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Context of the Sector Status Report – Zambia

This report represents the first step in the Africa -EUWI country dialogue in Zambia. The structure and content conforms to the TOR developed in April 2004. (see information package details below). The first initiative to start the country dialogue was financed by the German Government in line with commitments given to Africa-EUWI process
. 

An initial kick off workshop (May 12th 2004) broadened the scope of the initial country dialogue work – putting less focus on the status report and more on developing the way forward for the country dialogue. Thus this status report is accompanied by an initial incomplete process report on the initial steps of the Zambia-EUWI Country Dialogue for WSS. The process and its relation to different reporting outputs is shown below:
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Africa- EUWI WSS Information package:

TOR for the country dialogue for WSS in Zambia :File name: ToR country dialogue - Zambia
Johannesburg Declaration: The original text that launched the EUWI at the WSSD – signed by the presidents of South Africa, Nigeria, EC and EU.  File name: Johannesburg Declaration on Africa - EU WI Sept 2002

Organisational Design of the EUWI: The latest draft on how the EUWI as a whole will be organized (subject to updating). File name: Draft of the organisational design of the EUWI - 22 april 2004

EUWI strategy and action plan – Africa: The strategy and action plan adopted at Addis Ababa in December 2003. The 6 programmatic objectives are defined. File name: EUWI strategy and action plan addis ababa december 2003

WSS Africa - Action Plan :The action plan for the WSS working group – based on the plan adopted in Addis Ababa.File name: WSS Africa - Action Plan Draft 20 april 2004

IWRM Africa – Action plan: The action plan for the IWRM working group – based on the plan adopted in Addis Ababa.File name: IWRM Africa - Action Plan Draft February 2004

Building Blocks for the WSS Africa component: A list of the main initiatives already ongoing that relate to the EUWI and upon which the EUWI can build on and if necessary fill gaps. File name: Building Blocks for the WSS Africa component

List of working group members and contacts: File name: EUWI - Africa WSS-WG_Members

Available at www.circa.xxx
Executive Summary

Findings

1. The PRSP devotes a whole chapter to WSS, making the sector visible and providing earmarked funds and measurable indicators.  Despite this, the attention to the WSS sector is not fully consistent; not in line with sector’s importance in Zambia given the low coverage and, not in line with the priorities in other African countries. The PRSP will be updated by December 2004 - providing a significant opportunity to prioritise and test political will for increasing the prioritisation for WSS as well as introducing improved performance monitoring as envisaged in the Johannesburg Declaration of 2002. 

2. The WSS reforms are appropriate and to a large extent have been implemented in line the overall sector policy principles. The reform process was well managed. The reforms and particularly the performance of NWASCO is a showcase for water sectors around the world. In the UWSS sector the reforms are already bearing fruit and sector performance is improving – at least for existing customers.  But the reforms are far from complete in the RWSS sector. In the absence of launching of the decentralisation policy, interim measures, such as providing a legal basis for the WASHEs, are needed. Stronger sector leadership is required to ensure that present RWSS strategies and policies are universally adhered to or, if needed, updated and improved and then adhered to.

3. The sector is served by some of the most competent and committed professionals and practitioners in the world – often working in very difficult circumstances. The success of the reforms and the Zambian export of competent water sector staff is a testimony to that. Sector capacity is mostly limited by institutional rather than human development constraints.

4. The WSS sector is not well served by accurate and consistent data on coverage and financial statistics – although data for the CUs is now being improved. Notwithstanding the problems with data, it is clear that Zambia suffers from one of the lowest WSS coverage rates in Africa. Donor support plays a vital role and is particularly dominant within capital investment in the UWSS sector. 

5. The WSS sector has a forward-looking good governance framework. In certain key areas such as the UWSS sector and the operations of the regulator there are very promising indications of efficiency based institutional norms being established. Although the framework is suitable, enforcement mechanisms and application of sanctions leave room for improvement. Good governance at sector level, and especially in the RWSS sector, cannot be separated from governance at the national level – here the performance is far from perfect according to independent reports. The New Deal Administration is reportedly putting in places measures that are likely to significantly improve national level governance and reverse a decade of problems.

6. The single most vital challenge facing the WSS sector today is the conflict between the MLGH and MEWD over sector leadership within the RWSS sector. As a result of this conflict the RWSS sector is close to being dysfunctional and the UWSS sector is seriously compromised: many sector initiatives are being duplicated and many more are not being done at all. A SWAP is unlikely to emerge until this problem is resolved. Although donor coordination is relatively good improvements will follow from the new HIP initiatives.

7. NGOs are active in the water sector but mostly as service providers rather than as civil society advocates. The private sector is strengthening as the demand for its services, in the new sector framework created by the reforms, increases. 

8. An analysis of data of sector expenditure in 2001 reveals that: capital expenditure is skewed towards UWSS in relation to meeting unmet goals; the financing of recurrent operational costs of the RWSS is far from sustainable since far too low a percentage is financed by the consumers - whereas the situation for UWSS is much better and, donors finance one third of the RWSS capital expenditure but close to 100% of the UWSS capital expenditure. 

9. Of most concern is that the total capital expenditure for RWSS in 2001 was close to USD 16 million. At normal cost levels, this implies (since the public investment are mostly directed towards water supply), that the water coverage after the 2001 expenditure in rural areas should have increased by 1 million people and risen from 37% to 47%.  A 100% coverage should thus be reached by the end of 2004 if the same levels of investment were sustained. This is clearly far from the case – suggesting, if the figures can be trusted, that there is massive inefficiencies in the RWSS sector, and too much rather than too little funds. These findings call for a verification of the figures and if confirmed; tracking of the funds and a value for money study.

10. The potentials and obstacles for achieving the water-related MDG targets are summarised below:

Table 1 Potentials and obstacles

	Potentials
	Obstacles

	· The reforms have succeeded in unlocking the considerable capacity of Zambian sector professionals by creating autonomous and commercialised sector institutions that are free from many of the constraints impeding the public sector. 
	· Conflict between the two sector ministries. 

(Partnership between the key actors where the roles and autonomy of the each other is respected has not yet taken root. (MLGH / MEWD, Local authorities/NWASCO)).

	· Within the public sector the reforms have created a new sense of purpose.
	· RWSS strategies and policies are not universally complied with and perhaps updated.

	· The funding needed to achieve the MDG targets is within the potential of the sector to attract provided the coordination problems are resolved.
	· The RWSS sector is constrained because decentralisation is not being launched and the reforms do not provide a sufficiently clear interim solution.

	· The PRSP updating offers an opportunity to increase both sector  priority and the performance monitoring 
	· Value for money in RWSS is not being obtained.

	· The demand for WSS is strong provided service is delivered. Payment is good when payment system are in place.
	· Public sector constraints related to good governance, perverse institutional and individual incentives continue to reduce productivity.

	· Pro-poor financial approaches such as the DTF are potentially highly replicable and successful.(potential use of appropriate low cost technology)
	· Sanitation strategies are not in place

	· The local government act contains provisions that could be used to improve RWSS decentralisation in practice.
	· Operation and maintenance in RWSS (e.g. lack of spare part supply chain in rural areas)

	· The Harmonisation in Practice initiative if applied to the water sector could lead to a rapid SWAP
	· Data problems in the sector


11. Without a resolution of the inter-ministerial conflicts, the ongoing reform efforts will not be enough to remove the obstacles (related to implementation of the legal and institutional framework) to achieving the MDGs. With the inter-ministerial conflict resolved, with the loyal support of external donors and, assuming the New Deal Administration is successful in its drive to improve good governance, the sector has more than enough competent and committed professionals and practitioners to overcome the obstacles. Long term sustainable results within RWSS will however have to await progress on the whole hearted implementation of the decentralisation policy. 

Recommendations

12. The main recommendations are:

1) Solve the conflict

Find a means to bring forward the present conflict and contradictions in the sector leadership, to the attention of the cabinet office, so it can be finally resolved and the relevant authorities held accountable for its implementation. 

2) Get accurate sector data

Put in place measures to verify and update key sector statistical information.

3) Investigate the value for money in RWSS

Depending on the outcome of an immediate verification of data, instigate an initial joint GRZ-multi donor process for studying the value for money in the RWSS sector that could be undertaken periodically.

4) Update the policy and prepare detailed sub-sector strategies – especially in RWSS

Undertake a rapid update of the National Water Policy ten years after it was launched in 1994. Focus on reviewing the RWSS reforms, prepare more detailed RWSS and UWSS strategies which have never been developed. If necessary put in place interim measures (probably using the provisions of the Local Government Act) to allow the RWSS sector to proceed more productively. 

5) Test anchorage of country dialogue if ok, fund preparation of action plan

If found sufficiently promising, the EC/member states fund a continuation of the Zambian-EUWI country dialogue so that a robust and well-defined country plan, anchored within Zambian institutions, can emerge and be presented at a regional conference and, if found relevant, to the newly formed African Water Facility.
13. Recommendation 1) is already being partially undertaken by the MFNP in relation to pre-conditions established for continuation of German bilaterial assistance to the sector. If this is successful the recommendation will be to focus on implementing the resolution and monitoring its effectiveness. Recommendation 2) is already planned and co-financed between GRZ (DISS, RWSS) and Danida. Recommendation 3) should be taken up at the multi-stakeholder forum based on draft TOR and financed collectively or by a lead donor in the RWSS sector. Recommendation 4) could be linked potentially to a number ongoing institutional strengthening efforts supported or planned to be supported by GTZ, DCI, Danida, ADB and the World Bank. A common steering committee like those established during the reform process that unifies these efforts (perhaps re-designing them to increase compatibility) will help to ensure coherence. Recommendation 5) will need to be based on indicators for anchorage and on draft TOR for continuation of the process if found advisable. The indicators for the anchorage are closely linked to recommendation 1).

14. Detailed suggestions are given in annex 7, TOR for recommendations where relevant are given in annex 8 to allow implementation to start promptly. TOR are kept short to be operational. Some TOR are also given for key suggestions.

Potential action areas for the EUWI

15. The context note at the front of the report indicates the proper process for developing potential action areas (if any) for the Africa- EU WI. Of special importance here is to avoid the Africa-EU WI simply supporting areas that can be done by Zambia alone or equally or better be supported by existing development partners. A key concern is the need to anchor the country dialogue within Zambia before developing detailed recommendations. 

16. An initial and incomplete process report (available end May 2004) develops further the potential areas. Nevertheless, in a constructive spirit and inspired by workshop and interviews the following areas could be suggested:

· Assist the SAG, PRSP water working group with generic arguments that can provide a compelling argument for increasing the prioritisation in the WSS.

· Assist in the resolution of the institutional conflict by providing an independent, neutral, facilitating and arbitration support. 

· Support the development of an periodic joint Zambian- donor value for money study to lay the basis and confidence for future SWAP and harmonised funding strategies.

· Assist the development of the private sector and the advocacy role of civil society

17. The outline rational for why these areas could potentially be better served by the Africa-EU than by either a Zambian alone or by present donor initiatives is given below:

Table 2 Areas and rational for potential WSS Africa-EU WI at country level in Zambia 

	Area
	Rational

	Prioritisation
	Prioritisation comes down to political will. The Johannesburg declaration signed by the 4 presidents and backed by the key finding of the WSSD (more attention to sanitation and water) is the highest expression of political will available and is potentially a unique prioritisation tool of the Africa-EU working in partnership with NEPAD, SADC.

	Institutional conflict
	The Africa-EUWI brings a neutrality that other donors and Zambian parties may not have. The Africa-EUWI does not have a past and will not establish itself as “a player” in the future.

	Value for Money in RWSS
	Value for money requires benchmarking against best practice within the country and within the region. The Africa-EU WI represents a partnership between African and EU that invests more than 1 Billion € per year in the water sector in Africa. This partnership working with already established regional initiatives (e.g. WSP, NEPAD, SADC etc) has the potential to contribute not only to the analysis but more importantly to the dissemination and implementation of the consequences not only within Zambia but regionally.

	Private sector and advocacy in civil society
	A central insight from the very start of the Africa-EU WI was that the challenges of meeting the MDGs for water and sanitation required a joint government, civil society and private sector approach. The multi-stakeholder approach of Africa-EU WI could help to mobilize not only government partnership but partnerships that extend to the private sector and civil society.
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1
Water Supply, Sanitation and resource utilisation in the Zambian PRSP

1.1
Is WSS given the appropriate significance in the Zambian PRSP?

A recent evaluation of the Water and Sanitation Sector (WSS) sector in the Poverty Reduction Strategy Plan (PRSP) in Zambia (MLGH, 2002) and subsequent observations highlight the following:

· The WSS sector was not originally part of the PRSP process – it was added later towards the end of the process. 

The PRSP poverty assessment mentions water and sanitation as an important element of poverty but this is not translated into high priority for funding. Action plans do not focus on the social benefits of improved water and sanitation e.g. no explicit link is made between the cross cutting area of gender and the WSS sector (MLGH, 2000 p18, 24) - neither is the impact on schooling, especially for girls, mentioned. 

· WSS is mentioned in other relevant sectors e.g. health but there is no linkage made in the action plans and budgets.( MLGH, 2000 p19)

· The correlation between the section on WSS strategies and the action plans is weak. A increase in coverage to serve a total of 2.5 million rural and 2.5 million urban consumers is mentioned but not linked to the targets or budgets.( MLGH, 2000 p19).The PRSP has discontinuities e.g. originally urban water supply and sanitation was accorded very high priority, the allocated budget was then set to zero as it was considered that, in line with policy, the urban sector should be self-financing. But the strategy sections have not been altered accordingly. 

· The PRSP emphasises the unreliability of the coverage and other key data. 

· The Zambia PRSP budget allocates 3.5% to the water sector. An incomplete comparison shows that most African countries allocate more than double this amount (see annex A).

· The Public Investment Plan (PIP) allocates 5.48% of the entire national capital budget to Water and Sanitation (one of 24 sectors). 

· Sanitation is not mentioned in the action plans or budgets although investment in hygiene education and promotion e.g. the WASHE campaign are detailed.

· Although the WSS sector strategies imply that the urban water sector and all sanitation should be self financing there are transitional needs for investment in urban water rehabilitation, pro poor service delivery in peri urban areas (Devolution Trust Fund (DTF)) and sanitation demonstration. The PRSP does not address these investments.

· The major investments are in rural dams for irrigation and livestock. Around 25% of the funds are allocated to boreholes potentially providing a 5% annual increase in rural coverage and potentially leading to achievement of the 2015 targets if sustained.

· Less than half the PRSP WSS allocations have been disbursed in the first 2 years (MFNP, 2003)

· The WSS sector indicators are considered weak and there are problems in the definitions of safe water and sanitation coverage. Outcome indicators such as incidence in water related diseases are not proposed (MLGH, 2000 p24). Targets are given for 2015 but not 2004. Targets tend to be unrealistic or at least unchecked against funds available and history of progress to date. 

The points above and the comparative analysis with other countries (see annex 1 for details) indicate that the WSS is not given appropriate significance in the PRSP. Ample water resources mask the fact that Zambia has one of the lowest figures for access to water and sanitation in Africa – this fact, in combination with the poor process of involving the water sector in the PRSP formulation means that the WSS sector is not accorded as high a priority as in other countries. If not corrected in the updating of the PRSP the WSS sector will find it increasingly difficult to meet its targets.

1.2
What is the status-quo and the historic process of the PRSP formulation, reporting and up-dating?

The historic process is best described in MLGH (2002,p13) and is shown in table form in Annex 4. The process began in 1997 with the launch of the effort to prepare a National Poverty Reduction Action Plan. Consultations were held and in September 2001 a draft PRSP was prepared for discussion. The final version was prepared in May 2002 and in October 2003 the first annual PRSP progress report was made. The Workshop on Sector Coordination and Collaboration (December 2003, p 3) notes that the MLGH and the National Water Supply and Sanitation Council (NAWSCO) were not consulted on the PRSP progress reports and as a consequence the reporting on the water sector is inadequate.

The Stakeholder Advisory Group (SAG) led by the Ministry of Finance and National Planning (MFNP) aims to coordinate the planning, implementation, monitoring and evaluation of the PRSP/TNDP. A workshop was held on 21 January 2004 (MFNP, January 2004). The workshop outlined a number of concerns such as: political interference; late disbursement; incorrect tendering procedures; poor flow of information on releases and expenditure. The conclusion presented at the workshop is that 90% of the funds released are “put to the intended uses” (MFNP, January 2003, p 5). 
A working group under the SAG led by the Medium Term Expenditure Framework (MTEF) process will update the PRSP. The working group consists of the relevant government authorities, one donor and one NGO representative. The process is just starting and as the potential to learn from the lessons of the first PRSP. The next draft should be ready by December 2004. 
1.3 Is there a strong political will in Zambia to maintain the PRSP process and to implement the strategy?

The PRSP (2002-2004) has been used as the basis for the broader Transitional National Development Plan (TNDP, 2002-2005) - the overall 5 year government plan. The PRSP links to the Medium Term Expenditure Framework (MTEF, 2003-2005) and the Public Investment Programme (PIP, 2002-2005) because in these national budgets the Highly Indebted Poor Country (HIPC) resources are tagged and the PRSP indicators used to monitor spending on poverty reduction.   The PRSP is thus deeply embedded in the financial and institutional framework although the time frame frames between the MTEF/PIP and PRSP need to be synchronized and integrated into the broader National Vision 2025 (MFNP, 2003, p1). The SAG has institutionalized an active process of reporting progress to a multi-stakeholder audience. 

The low disbursement of the PRSP funds is common for all sectors and indicates problems with the process. Unexpected expenditures on drought relief, delayed donor disbursements and administrative problems rather than lack of political will are given as the main causes for low disbursements (MFNP, 2003, p 121). 

There are clear incentives for maintaining the PRSP process as results are linked to future HIPC releases. But these incentives are dependent on monitoring. The PRSP monitoring so far is not judged as sufficient. There are problems of data management and coordination between ministries (MFNP, 2003). Without improved monitoring and without solutions being found to the low level of disbursement, the strategy will not be fully implemented in practice.

1.4
What other efforts, if any, for poverty alleviation in the sector are not yet integrated in the PRSP set up ?

The main efforts not integrated are those being undertaken by individuals, civil society and NGOs – as they are not government led. These aspects are likely to receive more attention in the updated PRSP.

2
Water Sector Reform and institutional capacities

2.1
Existing legal and institutional framework

The sector is guided by the National Water Policy of 1994 which aims at promoting sustainable water resources development in order to facilitate equitable provision of adequate quantity and quality of water for all user groups at acceptable costs and ensuring security of supply under varying conditions. The management of water resources is governed by the Water Act of 1948. This act needs to be updated in the areas of groundwater, integrated catchment management, allocation and water licensing system and handling of international waters. The reform of the water supply and sanitation sub-sector is based on a legal framework supported by the Water Supply and Sanitation Act No. 28 of 1997.  The main principles of the water sector reforms are:

· Separation of water resources management from water supply and sanitation

· Separation of regulatory and executive functions

· Devolution of authority to local authorities and private enterprises

· Achievement of full cost recovery for the water supply and sanitation services 

· Human resources development leading to more effective institutions

· The use of technologies appropriate to local conditions

· Increased Government priority and budget spending to the sector.

The reforms started in 1993 with the National Water Policy and the water supply and sanitation sub-sector has been in a state of transition ever since. Key events in the reform process are given in Annex 5:

The Ministry of Energy and Water Development, Department of Water Affairs has the responsibility for water resources management. The Ministry is implementing the Water Resources Action Programme (WRAP) which aims to support the Water Resource Management (WRM) reforms.

At national level, the Ministry of Local Government and Housing, Department of Infrastructure and Support Services (DISS), has the prime responsibility for Water Supply and Sanitation infrastructure planning and resource mobilization. Several Ministries share responsibility for the development, management and monitoring of the Water and Sanitation sector. These include the MFNP, Ministry of Energy and Water Development (MEWD), Ministry of Tourism, Environment and Natural Resources (MTENR), and Ministry of Health (MOH).

NWASCO is the regulator for Water Supply and Sanitation services in the country. It supports the government to develop policies, set standards and guidelines, license Water and Sanitation utilities and monitor their performance. It also takes necessary action to provide for efficient and sustainable provision of services throughout the country.

As well as government structures there are 10 Commercial Utilities (CUs) that have been set up to provide urban water supply and sanitation services. Civil society is also active in the water sector with a number of local and international NGOs specialised in the water sector.

2.2 Are the underlining principles of the reform in line with key issues such as good governance, decentralisation, sustainability, poverty reduction etc.?

The 7 underlying principles of the reforms, mentioned in section 2.1, are very well conceived and fully in line with international practice. 

It is not a surprise that some of the principles of the reform are not being found realistic in the short term e.g. devolution of authority for RWSS to local authorities or achievement of full cost recovery. The principles are several steps ahead of present customs, social value systems and the maturity of political processes. As a result, the sustainability of the principles could become threatened once some of the external driving forces behind them withdraw - although, there is also evidence that the principles are proving very robust e.g. increasing commercialization in the urban sector.

The problem is not with the principles themselves but with the absence of an explicit transition strategy, which could guide the path of compromise towards eventual adoption of the principles. This constraint makes itself felt most clearly in the area of decentralization – especially for RWSS. In the absence of a strong political thrust for decentralization (as was the case in Uganda, Ghana and South Africa) RWSS reform is at a standstill. UWSS has to a large extent been able to progress by relying on private sector capacity and the greater inherent financial viability of the urban sector.

The principles, by focusing on economic effectiveness and efficiency will lead to the conditions that ultimately will be the best guarantee of pro poor sector performance.  But it could be argued that earlier and more explicit introduction of pro-poor elements in the principles would have served the sector better e.g. a principle that states that government subsidies in the interim period before full cost recovery is achieved will be directed to the poor and underserved. In reality explicit pro poor concerns are being incorporated at a lower and probably more practical level. 

The 7 water principles make no mention of what is in effect a guiding principle at the overall public sector reform level and a key influence in the direction of the water reforms: the retention within government of only those core functions that only the government can do with delegation to the private sector, to individuals and to autonomous bodies of all other functions wherever possible. The underlying rationale being that until the public sector can at least carry out its inescapable, minimum obligations well, it is does not help to retain functions that could be done better, or at least as well, outside the public sector.

2.3
What is the state of conception and implementation of the reform process and has the implementation followed national priorities, sector policy and principles, as well as the objectives of the public sector reform so far? ?

The reform process

Especially within the urban areas the reforms have been very successful and represent a state of the art process for implementing internationally accepted principles of the water sector. The autonomy of the reform process, the selection of highly competent and motivated Zambian professionals to lead the process, the inter-ministerial character of the process, the involvement of stakeholders, the accountability of the reform bodies, the quality of the technical assistance; the volume of external support; the involvement of multiple donors and the care taken to ensure that permanent organizations take over from temporary reform structures are all contributing factors to the success of the reform process. 

The reforms, through separating regulation and service provision, introduced an extra complexity into the sector and increased the need for partnership within the public sector. The difficulties of this complexity and partnership were masked by the presence of well-funded, efficient but temporary reform bodies such as the Programme Coordination Unit (PCU). Once, the PCU was disbanded the unforeseen problems, that have now developed into a serious sector conflict, became apparent.

The reforms took longer than expected (3 years instead of 1 for establishing the CUs
,) and for some projects (Kleemeier & Malama, 2002) this has led to wasted expenditure although others were formulated more flexibly and avoided significant extra costs.

Table 2.1 summarizes the progress of the reforms against the 7 sector principles.

Table 2.1 Summary of reform progress against principles

	Principle
	Degree of implementation

	Separation of water resources management from water supply and sanitation
	Achieved and sustained (could be argued that with NWASCO reporting to MEWD, this principle is not  strictly followed)

	Separation of regulatory and executive functions
	Achieved and sustained provided good governance framework is enforced. (could be argued that DTF presence in NWASCO does not strictly follow this principle).

	Devolution of authority to local authorities and private enterprises
	Devolution enacted and achieved in practice for 90% of the UWSS sector. No progress in practice on devolution with RWSS. 

	Achievement of full cost recovery for the water supply and sanitation services 
	Not achieved yet. Within UWSS there are promising developments with half of the CUs approaching operation and maintenance cost recovery.

	Human Resources Development (HRD) leading to more effective institutions
	Achieved with NWASCO and the private sector (CUs). Little evidence of effective HRD in other sector institutions has taken place.

	The use of technologies appropriate to local conditions
	DTF has opened up the use of appropriate low cost peri urban solutions to water – sanitation is still a challenge that is far from being met.

	Increased Government priority and budget spending to the sector.
	Not achieved (e.g. CUs not sufficiently financed to rehabilitate systems and retrench employees) 


Reforms in the urban sector

Even though it is very early on in the reforms there are already very clear indicators that the reforms are having the intended impact with UWSS. Capital for rehabilitation has been attracted, although less than needed and through donors not private capital. The difference in performance between the CUs and the systems run by the local authorities point very convincingly to the superiority of the commercialized approach. The reporting and transparency of urban water supply and sanitation systems is vastly improved (NAWASCO, sector report, 2003). The regulatory function is now being performed whereas it was not performed before. CUs have attracted skilled manpower especially at management level. A customer focus is being introduced and taking root. 

The GRZ has not provided the funds necessary to retrench former council employees (thus overburdening the CUs). The GRZ has not been able to provide sufficient capital to allow the CUs to rehabilitate their infrastructure. These assumptions were probably always unrealistic and do not necessarily reflect a reducing commitment. The water bill payment record of government institutions is poor which affects the financial performance of the CUs and undermines the reforms.

The urban reforms have been implemented fully in line with national priorities and the principles of the reform except possibly in two instances (management of the DTF and to a lesser extent reporting line of NWASCO (see annex 6)). Both these instances appear to stem from an attempt to avoid (hopefully temporary) problems of poor governance.

Reforms in the rural sector

Within RWSS, the reforms have been less convincing, in part because the water and sanitation act of 1997 focused on the urban sub-sector and did not fully address the institutional and legal framework for the rural sector. This is a major weakness of the reforms. The rural reform (Kleemejer &Mwanza, 2003, MLGH, September 2003) is at a standstill due to delays in the implementation of the decentralization policy and uncertainties in the application of sustainable cost recovery for rural water supply and sanitation. Although the reforms are dependent on the implementation of the decentralization policy(which was although it was approved in November 2002 has not yet been launched)  matters could be improved within present arrangements.

It is often stated that the reform process has left the roles and responsibilities for RWSS unclear and that an effective management framework is missing (MLGH, September,2003).  But there also exists many documents where these aspects have been addressed. The problem is that many of these documents have not been officialised and those have been officialised have not been respected in practice. Some of the aspects that are apparently missing in the reforms are: the lack of a legal basis for the WASHE (not linked to local authority council committees); the absence of a national strategy on capital subsidies for RWSS to avoid a project to project approach and, the standardization of handpump technology to encourage a market to emerge for spare parts.  There does not appear to be a comprehensive understanding of the operational and maintenance situation – without more knowledge on the sustainability of existing systems future investment is risky. A recent World Bank mission (2003) has pointed to the need to develop a national RWSS policy. The need for and continued absence of such a policy after 10 years of reform indicates the extent to which RWSS has been sidelined in the reform process. 

A critical issue is the role of DWA in raising funds and developing RWSS (e.g. on the Jica funded Southern Province project) and the extent to which this role clashes with that of MLGH. Linked to this question is the lack of progress of commercialization of the drilling section of DWA despite the implications of the overall public sector reform principles that emphasize the use of the private sector for direct service provision.  

When the reform process transferred responsibility for RWSS to MLGH and the local authorities it did not transfer sufficient skilled manpower and financial resources. The N-WASHE which led the reforms was disbanded and it took some 3 years before a rural water supply and sanitation unit was created in the MLGH during which time a vacuum was created and much of the momentum for reform lost. Some sector actors see considerable unexploited opportunities within the present decentralization framework to improve RWSS service delivery. These include: transfer of DWA staff; use of project funds to support local authorities instead of P-WASHE ; the development of a legal backing for D-WASHE and, the use of bylaws and instruments within the local government act . 

New areas of focus for the RWSS reforms

Areas of the reform that are now starting to receive more serious attention through the 10 point plan of the RWSS unit of DISS, MLGH include:

	· Institutional and legal framework; 
	· Management information system; 

	· Washe review and scaling up; 
	· Monitoring and evaluation; 

	· Resource mobilization; 
	· Advocacy strategy; 

	· Investment requirements planned; 
	· Capacity building;

	· Stakeholder participation; 
	· Policy review.


2.4
What are the risks and opportunities of the future development?

Risks include: 

Poor economic performance 

Slow progress in public sector reforms (including those affecting good governance)

Political problems related to the decentralization process. 

Institutional battles between government bodies to control the sector

Lowering value of money in RWSS investments

The lack of sufficient finance to upgrade urban system (as assumed by the strategy)

Operation and maintenance and spare parts chains

Opportunities include:

The introduction of a transition strategy to overcome the present obstacles in RWSS

The new initiatives taken on collaboration and coordination within the sector

Use of innovative financial instruments such as the DTF to mobilize resources, micro credit and access to loans for utilities
Development of a culture of cost recovery and payment for services will ultimately yield a self financing sector

Development of a customer orientated approach to service provision.

Use of consumer based regulatory mechanisms such as the WWGs.

Addressing market failures in private sector service provision.

2.5
What are the existing institutional capacities, as well as, strength and potential for development, especially, concerning service provision to the poor ?

Public sector institutions in Zambia suffer from a range of deep-rooted problems related to low institutional and individual incentives, unfunded mandates, insufficient recurrent budgets, low morale and inconsistent accountability. These circumstances combine to make it very difficult for even the most competent and committed professional to be fully productive. As a result most observers consider public sector performance as being poor. The measurable differences between the productivity of the commercialized and non-commercialized performance of the UWSS sector and the less measurable differences in productivity between the autonomous regulatory functions and the non-autonomous government functions give testimony to these beliefs.

The new reforms require a much greater degree of collaborative governance in the sector. Water supply (local authorities, MLGH;NWASCO) has to work with onsite sanitation (local authorities) if the water resources (MWED) that the supply depends on are not to destroyed.

Urban sector institutions

Institutional capacity in the urban sector to deal with the challenges facing the sub sector is rapidly developing.  This is evident from performance improvements within the policy making function (DISS), the regulatory function (NWASCO) as well as within the direct service provision function (CUs and private sector). The local authorities which have the overall responsibility for service provision are seriously lacking capacity with the consequence that the urban schemes run by the authorities are continuing to decline and the role of the local authorities in governance of the CUs is sub-optimal.

The reforms and especially the vigor of the regulator (NWASCO) have provided incentives for performance improvements and thereby started an internally driven process of capacity development within all actors including the private sector. In general, technical skills are more developed than managerial skills that depend on, as well as contribute to, a well functioning institutional set up.
An attempt was made to set up a Competency Based Modular Training (CBMT) system and a training center was rehabilitated for the purpose – although expensive it never went ahead. The concept was based on transfer of knowledge when in reality it was skills and especially institutional incentives for performance that were the main requirement. The Performance Orientated Incentive Schemes (POIS) now being put in place by NWASCO are more promising approach. In the context of a functioning institution, it would be normal that up to 3% of the salary sum is devoted to induction and in service training, once an acceptable competency level has been reached.

Institutional capacity for pro-poor service delivery is governed by: the availability of experienced staff (where NGOs offer a source of capacity for pro poor service provision as the CUs have limited social skills); the flexibility built into tariff designs to allow cross subsidization; the development of innovative thinking around financial instruments such as the DTF; the pressure put by NWASCO on CUs to provide services to the poor; the availability of funds for system rehabilitation and, the gradual development of sound financial practices within CUs to allow services to be sustainably extended.

Key capacity related and institutional issues that continue to constrain development in the UWSS sector include: 

· Completion of the establishment of CUs,

· Financial viability of CUs (as funding limitations reduces investments in HRD)

· Implementation of good governance practices and reduction of political interference e.g. on personnel and managerial issues

· Retrenchment, indebtedness and corporate governance of CUs and

· Payment of energy bills and government commitment to paying its bills to CUs
· The need for long term plans for access improvement, 

· Land tenure and,

· Paying attention to sanitation 
· Environmental controls (e.g. in Lusaka the water and sewerage company’s future is prejudiced by the lack of control by the local authorities over on site arrangements that threaten the aquifer.) 
Rural sector institutions

The RWSS sector benefits from a vast number of very experienced and dedicated practitioners. Many of these are either employed by projects or NGOs. The WASHE concept although strong in that it makes use of existing capacity in at provincial and district level is weak in that it only mobilizes staff on a part time basis. The weak legal basis for WASHE further reduces the effectiveness of the human resources mobilized. The findings of recent evaluations (DCI,2004) indicated that technical and social mobilization skills are well developed but that integrated planning and project management practice lags behind. Capacity building is allocated less than 1% of the PRSP. This prioritization perhaps reflects an impatience with the results of capacity building investment in the sector which are not highly visible despite the large sums provided by donor financed projects.

The RWSS sector faces two central challenges for rural water supply. Firstly, overall co-ordination of rural water supply in MLGH needs strengthening and focused leadership amidst competing priorities. Secondly, a central challenge in rolling out the WASHE concept in Zambia, at a stage where government is decentralizing, is to operationalize the linkages (institutional, financial and managerial) between decentralized local government, communities, private sector and households in the development and management of rural water supplies.

Key capacity related and institutional issues that continue to constrain development in the RWSS sector include:
· Clarity on responsibility for rural water supply and sanitation functions, 

· Decentralization, 

· Private sector participation, 

· Flow of funds, 

· Value for money in the sector (see section 7)

· Operation and maintenance and the spare part chain

· Planning and budgeting for rural water supply, 

· WSS coverage information and 

· Borehole specifications and quality assurance.

· Choice of technology including the upgrading of traditional systems.

2.6
Capacities to build a sector wide information/monitoring system

Since the beginning of the water supply and sanitation reforms in Zambia, a lot of information has been gathered. Both WSDG and CMMU developed information and monitoring systems, which unfortunately was not harmonised with similar information available in the sector. This information has never been updated or built into a sector wide compatible system in terms of usability and retrieval. One of the results is that the data on which to base sector decisions is grossly inadequate. A SWAP based system has to be simple and because of the different institutional hosting locations it will probably be better to create compatible sub-systems. 

Recently, WRAP has developed an information system for water resources management. It remains to be seen how friendly this system is to water supply and sanitation sub-sector. The challenges are to:

· Investigate possibilities of setting up an information database that is compatible to both water resources management and water supply.

· Design monitoring and evaluation tools that can be adopted by all stakeholders in the WSS sector.

These challenges require: funds and technical assistance as well as a resolution of the coordination problems affecting the sector (see section 5).  It appears that some funds are being made available though a Danida funded programme but recurrent funds within MLGH and MEWD will be needed to maintain the system. NWASCO is also running an information management system on urban sector performance.

3
Good Governance in the Sector

3.1 
Are the principles of good governance incorporated in the sector framework on national and local levels ?

The framework for good governance in the sector is dependent on the wider national framework. A country study by Transparency International (TI, 2003) concludes that corruption has become endemic in the last decade in Zambia and has “undermined democratic institutions… discouraged investment .. and worsened the poverty situation” (TI, 2003, p5). Fourteen findings and recommendations are given including the findings that: there is no comprehensive national strategy to fight corruption; anti-corruption institutions lack resources and, the public is increasingly accepting corruption. The report says that the New Deal Administration has breathed new life into the anti-corruption fight and holds out the promise of substantially improving the situation. The role of donors in assisting the new administration in promoting good governance is the final recommendation of the country study. The future thus looks better than the present and the past.

Urban reforms rely on: enforcement of cost recovery systems even if not politically convenient; regular payment by public sector institutions for their water bills and, on good corporate level governance of the utilities without undue interference by board members. Rural reforms rely on: decentralisation of resources from the center to local levels and, on the development of traditions for competent, accountable and transparent use of public resources.

The need for good governance is well integrated into the sector framework – particularly the urban sector where corporate visions, strategies and guidelines have been developed to promote and provide incentives to promote good governance of the commercial utilities.  The rural sector framework is less developed and depends much more on wider national processes such as the decentralisation of responsibility and resources to local government. 

3.2 How is are the principles of good governance promoted (tools, instruments, procedures)?

Governance within RWSS is fully dependent on the public sector systems. At a theoretical level the public sector at national and local level has all the tools, instruments and procedures necessary to effect good governance. The problem is that they are not working. The absence of a functioning framework for the rural water supply and sanitation sector which is dependent in turn on a functioning decentralisation framework does not help.

Good governance in UWSS is to a lesser degree dependent on the public sector and instead dependent on clear corporate governance systems. The instruments and procedures that have been put in place by NWASCO are very well conceived. They consist of: 

· A series of 8 key indicators on the performance of commercial utilities that are measured based on quantifiable and verifiable data that is checked through site visits. The results are published and made available to all interested parties in annual reports.

· System of tariff adjustment that is, although not yet reached, capable of being principle based, transparent and fair. 

· A corporate governance of the regulator itself (council) that is inclusive of the main stakeholders including consumers and the requirement for boards that represent the main interests at the commercial utilities.  

· A series of 9 guidelines that form regulatory tools for developing the sector, including a specific guideline on corporate governance which outlines the common problems experienced and the means of overcoming them.

The NWASCO guideline on corporate governance has not been endorsed by the MLGH, making it obvious that more discussion is needed. 

The corporate system of good governance for UWSS does not have an easily understood means of enforcement of the rules and regulations and the sanctions are not spelled out. It is difficult to see where NAWASO has real teeth. Although not easy to see where teeth can be given something has to developed to ensure sustainability.  There is not much record of sanctions having been applied despite numerous infringements – although Lusaka WSS company was taken to court over non payment of fees. What are the incentives or means to ensure that the CUs comply with their licence to serve all (including the peri urban poor)? Is the provision of a DTF necessary or advisable in order to provide financial incentives ?.   

3.3 How are the principles of good governance practiced?

The RWSS investments are in principle subject to the overall level of public sector good governance performance levels – which by all accounts are far from satisfactory. In practice most of the donor projects institute to a lesser or greater degree their own parallel systems of supervision to ensure an improved performance.  A recent evaluation (DCI, 2004) for activities in the Northern Province indicates that whilst financial accounting has been satisfactory but that the level of construction supervision has been not. 

The NWASCO sector reports are a key feature in the governance of the urban water supply and sanitation sector. NWASCO as the regulator has for 2 years produced clear, concise and frank reports that are in demand (a 1000 copies were not enough to satisfy demand). Transparent reporting is a key feature of good governance and seems to be one that is working well. The consumer based Water Watch Groups (WWGs) are also an important good governance innovation.

The NWASCO sector report 2002/3 mentions the practice of seconding all former council water staff to the CUs and the reluctance of public institutions to pay for water bills. Both these practices are deviations from good governance and serve to undermine the water sector reforms and impose unnecessary costs on paying consumers.

The council of NWASCO has not operated for 11 months of its 3 year period so far with the consequence, amongst others, that tariff adjustments have been delayed. The initiative of the government to look into amending the Water and Sanitation Act of 1997 in order to avoid long lapses in the operation of the NWASCO at council level is an indication of a willingness to acknowledge weaknesses in governance and take steps to improve on it. 

At the individual corporate level the CUs response to consumer complaints and NWASCO’s supervision of this peformance is an indication of good corporate governance. In all the annual NWASCO report highlights 8 key indicators of good peformance and gives a scoresheet on how the CUs measured up against these indicators. 

Common lapses at the corporate level, for which there seem to be no effective enforcement and sanction include:

· CU board members and even MLGH staff not on the board interfere in the management of the utilities to serve their own interests e.g. reconnecting customers during election campaigns; involvement in procurement, demand for free services and, pressure to employ non-suitable staff. 

· CU board members are elected not due to competence but due to their public service positions.

· CU management do not properly inform the board of key aspects of the operations.

Even more training, beyond awareness, for good governance within CU boards and management is needed. A disciplinary code is needed and it needs to be enforced.

4
WSS sector status and sub-sectoral focus of on-going activities in the water sector 

4.1
Current situation concerning WSS in Zambia

Zambia has ample water resources amounting to 116 cubic kilometres per year equivalent to over 10.000 cubic meters per capita of freshwater resources. The main challenge, apart from a few areas of the country, is access to water and sanitation services. Here Zambia falls short of many of its neighbours with an official rural water supply coverage of 37 %, rural sanitation coverage of 68% and urban coverage of water of 79% and sanitation 73%. In reality the coverage is lower due to poorly functioning infrastructure. Coverage figures are not well documented. Contradictions between the official coverage and the results of the CSO household survey are shown in table 4.1.

Table 4.1 WSS coverage figures

	Sub sector
	Official coverage (%)
	CSO 2000 Coverage (%)
	Difference (in % points)

	Rural water supply
	37
	29.5
	- 7.5

	Rural sanitation
	68
	2.1
	-59.9

	Urban water supply
	79
	86.1
	+7.1

	Urban sanitation
	73
	39.2
	-43.8


The official figures suggests a total water supply coverage of nearly 54% (CSO 49%) and for sanitation a coverage of nearly 70% (CSO 17%). The official results are compared to other African countries in the maps below.

Figure 4.1 Maps showing water and sanitation coverage in Africa (based on data from Unicef 2000)
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Figure 4.1 indicates that the CSO figures would put Zambia into the second lowest category for water and the lowest category for sanitation taking Africa as a whole.

4.2
Donors’ support activities: (Where do donors place their activities and where do they set their thematic focus? Are the interventions well balanced? 

Urban water supply and sanitation

The UWSS sub sector is supported by: 

Germany ( Northwest, Eastern and Southern Province).

Norway (Western Province)*

Ireland (Northern Province)

World Bank (Copper Belt)

ADB, (Copper Belt, Lusaka, Central Province)

Denmark, (proposed pilot studies in 2 districts: Mongu and Ndola)

Rural Water Supply and sanitation
Germany, (North-Western, Central and Eastern provinces)

The Netherlands, (North-Western, Western provinces)*

Japan, (Central, Northern and Western provinces)

Norway (N-Washe at national level, Western province)*

Ireland (N-Washe at national level, Northern province)

ADB, (Central province)

Denmark, (proposed Kalomo and Chongwe districts)

UNICEF (Southern, Eastern)

The lead donor has been Germany since the  early 1990s, although Ireland also claim a leadership role in the RWSS sub sector (Irish Aid, April 2003,p4).

4.2.1
What role do national and donors’ priorities play in the selection of the regional and thematic focus for their interventions and what is the decision making process?

A strong national leadership of WSS investments and interventions guided by a common sector strategy and financing plan has not emerged despite the reforms  - there are signs of this emerging in the UWSS but it is still a long way off in the RWSS even though WASHE does provide a common framework. Donor priorities have been documented in country strategies and then discussed in annual consultations where there is an increasing focus on fitting in with national programmes and systems. 

The donor priorities have emerged from bilaterial processes that ad hoc rather than being informed by a strong national lead. The donor priorities are not contradictory with national priorities but in the absence of clear national priorities the linkage is limited and the donor programmes tend to have a life of their own. 

The picture that has emerged is not irrational although there is a predominance of support to Eastern and Southern provinces and very little support to Western and Luapula provinces. Differences in approach have also emerged. The WASHE concept is differently applied in different donor programmes e.g. in the North Western Province, the P-WASHE has a strong role in the Southern and Eastern Provinces, P-WASHE has little role but the D-WASHE takes a leading role. Differences also emerge on how different donors support the peri-urban areas. Some take a community based approach whereas others promote a commercial utility approach.

4.2.2
What are the dominant “modes of delivery” (project, programmes, basket funding) of the donor support?

The major mode of delivery is the project and increasingly the programme approach where the programme is designed to reflect a more coherent set of sector related interventions. The DTF is an initiative that has started to develop a basket funding approach for especially the peri-urban areas.

Although the intention of many donor programmes has been to pilot options, they have also been set up as full scale implementation efforts that have entrenched certain approaches as opposed to trying out alternatives that can be compared.

5
Coordination in the sector

5.1
What are the existing coordination mechanisms?

Table 5.1 summarises the coordinating mechanisms in the WSS sector.

Table 5.1 Coordinating mechanisms in the WSS sector

	Coordinating body
	Coordination functions/ operational mechanisms
	Actors
	Comments

	Sector Advisory Committee (water)
	Established under the MTEF process, focus on monitoring expenditure and implementation of the TNDP/PRSP in the various water related sectors. Meets  8 times a year
	MEWD lead, NGOs, donors, government representatives. 
	Formed October 2003. It is reported that WSS gets lost in the overall water sector discussions.

	PRSP updating working group
	Established to update the PRSP (april 2004)
	As above with a single donor and NGO representative.
	MLGH feel excluded and point to the need to have their own PRSP updating group.

	Multi Stakeholder Consultative forum
	Discusses and coordinates plans and development programmes in the WSS sub sector, meets monthly.
	MLGH lead, WaterAid Zambia (secretariat), 
	Dialogue forum, exchange of views, many actors involved (from 120-25 participants). 

	Various Working groups 


	PRSP updating

Information systems

Institutions and policies

Cross cutting aspects
	Led by MLGH with relevant ministries, NGOs and donor participation
	MEWD participates partly in one group.

	National coordinating Committee (proposed) 
	
	MEWD lead, 13 members representing all relevant institutions
	

	Donor coordinating group
	Internal donor mechanism to coordinate programs and discuss common issues. Meets every 2 months
	donors
	Has met since September 2003.


The reform process has many joint meetings especially between 1997 and 2000. These type of meetings have been ongoing for water resources management since 2002.

5.2
What are the coordination challenges?

It appears that the present bodies are not fully meeting all the coordination requirements . The Workshop on Sector Coordination and Collaboration (December 2003, p 3 identified 9 major coordination challenges: 

· Identification of sector leading institution

· Changes in management

· High staffing turnovers

· Policy and legislation problems

· Weak institutional and human staffing resources

· Inadequate and erratic finances

· Individualistic attitudes

· Lack of entry rules to the sector e.g. technologies and procedures

· Duplication of institutional roles (due to interpretation of roles)

The most serious of these is implied in the first challenge above: sector leadership. All recent documents and analysis have pointed to an overwhelming problem in the Zambian water sector: the ongoing conflict between MLGH and MEWD over leadership and roles of the WSS sub sector. Sector commentators openly observe that lack of resolution on this issue has resulted in or contributed to:

· Two working groups updating the water sector PRSP instead of one.

· Two ministers attending the Pan African Conference in Addis Ababa (Dec. 2003) instead of one.

· Dual implementation of borehole programms by DWA and Local authorities.

· An inability to establish sector overview on present coverage and investment requirements

· A confusion and resultant varying practice amongst donors one which organisation to support for RWSS. 

· Donors perceived and encouraged to be taking sides on issues that are internal Zambian concerns.

· Delays in the resolution of how to commercialise or make best use of government drilling rigs.

· Uneven attendance at sector workshops depending on which ministry is the host.

· Rejection by one party of the other’s sector plans and strategies.

· Central government sending contradictory signals in terms of policy statements, cabinet memorandums, ministerial restructuring and staff establishment, budget allocations – depending on lobbying successes and failures.  

· Differences in the strategy in how to serve peri-urban areas (differences not arising from healthy piloting of alternatives)

· The DFT’s fund raising credibility damaged due to differences in opinion on where it should be hosted.

· Good governance mechanisms in the UWSS cannot be agreed on thus hampering implementation.

· Significant donors threatening to withdraw from the sector.

As a result the RWSS sector is to all intents and purposes dysfunctional and the UWSS sector is seriously compromised. It is impossible to estimate the full loss of prestige, funding, implementation efficiency and skilled manpower time except to say that it is very high. 

An obvious explanation for the problem is the normal competition between institutions for resources  which will always be there– especially for large-scale financial resources for implementation. The conflict that at present is bi-polar should in effect be tri-polar involving not only MLGH, MEWD but also the local authorities. Because it is the local authorities who are responsible for service provision – the very area which is the centre of the struggle between MLGH and MEWD (and in reality belonging to neither). In part the problem relates to the Water and Sanitation Act of 1997 which took the rural water sector beyond the reality of decentralisation without putting in place interim measures and which (understandable only in hindsight) did not define clearly if drilling boreholes is service provision or water resources development. 

Fortunately for the sector these institutional factors can relatively easily be clarified and, if combined by a strong and enforced resolution from central government, would allow a rapid development of the sector’s prospects for meetings the MDGs and its other obligations. No matter how clear the separation of functions there will always be a residual need for cooperation. Following authoritative resolution of the major issues a longer process where different parties get used to and experts in “collaborative governance” will be needed.

If the above was put in place the 7 proposals for improved coordination mentioned at the workshop would bear fruit:

· Regular meetings with donors and sector actors

· Formation of a national coordinating committee for the sector

· Development of a coordinated information exchange

· Joint elaboration of projects within a SWAP framework

· Harmonisation of various pieces of legisation

· Strengthening of water related associations (e.g. WASAZA)

· Promoting a bi annual national water forum

To these activities could be added the stream lining of planning cycle with Ministry of Finance and PRS processes.

5.2 Is donor coordination satisfactory?

The workshop in Chisemba (Dec, 2003) has suggested a number of steps that if implemented would bring about a good level of donor coordination in the water sector. At the moment there is a donor led coordination in the water sector and haphazard attempts at coordination by the government. So the situation is not judged satisfactory by most sector actors. 

Coordination is hampered by many factors; in Zambia not least by the lack of clarity in sector leadership between the MEWD and MLGH. This confuses donors and encourages short term opportunism when institutions are faced declining budgets and their survival is threatened.

Contacts with donors occur mostly on a bi-lateral and ad hoc basis. Government and donors have on several occasions called for comprehensive and unified coordination but this has not emerged. It is important to try to understand why co-ordination has not been better because improved co-ordination offers many advantages to donors and government alike. Duplication of efforts can be reduced, available funds can be channelled to where they are most needed and a dialogue can be established which is likely to improve the quality and maybe even the quantity of donor funding.

There is a number of possible reasons for the lack of explicit coordination. Firstly donors, that represent the whole sector, are not easy to assemble. Some donors are represented in the sector not by permanent offices but by travelling missions. Donors frequently change their staff. Some are professionally better equipped than others.  The individual donor representatives often have a very high level of discretion, meaning that directions of support are changed when individuals are changed.  There are resulting continuity problems and a need to constantly update individuals which is best done bi-laterally. 

Donors are not always clear on their intentions and are quicker to initiate than to confirm commitments. In most countries there is unspoken donor competition but this is not the case of the water sector in Zambia. On the government’s side there is a need to maintain flexibility, in face of the uncertainty of donor intentions, if assistance is to be maximised. An expression of intention alone is not a sufficient basis for excluding other donors also to support a particular area – such exclusion can only happen once support has actually started and looks likely to continue. 

Many donors have particular conditions, which have to be met, at least in part, if their assistance is to be forthcoming. If uniform practices were to be dictated it would be likely to lead to less assistance at least in the short term. There are many different interests which have to be skilfully juggled and this is easier to achieve on an ad hoc basis than in an unwieldy arena where every move is under close and critical scrutiny.  

Most of these observations pertain equally well to official government to government donors and to international NGOs.

A major step forward has been taken in April 2004 with the signing of the memorandum of understanding concerning the coordination and harmonisation of GRZ/Donor practices. This memorandum establishes common principles and paves the way for each sector to implement practices that reflect the principles. An action plan for the water sector is needed.
In the documents, both Ireland Aid and German Aid are suggested as lead donors, with Ireland Aid taking RWSS and German Aid taking UWSS. The lead donor concept is in place but not fully applied – until the over coordination problems are resolved there is little prospect that the lead donor concept will prosper.

6
Multi-Stakeholder Approach

6.1
How were/are civil society and the private sector involved in the on-going WSS sector support?

Civil society is not heavily involved in the sector. There is little or no advocacy. Some few international NGOs are involved as service providers and have contributed very well to the body of knowledge and experience in especially the peri-urban area. Perhaps the main lesson learnt is the need for NGOs and others to distance themselves from direct service provision and instead make partnerships with local institutions (CUs, local councils, private sector) that will remain in the locality. The NGOs were instrumental in getting the water sector into the PRSP which when considering the power of civil society in Zambia on issues such as gender, child abuse and other areas indicates an opportunity for improving sector performance. 

The private sector is mainly represented by consultants and contractors (from large companies down to individual artisans). Operators have not emerged in part due to the commercialisation route chosen in the urban sector. Small scale vendors are not common in the Zambia context. 

Consultants are reportedly competent but need to be supervised carefully by all accounts. Local contractors with little financial backing and very high tender prices make it risky for clients to engage them. International contractors based in Zambia appear to be providing the most consistent services. The market for private services functions but can be improved by: using a sector wide investment approach to create a steady and dependable demand (information improvement); issuing tenders that favour partnership between local and international contractors (lowering barriers to entry for newly established firms and improving skills of less experienced entrants); providing credit mechanisms for local contractors (helping with access to capital). 

7
Financing mechanisms

7.1
What financing and external support mechanisms (“modes of delivery”) are presently dominant in the sector? 

The reforms of 1994 foresaw a situation where in the longer term urban water supply and sanitation services would be fully recovered by water and sanitation utilities from consumer tariffs. Peri-urban areas would be cross- subsidised by the more developed urban areas and would be eligible for limited subsidies to accelerate investment in capital infrastructure. 

The operation and maintenance costs of RWSS would be financed by the communities with most of the capital costs being subsidised by government or donor sources. 

A recent study (Rural Associates, 2003) shows that service providers have not in practice been able to generate sufficient internal resources to provide an effective service – in part because they are operating with highly depreciated infrastructure. 

A recent report (WSP, 2004) provides a lot of valuable information on the financing mechanisms and resource flows. A key table detailing the situation in 2001 is given in this report (WSP, 2004,p24). This table is reproduced below and the results illustrated in various diagrams.

Table 7.1 WSS expenditure in 2001 (sourced from WSP, 2004, p24)
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Figure 7.1 Relative expenditure in WSS in 2001
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Figure 7.2 Recurrent and operational expenditure by source of finance 2001


Figure 7.3 Capital and other expenditure by source of finance 2001


Table 7.1 and the following figures indicate that:

· Capital expenditure is skewed towards UWSS in relation to meeting unmet goals. (figure 7.1)

· The financing of recurrent operational costs of the RWSS is far from sustainable since far too low a percentage is financed by the consumers - whereas the situation for UWSS is much better. (figure 7.2)

· Donors finance one third of the RWSS capital expenditure but close to 100% of the UWSS capital expenditure.(figure 7.3)

· The total capital expenditure for RWSS is close to USD 16 million. This implies that the coverage after the 2001 expenditure in rural areas should have increased by 1 million people and risen from 37% to 47%, with the expectation of 100% being reached the end of 2004 if the same levels of investment were sustained.
 This is clearly far from the case – suggesting, if the figures can be trusted, that there is massive inefficiencies in the RWSS sector, and too much rather than too little funds.(table 7.1)

This last findings calls for a verification of the figures and if confirmed; tracking of the funds and a value for money study.

7.2
What kind of new financing mechanisms are being developed in order to make it easier for Zambia to direct donor funding in prioritised sector activities?

The only new financing mechanisms being developed is the DFT / basket funding arrangement. This arrangement is a very innovative mechanism that targets funds very specifically at the urban poor. It has attracted some 1 million € so far and it is likely to attract more as it is a very cost effective means of serving the urban poor. Provided that a CU has surplus capacity, experience has shown that the average capital cost of extending a kiosk supply level of service is less that 5USD/p. Water supply cannot be implemented cheaper than this.

As mentioned earlier the institutional location of the DTF and the prospects of following a model similar to the Kenyan Water Service Trust Fund should be reviewed.

Zamsif is another fund that has a special relevance for local authority financing. There are two components: an infrastructure one and a capacity building one. 

SWAP arrangements that also serve the more formal UWSS, RWSS and WRM needs are a potential but judged some way off due, not least, to the coordination problems mentioned earlier. A first step would be to make a Sector Investment Plan based on transparent allocation principles (as is being done in Uganda) using more reliable data than appears to be available at the moment.

7.3
Are these adequate to also attract private finance or is there a need to develop additional financial mechanisms?

The DFT attracts private finance in so far as it brings into the water economy many customers who contribute to the operation and maintenance costs. However these customers are unlikely to add to the capital financing of the water sector. Additional financial mechanisms will be needed if private finance is to be attracted: equity capital is not realistic
 but loan capital is. These mechanisms will be dependent on a much more robust and convincing track record of profitability of the CUs that is presently the case. They will also depend on continuity of approach in pursuing the sector reforms and particularly consistency in adjusting and setting tariffs. 

In other words, in the longer term it is not so much other financial mechanisms that are required but a continued improvement in the operational and financial performance of the CUs themselves. 

It could be argued that improved performance is not possible without immediate investment since the facilities need rehabilitation. In reality improvements in collection and Unaccounted for Water (UAW) are more important that physical rehabilitation but in the longer term both are needed. At the moment investment needs are being partially met through donor grants funds. Instead of straight forward grants, it would be preferable to use a combination of:

· Loan guarantees, 

· Interest subsidy (on rates, grace periods and repayment periods) and, 

· The setting up of UWSS revolving fund.
This combination of financial mechanisms would:

· Lead to a fairer and more pro-poor distribution of limited capital funds between rural and urban sectors.

· Encourage the CUs to already now to responsibly take the initiative and plan for capital financing (as the facility that such a combination of mechanisms represent would be potentially open to all not just a few chosen utilities).

· Place a financial discipline on the CUs from the very start.

· Leverage scarce capital resources through the revolving fund. Even with a heavy subsidy element, the leverage is likely to be more than 3 times.

The fact that Lusaka Water and Sewerage Company has already borrowed USD 500.000 at 8% interest from a national bank is testimony to the potential for expanding this type of finance.

Annexes 
(only annex 7 included in workshop version)

Annex 1
Annotated Bibliography

Annex 2
Some key facts about the WSS in the PRSP 2002/4

Annex 3
Comparison of the water sector allocations in Zambia PRSP with selected other African countries

Annex 4 
Process of PSRP formulation, reporting and updating 

Annex 5
Key steps in the Reform process for the WSS sector

Annex 6
Reflections on the implementation of the reforms

Annex 7
Detailed suggestions

The detailed suggestions are given below (where draft TOR for follow up have been prepared the suggestion is marked with an *, the TOR are given annex 8). In general these suggestions need to be fully verified by the sector and then accompanied by deadlines, responsibility allocation and cost estimates :

	Areas


	Suggestion
	Section


	PRSP
	1. The new PRSP process for incorporating water should ensure that it learns from the drawbacks of the first PRSP process.
	1.2

	
	2. The new PRSP must focus on how to improve monitoring (water) and effective disbursement (general).
	1.3

	Reforms
	3. RWSS and UWSS sub sector strategies should introduce pro poor elements
	2.2

	
	4. A transition strategy for that details interim or compromise positions for RWSS should be considered when undertaking detailed strategy for RWSS.
	2.2

	
	5. Consider how to better communicate why NAWASCO reports to MEWD and DTF is in NAWASCO. For the first one, if appropriate, explain interim arrangement whilst awaiting greater separation in practice within MLGH and local authorities of policy making and service provision roles. For the second one, explain the need to develop in the longer term an independent fund arrangement (possibly reporting to same or similar board) once a legal interpretation that does not require WSS act 1997 to be revised is found. Consider the Kenyan Water Services Trust Fund solution.
	2.3 (annex 6), 7.2

	
	6. As part of any future updating and formulation of the RWSS strategy consider the many documents that have been written but not officialised and also those that have been officialised but ignored. Determine why this is the case and find means of avoiding a similar fate.
	2.3

	
	7. Seek legal basis for WASHE through provisions of local government act
	2.3

	
	8. Include standardisation of handpump technology and spare part supply chain issue in new RWSS strategy.
	2.3

	
	9. Clarification of the institutional conflict could have as a key indicator of success the removal of conflicting signals in the sector e.g. DWA budget for service provision and presence of drilling rigs. Approval of good governance guidelines (amended if necessary).
	2.3 and 

	
	10. Transfer resources in line with functions (to RWSS function)
	2.3

	Capacity
	11. In UWSS increase institutional capacity by:

· Completion of the establishment of CUs,

· Financial viability of CUs (as funding limitations reduces investments in HRD)

· Implementation of good governance practices and reduction of political interference e.g. on personnel and managerial issues

· Retrenchment, indebtedness and corporate governance of CUs and

· Payment of energy bills and government commitment to paying its bills to CUs

· The need for long term plans for access improvement, 

· Land tenure and,

· Paying attention to sanitation
	2.5

	
	12. In RWSS increase institutional capacity by:

· Clarity on responsibility for rural water supply and sanitation functions, 

· Decentralization, 

· Private sector participation, 

· Flow of funds, 

· Value for money in the sector (see section 7)

· Operation and maintenance and the spare part chain

· Planning and budgeting for rural water supply, 

· WSS coverage information and 

· Borehole specifications and quality assurance.

· Choice of technology including the upgrading of traditional systems.
	

	
	13. Consider recurrent fund needs of the new information management systems
	2.6

	Good

Governance
	14. Consider how to empower NAWASCO by developing effective sanctions (NAWASCO can in the last analysis recommend for a Managing Director who does not comply to be fired. If the Board does not fire the Managing Director then the licence can be revoked and an alternative solution (prepared in advance) put in place. But this is a very blunt instrument and more operational ones are required.
	3.2

	
	15. Provide yet more training on good governance – attempt to find ways of changing mindsets as much as imparting knowledge about corporate governance.
	3.3

	Coordination
	16. Once the major institutional conflict is resolved monitor the implementation of the 7 actions proposed at Chisemba:

· Regular meetings with donors and sector actors

· Formation of a national coordinating committee for the sector

· Development of a coordinated information exchange

· Joint elaboration of projects within a SWAP framework

· Harmonisation of various pieces of legisation
· Strengthening of water related associations (e.g. WASAZA)

· Promoting a bi annual national water forum
	5.1

	
	17. Undertake initiatives to improve the ability and incentives for collaborative governance of the water sector (WRM/WSS)
	5.1

	
	18. Stream line planning cycle of PRSP/MTEF/PIP/TNDP
	5.1

	
	19. Make a specific action plan for the water sector to follow up the HIP practice initiative.
	5.2

	Finance
	20. Verify the basic figures presented in the WSP (2004) report and try to extend to 2002, 2003 even before the major sector data improvement initiatives start: if the verification reflects a similar picture as that shown using the WSP data then undertake a rapid Value for Money and tracking study to better explain the situation.
	7.1

	
	21. Make a sector investment plan based on transparent allocation principles (see Uganda for example)*
	7.2

	
	22. Consider instead of grants in the urban sector the following:

· Loan guarantees, 

· Interest subsidy (on rates, grace periods and repayment periods) and, 

· The setting up of UWSS revolving fund.

	7.3








Executive summary 4 pages (see page i-v)


Main report 20 pages


Only 1 annex included on detailed suggestions 2 pages























Sector Status Report





Provides a foundation for the EUWI in Zambia and outlines sector issues








Process Report


Zambia WSS country dialogue





1. Identification of ongoing initiatives that address the sector issues 


2. Gap analysis (leading to actions not yet sufficiently addressed)


3. Decision filter –  where can EUWI provide comparative advantage ?





EUWI – WSS 


Country Action plan for Zambia


Plan, with costs and responsibilities identified








Initial incomplete report available (end May 2004) 





Report available (Dec/04)











� This first initiative and the reporting outputs were based on a short mission in Zambia by Eric Buhl-Nielsen (team leader) and Moffat Mwanza between 12 and 28th May 2004.


� 3 years is a short period in reality, the original planning of one year was not realistic and perhaps misled some projects. 


� There are in all these coverage statistics problems of varying definitions of coverage, so the results are only illustrative of the level of uncertainty.


� * = a programme that is stopped or in the process of withdrawal.


� As mentioned in the WSP report (2004), the data is not fully verified. In addition 2001 is a year that could have been unusual as it was an election year and it was before the Cus became operational. Thus the analysis, like much analysis in the sector is severely constrained by data problems.


� With a total unserved rural population of 3.9 million and a per capita implementing cost of say 16 USD/p  (PRSP implies a per capita cost of 14 USD, assuming at least 200 people served per borehole)


� The return on capital expected by investors in Zambia is 20%+


� The section in the main report where the relevant background information and conclusions that justify the recommendation are written.
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