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1 INTRODUCTION

One of the most important development objectives of governments
is the delivery of public services and goods or providing access to
them.

“Public services and goods” refer to the basic needs and collective
needs of communities that are usually supplied by some form of
government, like water, sanitation, solid waste collection, energy,
telecommunication, transport, health and education. When the
government feels that everybody should have access to certain
goods and services, irrespective income, status or other criteria, the
goods or services addresses a so-called basic need. Typical
examples are goods and services like water supply, primary and
secondary education and health services. Even when a need is not in
demand by the community, the government may still classify it as a
basic need. Many governments want to direct the public to use
certain services. The widespread use of these services often lead to
higher order development goals like prevention of public health
diseases, environmental damages or stimulate economic
development. Typical examples of such “basic” needs are disposal of
waste and education of children.

Collective goods and services are cheaper when purchased
collectively. Often these goods and services are available on the
market, but interference from the government reduces their retail
prices. Private goods are on the other hand cheaper when purchased
directly from the provider. Technology influences which services and
goods are collective in nature and which are not. Technology
development in the telecommunication changed it from a typical
collective good into a private good. Some of the collective needs are
considered basic in nature, while others are sold on basis of more
commercial criteria. The delivery of services and goods addressing
basic needs is irrespective of the ability and willingness to pay of the
consumer. The provision of other pubic services and goods often
does include these criteria; ability and willingness to pay. This does
not mean that services and goods addressing non-basic needs are
solely provided on basis of commercial criteria. The government may
involve itself to stimulate and regulate a more equal distribution of
the services and goods within society.

Because of its collective nature, it may not be possible to identify,
monitor and bill individuals for their consumption of some of the
public goods and services. Street illumination is a typical example of
a service that cannot be billed and have to be paid from taxes. In
other service sectors, providers may not be able to break even from
user charges alone and also require subsidies. The services and
goods that are not profitable are the so-called merit goods. Like
services and goods addressing basic needs, merit goods and services
are provided irrespective the consumers’ ability and willingness to
pay for the service.
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A major concern with regard to delivery of public services and goods
is the low sustainability. A trend which is common in many countries
irrespective of their income. Due to a lack of maintenance and
operational capacity a lot of the infrastructure to produce and
distribute the services are under-utilised and in a deteriorated state.
Some school-buildings were never used because of a lack of
teachers; health centres did not result in the expected health
impacts due to lacking equipment and materials; sewer systems and
roads have technical lives far shorter than their potential; just to
name a few of the many problems encountered.

This document describes the causes and remedies with regard to the
low sustainability in public service delivery.
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2 CAUSES

Sustainability in an organisation can be defined as the capability of
the organisation to continue its core activities. In this case the core
activities are related to public service delivery and the organisation
is the service provider.

The factors influencing the sustainability of a service provider can be
divided in the following four groups:

e Incentives (institutional, organisational, individual)

e Financial capacity

e Managerial capacity

e Technical capacity

Service providers seldom operate autonomously and usually have to
follow the instructions from politicians, higher echelons of
government and in low and middle-income countries negotiate with
financers of projects (development banks, bilateral donors and
international NGOSs).

In democratic countries, election cycles make politicians accountable
to the general public. As a result most governing politicians want to
convince the voting community that they helped to improve the
society and seek opportunities to provide evidence of doing so.
Politicians do not have the time to wait for the impacts of their
policies, if they want to win another election campaign. Many
politicians feel that physical infrastructure construction is the best
way to sell them selves. The infrastructure provides the hard
evidence of their good intentions. On the other hand raising taxes
and service charges are not good sales arguments for politicians and
therefore politicians may freeze or decrease taxes and service
charges in order to win popular support. Decentralisation has
resulted in more power for local politicians to influence the
operations of the service providers. The tendency to use
infrastructure investments for electoral support is higher among
local politicians because of the more direct relationship between
local development and the popularity of a politician. Local
communities easier accept that national politics may not result in
concrete projects in their region, provided that the whole country
moves forward.

The financers equally have pressured service providers to expand
their infrastructure. They often believe that they should only finance
investment projects and the recipient governments and service
providers are responsible for the operation and maintenance of the
infrastructure assets. The donor community and the NGOs have
attached poverty related conditions to their support, expanding
infrastructure assets in the poorer communities.

As a result of this socio-political pressure many service providers
own large amounts of infrastructure assets that do not generate
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income and therefore cannot be maintained without subsidies.

The professional interest and commitment to the development goals
of the service provider at all staff levels can be very disappointing.
On the one hand individuals, units, divisions are seldom held
accountable for their actions. They are neither penalised nor
rewarded. On the other hand the performance requirements are
usually not specified. At the same time there is a mismatch between
the development objectives of the government and the development
objectives of the service provider. Equally the objectives of the
service provider and their workers are often not the same and may
even be conflicting.

Ideally the politicians are interested in the development goals and
should not automatically translate this interest in infrastructure
investments. In addition they should be concerned about the
financial sustainability of the service provider. More and more
national governments are decentralising the responsibilities with
regard to municipal service delivery to local governments.
Unfortunately they do not take into account the capacity of these
local governments to generate sufficient income to finance
maintenance and operation of the assets.

Private service providers should be concerned about the financial
sustainability of their operations and may not be interested in the
national development goals. It is not part of their system to plan for
the development goals. Private companies will only extend their
services, if this result in additional profit. Thus government
interference may be required to ensure that the poor also receive
the services.

Many labour related acts for government employees have resulted in
jobs for life with uncompetitive salaries. Not really attracting the
champions in a certain profession to join the organisation or
motivating the staff to perform. Many multilateral and bilateral
donor projects therefore top up salaries and provide other incentives
to government employees working on “their” infrastructure projects.
Thus employees benefit from an infrastructure
expansion/reconstruction approach.

As stated earlier, many service providers do not have any financial
control over their organisation. They simply implement the projects
that they are awarded. Many service providers are not concerned
with cost recovery. It is simply not their responsibility. At the same
time, many service providers lack the incentives to reduce the costs
of their construction projects.

The service providers that have to recover all the costs; may be
troubled about the low potential to collect revenues. Even the most
effective and efficient service providers can find it difficult to break
even; the willingness and ability to pay among the consumers may
simply be too low. They also encounter low cooperation from
politicians to raise tariffs. The support from the legal department,
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justice department and the court may also be very disappointing.
Without such support, defaulting is an easy and attractive option to
many consumers.

Many (public) service providers do not prepare long term budget
plans, projecting revenues and costs, to assess the financial returns
in the first place. In addition many service providers still do not work
with international acceptable accounting standards. For these
reasons, they are unable to mobilise resources from commercial
sources and still depend on financial resources from the treasury to
finance investment projects.

However, if service providers would fully charge all the costs of their
operations to the population, it is likely that these tariffs will result in
serious problems for the poor. Depending on the price-elasticity for
the service, the demand for the services from the provider may
drop. Many service providers are providing merit goods and services
or operate in situations that they cannot serve the whole population
without risking bankruptcy. Service delivery under these
circumstances either requires subsidies from governments or donors
or application of commercial criteria for the selection of target
groups.

Many service providers either lack in house capacity to plan, design,
construct and maintain infrastructure or lack understanding in
providing public services, because in most countries these
responsibilities have been divided between different governmental
departments. Although the technical capacity to design and
construct infrastructure and to delivery services like education and
health has incredibly improved over the last few decades, there may
be concerns about merging these different disciplines. There are
certainly major concerns about the capacity to
¢ Plan and carry out maintenance activities
e Develop long term development plans including budgets and
revenue forecasts that project a sustainable growth of the
service delivery
e Collect revenues
¢ Apply international accounting standards
e Marketing of the services

The maintenance capacity is often low because most engineers
specialise in designing and constructing new infrastructure. Many
engineers and training institutions find maintenance planning and
works far less interesting.

In most parts of the world, national governments had been involved
in service provision and built up departments, divisions and other
organisation structures and have started to privatise, devolve and
decentralise responsibilities with regard to delivery of public services
and goods. When its role changes from provider to supervisor, the
national government has to alter its organisation structure and build
new systems to issue agreements and monitor performance. As a
result it is likely that it may have to lay off or divert a number of
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employees, formerly involved in the service delivery. Some of them
may be recruited by new service providers. Unfortunately in many
countries the process of transferring staff from old service providers
to the new service providers does not take place. Private service
providers have the autonomy to buy in additional expertise. Public
service providers are not that lucky and have to follow all kinds of
restrictive rules with regard to contracting employees and external
collaborators.

The last capacity group refers to the managerial capacity; the
capacity to develop strategies for the development of the
organisation and organising the implementation of an effective and
efficient organisation. Many service providers have difficulties with
one or more of the following managerial task:

e Analysing what inputs (including maintenance and operation)
are necessary for generating a defined level of goods and
services

¢ ldentifying how these goods and services can contribute to
ensuring a required level of revenues and subsidies

e Analysing how the methodologies/techniques are used and to
what extent they can be adapted to increase the
opportunities for maximising effectiveness and efficiency

e Motivating staff and creating of a conducive organisation
culture

o Development of a clear organisation structure with job
descriptions and performance targets

e Steering on basis of achievements

Many countries are decentralising responsibilities with regard to
service delivery to local governments. One of the major challenges
in decentralisation processes is the structure and budgeting process
of the government. Local governments are made responsible for the
provision of various services within their build-up areas. The
freedom of the local governments to invest their revenue streams
varies from country to country and often within the country itself.
On the one end of the scale central governments may provide
detailed instructions about budget divisions among the various
service sectors and the maximum percentages to be spent on
operation and maintenance. On the other end of the scale, local
governments have complete freedom to allocate their revenues
towards projects. Both situations often result in under-investments
in operation and maintenance of the assets. Ideally central
governments would issue instructions that the investments in
operation and maintenance are guaranteed.

In some countries, central governments do not control the allocation
budgets for new investments by local governments, but influence it
by setting weight factors or require the local governments to set
such weight factors between sectors. Although this kind of planning
processes results in a higher transparency, without appropriate
planning and programming capacity, it could have negative
consequences on the development in build-up areas.
Neighbourhoods with road access, sewer access but without access
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to water and electricity may not be attractive neighbourhoods to live
in. Urban planners are aware that segmented service delivery
planning could seriously backfire on the attractiveness of their city,
town or neighbourhood. Furthermore urban planners should be
concerned with the long-term consequences of their investments
and plans. Certain roads are likely to be widened after a certain
period of time. Encroachments will hamper future expansion. The
dimensions of sewer pipes should be based on long term future
demands rather than the current one.

Decentralisation is in some countries translated into self-sufficient
local governments. Clearly certain areas are more productive and
their local governments are richer than others. Without additional
financial support it is very likely that the poorer regions in the
country will lag behind in terms of service delivery and development.

In a nut shell, institutional incentives have lead to and will continue
to result in service providers with an excess of deteriorated
infrastructure that cannot be utilised with regard to its financial,
economic, social and environmental potential.

Many service providers have to provide services without being able
to generate enough revenues to pay for the inputs and lack other
capacities to access commercial funds to finance investments. They
also lack various managerial capacities, in particular with regard to
motivating its staff and preparing sound long-term development
plans.

10
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3 REMEDIES

Those who want to improve the sustainability of public service
delivery have to assess first why the services are not sustained. Is it
solely due to a lack of certain capacities or is there also a motivation
problem. This chapter gives guidance to those who want a sustained
delivery of services. First it will focus on the lack of motivation and
secondly it will focus on common capacity problems with regard to
sustainable service delivery.

In most countries service providers (and their managers) are not
held accountable for their actions. More and more countries were so
fed up with their public service providers and their inability to control
them that they decided to engage the private sector as service
providers. These countries often use the argument that the private
sector is more efficient and are able to deliver the services cheaper,
but often all the government wanted to do was to be able to control
the performance of the service providers.
These public-private partnerships allowed the public and private
partners to agree upon certain performance targets with regard to:

e Service delivery

e Contribution towards development goals

e Tariffs and/or costs

In case the private provider fails, penalty clauses apply. As private
enterprises are profit driven, the public sectors can safely assume
that the services will be sustained.

Private enterprises are profit driven and therefore will take harsh
actions to achieve their minimum standards. Such actions may affect
tariffs and quantity/access to the services.

An immediate concern of the poor is the cost or tariff of the service
or public goods. Full cost recovery often results in high tariffs that
are unacceptable to the poor. The client (government) may object to
such high tariffs for services and goods addressing basic needs.
Progressive tariffs and income-related tariffs may be options to
accommodate the concerns from the poor and still maintain high
standards with regard to cost recovery. Governments may also want
to make certain services mandatory, like public sanitation to address
public health and environmental concerns or primary and secondary
education. Consumption related tariffs may result in a drop in
demand for the services. Thus governments may want to use
different financial packages, like cross-subsidisation between service
sectors or using specific or generic taxes to encourage demand of
certain services.

Another concern is the availability of or access to the service. Private
companies may not consider it worthwhile to extend their services in
poor areas. Thus government interference may be required to
include more poor as beneficiaries of the service delivery.

11
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Not all countries adopted this public-private partnership modality.
Some countries have tried to develop a public-public partnership.
Where the government splits itself up in two units. One operating as
the client and the other one operating as the service provider. An
example is Rijkswaterstaat that has an agreement with the Ministry
of Transportation, Public Works and Water Management in The
Netherlands to maintain the national road network. To convince its
client of the effectiveness and efficiency of its operations,
Rijkswaterstaat adopted a quality assurance system. This quality
assurance system describes all the operations and inputs and gives
the client the perception that it controls the quality, quantity and
costs of the services. The client simply pays for the inputs of
Rijkswaterstaat operations, as long as it is convinced of the need of
its outputs. Every year Rijkswaterstaat has to justify its budget
requests with detailed project proposals to its client. In this case the
duration of the public-public partnership is one year. Both partners
are departments filled with technocrats. Unlike with public-private
partnerships, the service provider is not an autonomous body and is
not a profit-driven organisation. If its client were the local council, it
may encounter problems in sustaining its operations.

One step further is the formulation of output-based agreements
between the client and service provider. For both parties to work
together they have to agree upon a set of performance targets, the
so-called specifications of the output-based agreement. The client is
an organisation that represents the interest of the population
(usually a government unit, but could also be a Community Based
Organisation or a donor). Under an output-based agreement the
client “purchases” the collective services from a service provider.
The client concentrates on the interests of the population with
regard to the service delivery. The main concerns of the population
are:

Availability of delivery

Quality of the service

Accessibility of the service

Costs of the service

In addition the client is concerned about the sustainability of the
service delivery and in particular about the financial capacity of the
service provider.

Under output-based agreements, the payment structure is similar to
that of public-private partnerships and relates to the delivered
services and goods. The consumers and/or the client organisation
will pay the service provider for the delivered services or goods.
Thus the payment is no longer relates to the inputs of the service
provider but to its outputs.

The service provider therefore has to be an autonomous entity. It
has the sole responsibility and authority to deliver the agreed
services and to maintain a sound financial situation.

It could be a privately, publicly owned company or a public
organisation like a government owned company or department.

12
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Private companies will walk away when they expect that the
business will turn into a loss. Public organisations do not have that
freedom. They need protection against risky expansion of their
performance targets that may jeopardise their business operations
(risk of bankruptcy). Their client should either be sincere about the
sustainability of the operations or the service provider should have
the right to veto such expansions. In the first situation, the client
has to be internally motivated to control all these aspects. It may be
necessary to develop institutional arrangements that create two or
more clients to ensure that the client(s) are really motivated about
the concerned issues, whereby those who are responsible for the
sustainability should have the right to veto additional expansions if
these result in unsustainable situations.

Like any contract, the agreement has to include penalty clauses
describing the consequences when the service provider does not
meet the specifications with regard to service delivery. The height of
the penalty has to relate to the offence. There are various offences
like:

Number of recipients deprived of service

Temporary out of service (Number of days)

Service does not meet quality standards

Combination of the above

The penalty clauses should specify the offences and its penalty. It
may be helpful to use multi-criteria analysis to describe the offences
and penalties. Depending on the payment structure and financial
autonomy of the service provider, the penalty may relate to the
tariff or the subsidy, but it also may relate to positions in the board
of directors. At the same time it may be interesting to explore
reward systems for excellent achievements.

The service provider may collect its revenue directly from the
recipients through user-charges or may sell its services to the client.
In the first situation, the agreement has to specify the maximum
rates that can be charged from the consumers. In the latter case the
client sells or distributes the public services or goods to the
consumers. The organisation responsible for collection of the user
charges or taxes needs full support from the law and order
department. Without this support defaulting becomes an extremely
attractive option.

To control the tariffs and costs of the service provider, the client
may want access to the financial accounts of the service provider.
This so-called open book policy enables clients to assess the
effectiveness of the collection of service charges and cost control
measures. The accounts should meet the international accounting
standards, which is also a prerequisite to access commercial funds
like municipal bonds or loans from municipal banks.

Except when ownership, operation and maintenance responsibilities
are and remain in one hand, the output-based agreement has to
specify the minimum conditions of the assets and the periods when
maintenance can be carried out. After all, the client do not benefit
when the provision of services has to be stopped due to failures or
maintenance activities. Because it is not possible to quantify each
failure in conditions, it is also necessary to quantify the response

13
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periods in times of failures and the minimum investments for usage-
based maintenance.

A crucial question relates to the responsibility to finance investments
to expand the geographical coverage. Both parties can have this
responsibility. If the client finances the investments, the service
provider should be given the right to veto certain development
projects on basis of financial evaluation criteria. Alternatively, when
the service provider has to finance the investment costs to expand
coverage, it should accept instructions with regard to their
development plans. The latter case is clearly a more sound approach
from an institutional point of view. However the service provider
may need the assets and land as collateral to gain commercial
finances.

The conditions of contract should include a provision about the
ownership of land and assets and the use of land and assets as
collateral to borrow money from the commercial market. Service
providers should only be granted such rights when it finances the
investments and have sound cost-recovery modalities and financial
forecasts to repay the loans. Most governments prefer to keep some
control over the use of land and assets to access commercial loans.
For example, service providers may have to obtain approval prior
borrowing funds from the commercial markets.

Many output-based agreements are long-term by nature and may
cover periods up to 20 years. It is likely that the population expands
and the demands with regards to quality and availability changes
over such long periods. The agreement should include provisions
that accommodate such drastic changes in delivery. Future
expansions should not result in bankruptcy of the service provider,
but the inhabitants in the area should not unnecessarily be deprived
from public services. Cities in low and middle-income countries
should be in particular concerned because it is likely that many of its
new inhabitants are too poor to recover the costs for investments.
Urban planners, as a representative of these clients want to be able
to direct or influence the planning of the different autonomous
suppliers. For example, revitalisation of neighbourhoods and
creating new suburbs require various infrastructures. Roads, water
supply, sanitation, solid waste collection, electricity and
telecommunications are all needed to make a neighbourhood
attractive to live in.

Urban governments therefore want to ensure that all services follow
the same development pattern. Thus all service providers connect all
areas in the same order and more or less the same time. A very
challenging task as the municipality may not be the (only) client of
the service providers. Without proper direction from the government
it is unlikely that services will be expanded in the same
neighbourhoods, as service providers by nature will follow
commercial criteria. This however does not mean that the
government should impose its plans on the service providers. As
client, they need the ability to work out a development plan in
collaboration with the various service providers. It will likely be
confronted with situations in which certain services may advance

14
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faster than others, simply because they are more profitable.

Both governments and service providers have to prepare long term
plans to develop and manage their operations. These plans should
aim at maximising service delivery coverage at the long run (10 to
20 years time frame) and present detailed steps of achieving this
aim. A good plan would not only present the achievements of each
step in terms of service delivery and its respective investment costs
but also present a life-cycle analysis including the implications in
terms of revenue collection and O&M costs. It should provide
justification for the proposed investment steps, in terms of
contribution to development goals and financial sustainability of the
operations. Furthermore the plan should include the growth in
demand for the service, which is likely the case in urban areas and
services like transport infrastructure. Because the environment in
which the service provider operates changes, the plan should be
updated or even revised on basis of 3 to 7 year intervals. It is often
appreciated to allow new governments to influence the update of the
plans and include their political preferences in the plan.

The potential with regard to full cost recovery, as well as the need
for a coordinated approach could also affect the organisational
structure. Certain services and goods are more in demand and are
more profitable than others. Electricity and telecommunication
services are examples of profitable goods. Merit goods, like
education and street illumination are never profitable and require
subsidies. In certain countries, services are grouped together to
stimulate cross-subsidisation. A typical example is the water supply
and sewerage collection services. The willingness to pay for drinking
water is usually sufficient, in contrast to the willingness to pay for
sewer services. Assigning the responsibility of providing both water
supply and sewer collection to one organisation could result in cross
subsidisation, provided that clear performance targets are set. In
addition it results in a more integrated approach towards public
health and water resource management. Alternatively governments
can play a regulating role with regard to cross subsidisation, through
transferring a part of the profit from a service provider to fill the
deficit of another.

Interestingly public and commercial service providers have adopted
different organisation structures. A typical public road agency tends
to have the following units:

Emergency maintenance and daily road management
Maintenance and Small Projects Planning & Design Unit
Maintenance works and Small Project Works

Planning Large Projects

Design Large Projects

Implementation Large Projects

It is obvious that these public agencies organise themselves on basis
of the various engineering activities and required competencies. By
doing so they create specialists. It is also clear that this organisation
misses one overall planning or directing unit, because usually the

15
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(elected) government directs the work load of this organisation.

Commercial service providers miss the direct interference from the
political part of the government and therefore do have one overall
planning and directing unit. This unit gives assignments to the
different units in terms of project development and the other
operations.

There is a lot to say in favour of such an umbrella planning and
directing unit, even for public service providers. First of all without it
is difficult to produce one integrated development plan. Two
different planning units often result in an internal competition for
budgets. When the different planning units are given uneven
hierarchical positions or are filled with people with unequal seniority,
the competition is likely to be unfair as well. And thirdly it is very
unlikely that individual managers or politicians will be able to give
accurate directions without proper insight in all the development
issues at stake and thus would appreciate an integrated
development plan.

The approach of clients and contractors can also be used to enhance
the effectiveness and efficiency of the operations of both the service
providers and the client organisation. Quality assurance systems
develop artificial or internal clients and contractors. Where clients
are usually the managerial units and the contractors are the more
operational actors. The clients and contractors agree upon
performance specifications, which will be the basis for evaluating the
success of failures of specific actors (units or individuals). Where
appropriate, success will be awarded (bonus systems and
promotions) and failures will be penalised. In the worst case it may
be necessary to fire non-performing staff members. This approach
has been very successful in motivating various staff levels in several
bureaucracies in the world.

Quality assurance systems result in a more business like culture
within the service providers and their client organisations. Many
officers will oppose a change of organisation culture. Managers have
an important task in developing and stimulating the new culture. It
may be necessary to engage external managers during the transition
phase to help the most sensitive units with transforming towards a
business-orientated and customer friendly organisation.

Decentralisation and devolution gives more decision power to local
politicians. However national governments should be concerned that
this shift in power jeopardises the sustainability of the delivery of
the various services. National governments are therefore wise to set
clear instructions with regard to budget and planning authorities to
protect service providers from interference from local politicians.

Many decentralisation processes have resulted in budget structures
that do not allow local governments to operate as service providers.
Local governments face all sorts of restrictions with regard to their
expenditures to operate and maintain their assets. Often national

16
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governments are not willing to subsidise these costs and demand
that local governments only use the national budget contribution for
investment projects. Alternatively local governments are given full
control over their budgets without any obligation to operate and
maintain their assets at all. And even with such an obligation, many
political leaders are tempted to ignore the instructions for
investment projects. In a few countries, national government
controls the expenditure behaviour of local governments. Often they
only check if the local governments’ investments are in line of the
national policies but they could also check if the budget allocations
for operation and maintenance are sufficient.

The services can only be sustained and provided if sufficient
qualified staff members are available. Decentralisation processes in
many countries resulted in redundant staff levels at national
ministries and departments and a shortage of civil servants at local
levels. National governments are not wiling to take hard decisions
with regard to transferring civil servants and do not make budgets
available for local governments to hire sufficient qualified
professionals.

The success of decentralisation itself depends on staffing at the local
level. Planning within national Ministries and departments is highly
sectoral and need modification to support coordinated planning at
local level. The national Ministries and departments often work with
tens of planning criteria. They can afford to do so with their large
planning departments. Local governments with perhaps one
planning officer will have difficulties to work with all planning criteria
as used by the different national actors.

When staffing levels are low, staff members have to operate as
managers. They not only manage the service delivery but also the
external collaborators (consultants and contractors), who are needed
to carry out most of the works. National governments should
therefore be careful with imposing restrictions with regard to hiring
of external collaborators.

It will often be necessary to build the capacity in managing both
service delivery and external collaborators. Training programs are a
popular means to an end. Unfortunately there is only so much
training can achieve. Without the appropriate professional
background or education level, it is very unlikely that individuals can
manage these tasks.
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