second phase, between 1991 and 2021 – with the notable exception of the UK –

a levelling up process occurred in EIB water lending. Gradually, those countries that had
received greater sums of lending than their peers, such as Italy or France, fulfilling the
development mandate, saw their overall water lending decrease, whilst countries that had

490not received significant lending volumes increased. At the same time, newmember states,
particularly those joining from the East in the aftermath of the collapse of the Soviet
Union, were not significantly ‘rewarded’ on becoming members, as had occurred in the
first phase, particularly as seen in the case of the UK. At the same time, though the overall
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volume of lending to water increased, the percentage of EIB lending to water compared
495with total lending decreased. Hence, all three mandates – investment, development and

integration, including enlargement – could be said to have been significantly diluted.
Instead, EIB water lending was more evenly distributed among member countries,

whilst the relationship between the capital subscribed by eachmember state and the lending
they received converged. From the perspective of the EIB, this was a ‘levelling up’. From the

500perspective of the country, this approximated ‘you get what you give’. This reflects a process
of slippage as predicted by the principal-agent problem, and identified in this second phase
of lending. At the same time in the second phase, the EIB’s lending became more tightly
aligned with the demands of the member states – in particular, with those of the UK – even
if those demands were to support corporatization and privatization in the water sector.

505To claim EIB lending is ideologically in support of private water, however, would be
misleading. Whilst it is the case that the majority share of EIB lending to the UK
was directed to support water entities in their transition from public to private, the
case of Wales introduces a nuance to this argument. Here, UK water policy was
reversed, and water was established as public, not-for-profit. Despite this, EIB

510lending to the now public Welsh entity was continued, a clear demonstration that
EIB lending responded to the demands of its members.

Further research is required to explain why slippage has increased at the EIB in the
water sector – as it did also in other infrastructure sectors. In addition, what are the main
consequences of its move away from fulfilling its mandates towards a tighter alignment

515with member states? In the introduction to this article, the special importance of a public
mission or set of public missions that public entities are often charged with was noted, in
contrast to a private entity that must prioritize profit making above and beyond other
aims. This concern can be translated into a specific question: what were the consequences
of the EIB’s provision of lending from the public purse to support the privatization of

520water? Finally, what consequences did EIB lending to public water entities have, in
comparison with that made to their private counterparts? A comparative study of EIB
water lending to Wales and England would be a first step towards answering this
question. In the light of the increased importance of the fight against climate change
and the heightened role of water as part of EU environmental policy, it is urgent to study

525in greater detail the consequences of EIB water lending to learn lessons from its past for
the next few, critical years in Europe.

Notes

1. We use the term ‘European Union’ throughout for convenience, rather than also using the
terms ‘European Economic Community’ and ‘European Community’.

5302. The UK is made up of England, Scotland, Wales and Northern Ireland.
3. Anonymized interview 1 with EIB Staff, conducted in Luxembourg in September 2021.

Other contributions to this special issue likewise highlight how public banks can seek to
minimize risks in general in order to borrow more cheaply (e.g., the Dutch Water Bank).

4. Anonymized interviews 2 and 3 with EIB Staff, Luxembourg, September 2021.
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