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EXECUTIVE SUMMARY 

Responsibilities for water supply and sanitation (WSS) have been devolved to municipalities in most 

countries in Western Europe and in Eastern Europe, the Caucasus and Central Asia (EECCA). There are 

notable exceptions: England and Wales, Armenia, for instance. 

The benefits of such arrangements are well known: local jurisdictions are assumed to be best equipped 

to adapt water and sanitation services to local conditions and circumstances; local management of the 

service can help reflect the costs; it facilitates oversight by users. 

However, devolution of responsibilities to local jurisdictions has some drawbacks. Municipalities may 

lack the financial, human and technical capacities to operate or monitor water supply and sanitation 

services. Where localities are small, economies of scale fail to materialize; this can generate higher costs, 

in a sector which is capital intensive. 

Acknowledging these drawbacks, several countries from Eastern Europe, the Caucasus and Central 

Asia either refrained from decentralizing water supply and sanitations services (Armenia), or consider 

reorganizing these services at a more aggregate level. For instance, Ukraine considers regionalisation as an 

alternative to management at municipal level. To substantiate such reforms, EECCA countries would 

benefit from the experience of European countries with similar challenges. 

This report provides an overview of the experience of eleven European countries with inter-municipal 

cooperation (IMC) for water supply and sanitation services: Austria, Bulgaria, France, Germany, FYR 

Macedonia, Hungary, Italy, the Netherlands, Poland, Spain, and Romania. It explains the rationale for the 

reorganization of water supply and sanitation services. It describes the incentives used to foster cooperation 

arrangements. It provides recommendations and policy options for the implementation of IMC in EECCA, 

and in Ukraine in particular. 

A review of European experience with IMC for WSS 

The review confirms that European countries were (and sometimes still are) confronted with issues 

related to the appropriate scale of water supply and sanitations services. In the eleven countries reviewed, 

local governments (municipalities) are responsible for the provision of WSS. Decentralization processes 

and the large number of municipalities in countries such as France, Germany, Hungary, Italy or Spain have 

fragmented WSS in these countries. The lack of competences of local governments, especially in small and 

rural municipalities, is seen as an obstacle to the efficient and effective provision of WSS. Therefore, most 

of the countries reviewed here have implemented some form of inter-municipal cooperation for WSS. 

Romania is an exception, where regionalization was favoured over inter-municipal cooperation. 

A common rationale for inter-municipal cooperation in European countries has been achieving 

efficiency gains and improving the provision of water services, in particular through economies of scale 

and/or scope. Demand from local users for better and more sustainable WSS services has often been a 

driver for reform. 

The review indicates that successful reforms were accompanied by several measures. One is an 

enabling legislative framework, such as a dedicated law on IMC or other acts related to local government 
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organisation (see for instance Hungary, the FYR of Macedonia, or the Netherlands). Specific IMC laws 

stipulate the general rules and procedures for the establishment of municipal cooperation and include 

provisions for financing, registering, and supervision of the cooperation arrangements thus providing legal 

certainty, transparency, and clarity not only for the participating parties but also for the citizens as a whole. 

In other countries under review, the forms and approaches to inter-municipal cooperation are regulated 

through local government or territorial administration acts (i.e. France, Italy, Spain). In Spain, vertical 

administrative consortia provide the opportunity for municipalities to obtain financial commitments from 

higher government levels. 

Other accompanying measures common to most cases are economic and financial incentives. 

Financial incentives provided by central governments have had a decisive impact on IMC for WSS in 

Austria, France, Hungary, or Spain. In some Central and Eastern European countries (i.e. Bulgaria, the 

FYR of Macedonia, Romania) a similar role was played by the financial incentives provided by the 

international community (UNDP grants, the European Union Structural and Cohesion Funds). 

The study reflects the variety of institutional arrangements for cooperation on water services in the 

countries under review. The differences relate to the degree of integration (service is delivered by a 

specific joint organization or through contractual agreements; these organisations can be public or private) 

and the sectoral scope of the arrangement (some include one or several services). 

While several countries relied on private operators to manage inter-municipal WSS services, others 

opted for cooperation arrangements between public services. This is particularly the case for small and 

rural municipalities in Austria and France. In the case of Austria, an additional factor has been that 

Austrian citizens demonstrate a high degree of confidence in municipalities and public water providers; 

private sector involvement in water services delivery is usually met by significant public objections. 

As regards scope, France illustrates how water supply services can be organised at scales that differ 

from sanitations services. From around 35,000 water utilities in France, 15,000 are for drinking water 

supply, 16,500 - for community sanitation, and 3,500 - for on-site sanitation. Inter-municipal cooperation 

arrangements dominate the provision of drinking water supply as 3/4 of the French municipalities are 

regrouped within inter-municipal units. In contrast, only 44% of the municipalities cooperate to provide 

sanitation services. In the past twenty years, the IMC development in France has had a significant impact 

on the management of water utilities: the pooling of human resources and technical means allowed the 

municipalities to improve services’ efficiency and to follow up on subcontracting agreements (Bommelaer 

and Devaux, 2012: p.13).   

In Germany, many municipalities organise several public services in one unit in order to take 

advantage of economies of scope and economies of scale. For instance, water services are managed 

together with electricity and gas services. Such bundling of services provides opportunities for cross-

subsidisation and can help reduce costs, and facilitate the management of liquidity and investment finance 

(Kraemer et al, 2007: p.24). However, few examples of service unbundling exist in Germany, i.e. the City 

of Munich where the water supply system, an integral unit for over 120 years, has been separated into three 

separate units: ‘water production company ’, ‘distribution and networks company, and ‘water sales and 

accounting unit’. The unbundling process in Munich took place as a result of EU pressures for electricity 

market unbundling, although no such legal requirements exist for water sector. The general perception of 

the water supply system unbundling in Munich has been that the responsibility for water cycle 

management is compromised and that unbundling led to stronger commercialization of the water supply 

services (Lanz, 2005). 

A study on the impacts of bundling water supply and sanitation services in Romania (and other 

countries) provides evidence for economy of scope as a result of the bundling (Nauges and Van den Berg, 

2008). 
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 These examples confirm that water supply, sanitation, and other services can be bundled and 

combined in different ways; storm water management must be factored in, as it has consequences for the 

design and operation of other related infrastructures. The most appropriate combination will depend on 

opportunities to mutualise equipments, capacities (e.g. planning, or financing) or functions (e.g. billing). 

Successful IMC took place in the context of larger reforms, such as overall reform of local 

government or decentralization; this explains why joint municipal arrangements are not static: they are in a 

state of flux to reflect shifting legal, political, economic, and social contexts.  

Policy options for IMC in EECCA 

In EECCA, central governments have a limited knowledge of the various forms and approaches to 

IMC. They tend to think that, where local governments fail, regionalisation or recentralisation are the only 

alternatives. The review has indicated a variety of options and arrangements, which central governments 

may wish to consider for the organisation of water supply and sanitation. 

The challenge is compounded by the fact that local governments are still burdened by their historical 

legacy of centralization and resource dependence on central governments. They lack awareness of the 

potential benefits of inter-municipal cooperation. They fail to acknowledge that, by working together, 

municipalities could increase local capacity for effective service delivery, reduce disparities between 

service provision in neighbouring communities, and achieve sustainable development of communities. 

In this context, IMC for WSS will only develop where clear and effective signals are sent to local 

governments. Based on European experience, these include an enabling legislative framework and well-

designed financial incentives. 

Several EECCA countries consider IMC as necessary to overcome the challenges of over-

fragmentation in the water sector and to reach an optimal level of consolidation of water supply and 

sanitation services. Should governments wish to explore this avenue, the recommendations below may 

help. 

 Elaborate and adopt specific policy and legislation on the promotion of inter-municipal 

cooperation to achieve more effective and efficient provision of public services and overcome the 

challenges of fragmentation; 

 Provide strong and effective incentives for inter-municipal cooperation; 

 Implement capacity-building programmes and expert assistance on inter-municipal cooperation, 

with a focus on the water sector; 

 Inform stakeholders (local governments and water users), to raise awareness and promote the 

benefits of IMC. 
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INTRODUCTION 

Inter-municipal cooperation (IMC) implies that at least two neighbouring municipalities act together to 

provide public services to its citizens, undertake administrative tasks, and/or contribute to economic 

development in a more efficient and effective way than through individual action (UNDP Inter-municipal 

cooperation, 2010; Council of Europe, 2007: p.1). 

 

IMC is a wide-spread and long-term phenomenon in many Western European countries, both unitary and 

federal ones (Bel et al., 2011: p.4; UNDP Inter-municipal cooperation, 2010; Moret, 2008: p.157). 

However, this is not the case in Central and Eastern Europe due to specific political developments and lack 

of experience, capacity, and expertise in this area (UNDP Inter-municipal cooperation, 2010). 

 

The forms and types of joint municipal activities range from voluntary and informal arrangements to 

legally and institutionally established cooperation. Nevertheless the heterogeneity of models and practices 

of municipal cooperation, there are some common features which are worth mentioning.  

 

In many countries around Europe (especially Central and Eastern Europe), decentralization and 

liberalization processes led not only to territorial fragmentation but also to fragmentation in the provision 

of public services. The fragmentation in the public services provision means that services are delivered by 

relatively small utilities to a small number of consumers. Water sector fragmentation is an example of this 

phenomenon and it is typical for small and rural municipalities with low population density. However, 

fragmentation often results in inefficiencies and lack of sustainable financing models.  

 

In order to overcome the challenge of fragmentation, many European countries have initiated consolidation 

processes whereby public services are provided by various inter-municipal arrangements. Arguably, such 

joint municipal activities result in economies of scale, better quality of services, more efficient local 

management, and easier access to external funding ((Bel et al., 2011: p.4; Swianiewicz, 2011: p.7; OECD, 

2009: p.12; Council of Europe, 2007: p.7). 

 

- 

 

The concept “inter-municipal cooperation” encompasses different areas of intervention as: joint service 

production, joint administration, selling and buying of services among local governments, joint planning 

and development, joint funding and others (UNDP Inter-municipal cooperation, 2010; UNDP BRC, 2006: 

p.35). The main focus of the current report is inter-municipal cooperation in the area of water services 

provision.  

 

More specifically, the paper aims at illustrating various approaches, practices, and incentives for 

cooperation between municipalities in different parts of Europe. This is attained through case studies from 
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the following countries: Austria, France, Germany, Hungary, FYR Macedonia, Spain, Bulgaria, Italy, 

Netherlands, Poland, and Romania. 

 

 

The rationale behind the current paper is to identify the main characteristics and trends of municipal 

cooperation in Europe and based on this experience to provide several policy options for water services 

delivery through inter-municipal cooperation in Ukraine. 

 

The report is structured as follows: 

 Country-based case studies for inter-municipal cooperation in the water sector, 

 Discussion and synthesis of the case studies’ outcomes, 

 Recommendations and policy options for Ukraine related to inter-municipal cooperation in the 

water sector, and 

 Conclusion / practical considerations on the potential, effectiveness, and viability of inter-

municipal cooperation in the area of water services provision.  
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COUNTRY EXPERIENCES: BEST PRACTICES AND LESSONS LEARNT 

The section reports on experience with inter-municipal cooperation for water supply and sanitation in 

several European countries: Austria, France, Germany, Hungary, FYR Macedonia, Spain, Bulgaria, Italy, 

Netherlands, Poland, and Romania. 

 

Special attention is paid to the following: 

 Background and rationale for the establishment of municipal cooperation, 

 Existence/lack of enabling legal framework and financial incentives for inter-municipal 

cooperation, 

 State-of-the-art in IMC for water services delivery, and  

 Best practices and trends in inter-municipal cooperation.  

 

Although there are plenty of studies focusing on the development of different forms and approaches to 

inter-municipal cooperation in Europe, the literature on municipal cooperation and the main drivers for its 

use in the water sector is quite limited. There are only few studies which focus on evaluating the 

performance of inter-municipal arrangements, as well as on identifying future trends in their use and 

development in the European countries which will be covered by the current report.  
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 NATIONAL SUPPORT SCHEMES FOR INTER-MUNICIPAL COOPERATION IN AUSTRIA 

 

 

 

 

Country profile: 

 

Population: 8 404 252 

Total area:  83 870 km² 

Number of municipalities: 2 357 

EU member since:  1995 

GDP (in Million Euro):  300 712 400 

GDP per capita (in Euro):  35 700 

Source: European Union Portal; Eurostat, 2011; Marcu, 

2011 

 

 

 

General overview           

Austria is a Central European country with a two-tiered administrative system including the federal states 

(Länder ) and the municipalities and communities (OECD, 2009: p.12). The number of municipalities in 

Austria is 2 357; the average municipalities’ population is around 3 521 (Council of Europe, 2007: p.3).  

 

Inter-municipal cooperation 

There is a wide-range of inter-municipal cooperation, both formal and informal, that can be observed in 

Austria. Cooperation arrangements include collaboration, mutual assistance, private law contracts, 

associations and companies under the Austrian Civil Law Code and company law, and inter-municipal 

associations under public law. The provisions for the last form of cooperation are stipulated in the Austrian 

constitution (Österreichische Bundesverfassung).  

 

Municipalities may establish inter-municipal cooperation by themselves under certain conditions and with 

the consent of the particular federal region (Land). One of the key conditions for such cooperation and 

Länder approval is that the municipalities’ competences as self-governing units, as well as their rights are 

not violated. In general, municipal cooperation is initiated in order to improve economic effectiveness and 

efficiency (Gamper, 2012: p.35). 
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The federation and Länder may initiate inter-municipal associations by law. Again, the goal is to improve 

efficiency in the provision of services without jeopardizing the operation of municipalities as self-

governing and administrative bodies. Furthermore, the participating municipalities are consulted before the 

formation of such mandatory inter-municipal association and a certain degree of authority for the 

implementation of the common tasks is granted to them.  

 

A recent federal constitutional amendment from 2011 facilitates cooperation initiatives in Austria. The 

amendment enables municipalities to participate in inter-municipal associations that go beyond Land 

borders. However, a formal agreement of the concerned Länder for the establishment of a cross-border 

association is required (Gamper, 2012: p.24). All inter-municipal associations are obliged to have 

democratic bodies if the tasks/competences carried out by them fall in the autonomous premises of 

municipalities (ibid.). 

  

There are at least three main IMC forms present in the Austrian water sector. The first type of inter-

municipal cooperation is “water associations” whereby one utility delivers public services to several 

municipalities in order to overcome the challenges of fragmentation and diseconomy of scale. The second 

one takes the form of a national association of utilities; its objective is to provide a joint platform for water 

utilities and assistance in lobbying activities and capacity building. The last form includes municipal joint 

activities for service delivery based on contracts (OECD, 2009: p.10). 

 

IMC and the water sector 

Water legislation in Austria dates back to the 19
th
 century. The first Water Act, which serves as a basis for 

the current water regulations was adopted in 1934. According to the law, the federal states are responsible 

for the formulation and execution of water legislation. Among the Länder competences is also the right to 

enact laws related to the organization and implementation of water supply and wastewater disposal. 

However, the water services delivery is a responsibility of the municipalities and this is stipulated in the 

specific federal state law (Klien, 2009: p.7).  

 

Important characteristic of the local public services in Austria is that the connection and usage of services 

are compulsory for the population. Another key feature of the water sector in Austria is its strong 

fragmentation and the existence of numerous small-average-size units of operation which is an outcome of 

the Austrian federal system promoting local and regional self-determination (Klien, 2009: p.16).  

 

The decision on the governance mode for water services delivery falls within the competences of 

municipalities. Governance modes may range from a direct municipal provision to contracting out the 

service and partnership arrangements (including public-private partnerships). However, the predominant 

governance mode in Austria is through direct municipal provision and private sector participation is not 

typical for the country (Klien, 2011: p.8-9; OECD, 2009: p.14).  

 

Key alternatives to direct municipal delivery of water services are provision by water associations and 

provision by government companies under private law ((Klien, 2011: p.9). The focus of this section is on 

water associations. These special purpose associations are entities based on public-public partnerships. The 
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management and operation tasks, related to the water provision in the participating municipalities, are 

delegated to the association.  

 

Arguably, the establishment of water associations has had an important role in overcoming the 

fragmentation challenges in Austria due to the small size of its municipalities and the competences for 

public services delivery allocated to them (Gamper, 2012: p.34). It is not surprising that water services 

provision by associations is typical for rural areas with lower population density (Klien, 2011: p.10).  

 

Nevertheless that local authorities have the right to decide whether to provide water supply and wastewater 

treatment services by themselves or to contract them out, most of the water sector services in Austria are 

still provided by the public sector (OECD, 2009: p.14). In the area of water distribution and provision, the 

key organizational forms are municipal providers, water associations, and cooperatives. According to a 

2002 WIFO study (as cited in OECD, 2009: p.14), water municipal associations provide water supply 

services to 21% of connected inhabitants in Austria. Such cooperation arrangements play an important role 

in the water sector of federal provinces as Vorarlberg, Tirol, Burgenland, Salzburg, and Upper Austria 

(Klien, 2009: p.15; OECD, 2009: p.14).  

 

As with water supply, wastewater treatment services are provided by the same organizational types: 

municipal providers, associations, and cooperatives (Klien, 2009: p.16). However, inter-municipal 

associations play a significant role in wastewater treatment services as they serve half of the connected 

inhabitants (according to data provided by 2002 WIFO study) and they account for 19% of the 

organizations that provide these services in Austria (Bauby, 2011: p.17). 

 

Several policy and financial incentives exist in Austria for the establishment of inter-municipal 

associations. Some regulations related to financial assistance for water services have had an important role 

for the emergence of such cooperation arrangements: 

 National support scheme for the protection of the environment (Wasserbautenförderungsgesetz 

(WBFG)) - established in 1949 and regulating financial support for all types of measures related to 

the water sector (water supply, flood protection, etc.), 

 Water Management Fund (Wasserwirtschaftsfonds) – amended the WBFG support scheme in 1958 

and it was responsible for the allocation of national grants and soft loans in water supply and 

sanitation sector; one of the key objectives of the fund was to increase the connection rate; the 

main policy instrument for reaching this goal was a differentiating support scheme whereby 

municipalities participating in inter-municipal organizations were eligible for larger support rates, 

 Environmental Assistance Act (Umweltförderungsgesetz ) -  adopted in 1993 as a result of a 

significant revision of the national support scheme for the protection of the environment (WBFG); 

among the important reasons for the amendments made at this time was the issue of financial 

difficulties experienced by municipalities/communities located in rural areas to repay the loans 

they had received under the WBFG support scheme; moreover, the budget allocation to the WBFG 

was not sufficient, which was a result mainly of the municipalities’ repayment problems; the most 

important revision of the support scheme was that the funds were no longer granted in the form of 

soft loans but in the form of grants (Klien, 2009; OECD, 2009: p.17). 
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As a result of the political decision to increase rapidly the connection rate to water supply and sanitation 

services and the policy mechanisms of the Water Management Fund, the majority of inter-municipal 

associations in Austria were established in the period 1958 – 1993. Moreover, the 1993 amendments of the 

national support scheme and the Environmental Assistance Act (UFG) have provided much higher support 

rates (i.e. grants) for rural areas and small communities than to larger settlements in order to guarantee 

affordable investment costs there (OECD, 2009: p.17). Further provisions of the support schemes include 

obligations for municipalities to submit an economic analysis when requesting financial support from the 

central government for any investment in the water sector. This economic assessment consists of a cash 

value comparison of different investment alternatives by taking into consideration the potential investment 

costs, operating expenses, and re-investment costs for a 50-year period. The different investment options to 

be studied do not only include an analysis of various technologies but also have to evaluate the possibility 

of building water plants in association with other municipalities. The outcomes of the analyses identify the 

investment which is the most economically efficient and the financing body can compel municipalities to 

work together and establish inter-municipal association. 

 

Finally in the context of inter-municipal cooperation in the water sector of Austria, a direct relationship 

between the availability of water and the tendency to involve in cooperative organizational forms is 

observed. Municipalities in the dry and flat areas of Eastern Austria tend to form a greater number of inter-

municipal associations than those in the mountainous and rather wet areas in the west part of the country 

(OECD, 2009: p.23). 

 

Regarding future trends it is worth mentioning that the Austrian water sector is considerably static and due 

to the huge capital investments and long-term use of water facilities, any developments are expected to 

happen quite slowly. The whole structure of the sector, including its institutional setting may be considered 

as constant over time. Consequently, in almost any Austrian town either the municipality itself or 

municipal associations provide water services to the public (Klien, 2009: p.19). 

 

Conclusion 

Despite the recent uptake of alternatives to direct municipal provision of water services, it is still the 

predominant form of water supply and sanitation services provision in Austria. The choice of water 

services provision by municipalities themselves or through municipal cooperation is influenced by the fact 

that water provision is highly sensitive issue in the country. The Austrian citizens demonstrate a high 

degree of confidence in municipalities and public water providers and as a corollary private sector 

involvement in water services delivery is usually met by significant public objections. 

 

The establishment of municipal associations in Austria was and is still influenced and encouraged by the 

past and existing support schemes. Up to 1993, the national support scheme for the protection of the 

environment (WBFG) was particularly aimed at water infrastructure investments in cities and urban areas. 

According to the provisions of the scheme, inter-municipal associations received higher support in order to 

connect as many people as possible to public facilities in the fastest possible way. Thus, it is not surprising 

that the greatest number of municipal associations were established in the period 1958-1993. 
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Finally, it should be underlined that inter-municipal cooperation in the water supply sector can 

predominantly be found in dry and rural areas while cooperation arrangements in the sanitation sector are 

found throughout Austria.  

 FISCAL INCENTIVES FOR MUNICIPAL COOPERATION IN FRANCE 

 

 

 

Country profile: 

 

Population: 65 075 300 

Total area:  550 000 km² 

Number of municipalities: 36 682 

EU member since:  1952 

GDP (in Million Euro):  1 996 583.100 

GDP per capita (in Euro):  30 600 

Source: European Union Portal; Eurostat, 2011; Marcu, 

2011 

 

General overview 

France is a Western European country which has three main territorial levels of administration: the region, 

the department, and the municipality (commune) (West, 2007: p.67). The French local system is 

characterized by strong fragmentation. It comprises of 36 682 municipalities (communes) (Eurostat, 2011: 

p.9) which vary significantly in size. The average size of the municipalities in France (in terms of the 

number of inhabitants per municipality) is around 1 700 people per municipality; 98 % of all municipalities 

have a population of less than 10,000 inhabitants (OECD, 2009: p.28). 

 

Inter-municipal cooperation 

Municipalities in France have responsibilities for all municipal services, land use and planning, as well as 

building permits (West, 2007: p.67). In order to execute their competences efficiently and overcome the 

negative effects of fragmentation, the French municipalities have established cooperative arrangements 

with other municipalities in the area of service delivery.  
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The tradition of municipal cooperation in France dates back to the late 19
th
 century (West, 2007: p.68; 

Diez, 2006: p.5). An important feature of IMC in France is that municipalities establish and enter 

municipal cooperation voluntarily with the consent of local councils. In general, municipalities are able to 

delegate any of their functions to inter-municipal organizations except those that are exclusive 

responsibility of the mayors (West, 2007: p.70). 

 

Over the years, the forms and goals of inter-municipal organizations have changed significantly, as the 

incentives for cooperation. The most important public policy reforms related to inter-municipal 

arrangements have been initiated since the early 1990s (West, 2007: p.71). Before this period, the 

predominant form of IMC in France was a single-purpose inter-municipal association (SIVU, syndicat 

intercommunal à vocation unique) established by two or more municipalities. SIVUs have been voluntary 

municipal organizations providing public services as water supply, waste management, transport, etc., with 

the aim to achieve efficiency gains through scale economies (OECD, 2009: p.28; West, 2007: p.71). In 

1959, legislative provisions introduced new administrative forms of cooperation with multi-purpose 

character (SIVOM, syndicats à vocation multiple) (ibid.).  

 

The reforms from the early 1990s have brought about changes not only in the public policy goals of inter-

municipal cooperation but also in the public policy implementation itself. As a result of the reforms, new 

forms of inter-municipal cooperation emerged that were characterized by a shift from associative (financed 

by municipalities’ budgets) to more federative (financed through local taxation) mode of operation (West, 

2007: p.71).    

 

The above-mentioned reforms of inter-municipal cooperation in France are related to the following 

legislative acts: 

 The 1992 Law on the Territorial Administration of the Republic provides stimuli for municipalities 

in metropolitan areas to form inter-municipal cooperation entities known as ‘communities’; 

arguably, with the adoption of this law, IMC became an important tool of state policy on territorial 

administration (West, 2007: p.72, 75; Winkler, 2007: p.15);  

 The 1999 Chevènement Law aimed at facilitation and reinforcement of  inter-municipal 

cooperation in France; the law provided for fiscal incentives (state subsidies) proportional to the 

number of participating municipalities thus encouraging the creation of larger cooperative entities; 

the law is considered as a successful tool for strengthening inter-municipal cooperation in the 

country;   

 

The Chevènement Law simplified the existing forms of IMC, as well as their governing rules and 

procedures. Three new forms of inter-municipal organizations were introduced with the law which 

replaced the existing ones. The new federative forms of municipal cooperation include: communauté 

urbaine for agglomerations of more than 500 000 people, communauté d’agglomeration for middle-sized 

agglomerations with above 50,000 inhabitants, and the communauté de communes for small, rural 

agglomerations (OECD, 2009: p.29; West, 2007: p.76; Winkler, 2007: p.18).  

 

Opposite to the pre-1992 generation of inter-municipal cooperation where municipal associations were 

funded by the budgets of the participating municipalities, the new federative forms are financed directly by 

local taxation. Moreover, organizations as communautés urbaines and communautés d’agglomeration have 
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the right to raise revenues by levying a single business tax that is not defined by the participating 

municipalities but by the inter-municipal entity itself (OECD, 2009: p.30; Winkler, 2007: p.18).   

 

According to the Chevènement Law, the new communities of municipalities need to establish their own 

management body (EPCI), as well as to have their own policy competences (obligatory and optional ones) 

not only in traditional areas as water supply, sanitation, and waste management but also in spatial planning, 

economic development or city management (OECD, 2009: p.29; West, 2007: p.82; Winkler, 2007: p.18).   

 

Up to 2008, there were approximately 16 000 cooperative organizations in France among which around 12 

000 were single-purpose associations (SIVUs) (Ministere de l’interieur, 2008). However, a decreasing 

trend in the number of traditional IMC organizations is observed while the number of new federative and 

multi-purpose associations has increased as a result of the 1990s reforms.  

 

IMC and the water sector 

Since the 1789 French Revolution, municipalities (communes) in France are responsible for the provision 

of water services. This practice was confirmed as legitimate by the decentralization laws of 1982. Taking 

into consideration the large number of communes - 36 682, it is not surprising that the French water sector 

is very complex and fragmented. Consequently, the appropriate management of water and sanitation 

services has required a certain level of consolidation (OECD, 2009: p.28; Bauby and Lupton, 2004: p.21; 

World Bank, 2004: p.E4). The consolidation pressures in France have resulted in the use of different forms 

of inter-municipal cooperation in the water sector ranging from traditional single-purpose SIVUs to new 

multi-purpose organizations as urban communities (Communautés urbaines), rural communities 

(Communautés de communes), and mixed rural and urban communities (Communautés d’agglomération) 

(World Bank, 2004: p.E3).  

 

Municipalities in France are responsible not only for the provision but also for the organization of drinking 

water distribution and sanitation services including investment, operation, and maintenance. The French 

communes have the right to choose the most appropriate management approach for the provision of these 

services. The two options are: direct and delegated management (Bauby and Lupton, 2004: p.27).  

Moreover, municipalities are allowed to delegate their competence for the organization of water supply and 

sanitation services to inter-municipal associations which is explanatory for the wide-spread use of such 

arrangements. For instance, around 70% of all French municipalities use inter-municipal cooperation for 

services related to water production and distribution. However, the share of communes using cooperation 

arrangements for the delivery of wastewater services is significantly lower (Bommelaer and Devaux, 2012: 

p.13; OECD, 2009: p.30). 

 

In general, water services in France might be run either by a public operator (set up by municipality or 

inter-municipal cooperation) or delegated to a private company. In the last thirty years, local authorities 

have increasingly outsourced the management of their water supply and wastewater treatment services to 

private companies (Bauby and Lupton, 2004: p.27).  Currently, private companies serve around 71% of the 

population in France. The rest of the population is served either by small water utilities operated by 

individual municipalities (12.5 per cent of the population) or by public inter-municipal organizations (16.5 

per cent of the population) (Barraque and Le Bris, 2007). Although private sector role in the water sector 
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has become very important, it is worth mentioning that municipalities (incl. inter-municipal arrangements) 

remain the owner of the assets notwithstanding whether water services’ operation is under direct or 

delegated management (OECD, 2009: p.32).   

 

Several incentives have been identified in the literature which explain the development and uptake of inter-

municipal cooperation in the French water sector. Among those incentives are technical drivers, the impact 

of the decentralization process, financial incentives, and strengthening of negotiating powers (Bommelaer 

and Devaux, 2012; World Bank, 2004: p.E13-4). 

In terms of technical drivers, it is considered that technical issues were the main incentive for the 

establishment of the first generation of inter-municipal associations in France, i.e. the syndicates. Most of 

the French municipalities were unable to fulfill their responsibilities for the provision of public services 

and decided to cooperate with some neighboring municipalities to share operating and capital investment 

costs. A significant number of single-purpose syndicates have been created to solve technical issues such 

as providing water to very isolated areas, construction of new desalination plants, ensuring water supply 

notwithstanding weather fluctuations (World Bank, 2004: p.E13). 

The second driver for the rise of inter-municipal cooperation in France has its roots in the process of 

decentralization. Decentralization has led to ever increasing delegation of competences from the state to 

municipalities. In order to fulfill their increased responsibilities, municipalities have started pooling their 

resources. The process of municipal cooperation is present across all public services. However, it is mostly 

relevant for water distribution and sanitation services having in mind the expensive initial investments that 

are needed to structure and operate the service. 

 

The financial incentives for new forms of inter-municipal cooperation have been introduced with the 1992 

Chevènement law. The rationale behind the establishment of the new cooperative arrangements was to 

strengthen economic and financial solidarity among areas through a system of sharing the benefits of local 

taxation. The most important result of this provision is the introduction of a uniform professional tax 

(based on economic activity), which is applicable to the whole area of the municipal cooperation. In order 

to encourage the implementation of uniform taxation among the inter-municipal organization, the 

Chevènement law has provided for a system of financial incentives. When inter-municipal organization 

adopts the system of uniform taxation, the central government provides specific financial aid. The exact 

amount given to the municipal cooperative arrangement depends on the initial fiscal revenues of its 

members and on the level of its aggregation (World Bank, 2004: p.E13).  

 

The last major incentive for inter-municipal cooperation in the water sector is improved bargaining power 

of municipalities vis-à-vis private companies when certain water supply and sanitation services are 

outsourced to the private sector.  This is particularly relevant for small to medium-sized municipalities 

which through cooperation can overcome the challenge of high transaction costs when dealing with private 

sector actors, as well as benefit from shared resources, experience, capacity, consulting expenses, and time 

savings (World Bank, 2004: p.E14).  According to a study of the World Bank (2004), economies of scale 

and/or scope through inter-municipal cooperation may allow municipalities to reduce the cost of public 

services provision. Evidence from France illustrates that the best-performing waterworks are those serving 

populations of at least 100 000- 200 000 inhabitants. Below this level, service quality may be high, but 

efficiency is low as a result of limited scale. Moreover, above the level of 100 000- 200 000 inhabitants, 

structural and personnel costs might be disproportionately high.  A study by the National Scientific 
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Research Centre (CNRS) from 2003 revealed that while municipalities have a significant interest in joining 

their water services, the relative economic advantage decreases with the increase of the number of 

participating municipalities (World Bank, 2004: p.E26). 

 

Conclusion  

To sum up, the main drivers for the use of cooperation arrangements in France are the increasing number 

of competences delegated to municipalities and the need to join financial and technical resources in order 

to address citizens’ demands for better and more effective services (World Bank, 2004: p.E3).  Further 

incentives for IMC include economies of scale, financial stimuli, stronger bargaining power, increased 

technical capabilities, as well as benefits related to regional coordination and economic growth (World 

Bank, 2004: p.E3). The conducive legislative basis, together with sound financial incentives for inter-

municipal cooperation is also an important factor for the development of such cooperative arrangements.  

 

Regarding inter-municipal cooperation in the water sector, two main forms of institutionalized, voluntary 

cooperation may be identified: the single-purpose syndicat and the multi-purpose community. The syndicat 

represents a simple and flexible model which may meet requirements in terms of public service delivery.  

The multi-purpose community model has particular advantages, for instance in terms of funding (due to the 

right to levy taxes) and transparency. Furthermore, an increasing trend in establishment of inter-municipal 

cooperation has been observed which can be related to recent laws which grant financial incentives to 

cooperative arrangements. 
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FROM DECENTRALIZATION CHALLENGES TO COMMON MUNICIPAL PROVISION OF 

PUBLIC SERVICES IN SPAIN 

 

 

 

 

 

Country profile: 

 

Population: 46 152 900 

Total area:  504 782 km² 

Number of municipalities: 8 114 

EU member since:  1986 

GDP (in Million Euro):  1 063 355.000 

GDP per capita (in Euro):  23 100 

Source: European Union Portal; Eurostat, 2011; Marcu, 

2011 

 

 

General overview 

Spain is a South-Western European country with a “quasi federal” system of administration introduced by 

the 1978 Spanish Constitution. The post-authoritarian public administration reform in Spain brought about 

the establishment of 17 Autonomous Communities which over the years have acquired exclusive 

competences in areas as spatial planning, public housing and public works, culture, health care, sports, and 

environment (Garrido, 2007: p.170: Lupton, 2004: p.66-7). 

 

Inter-municipal cooperation 

The role and responsibilities of municipalities in Spain (which currently number 8 114), are defined by the 

basic law on the local government regime (the Law of Local Regime, Act 7/1985). The act provides for 

municipal competences in the area of water supply, town planning, public transport, housing, 

environmental protection, fire protection, tourism, public parks, and others. However, around 85 percent of 

the municipalities in Spain have less than 5 000 citizens which pose a significant challenge to the 

performance of municipal competences in the area of public services provision (Garrido, 2007: p.172; Font 

et al., 1999: p.9). Consequently, a necessity for the formation of inter-municipal cooperation has emerged.  

 

Historically, inter-municipal cooperation in Spain has its roots in the 1812 Cadiz Constitution.  
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The adoption of the 1978 Spanish Constitution and the implementation of the principle of local autonomy 

have further contributed to the development of cooperation arrangements. An additional prerequisite for 

the significant uptake of inter-municipal cooperation in Spain is the large number of small-size 

municipalities which are economically, financially, and technically inefficient to perform their tasks 

(Garrido, 2007: p.174; Font et al., 1999: p.9).  

 

Currently, there are three major types of inter-municipal cooperation in Spain – mancomunidades 

(municipal associations), metropolitan areas, and administrative consortia. According to Garrido (2007), 

the number of inter-municipal cooperation arrangements in Spain is 1 912.  

 

The current report will cover only mancomunidades and administrative consortia because metropolitan 

areas are a rare form of municipal cooperation in Spain. The former type of IMC - mancomunidades 

represents a pure cooperation between municipalities without any involvement of higher level authorities 

or private parties (Garrido, 2007: p.169). Mancomunidades (municipal associations) are regulated by the 

1985 Law of Local Regime. However, their functions are stipulated in the organization statutes and the 

relevant regulations for the public sector in which mancomunidades perform their activities (Garrido, 

2007: p.175-6).  

 

In general, the mancomunidad assembly is responsible for drafting the statutes of the organization. The 

statutes need to contain a description of the territorial area of the municipal association (which covers the 

territory of the participating municipalities), as well as provisions for its objectives, areas of competence, 

and governing bodies. Further provisions of the statutes include the seat, members, and financing of the 

association, as well as procedures for modification and dissolution.  

 

An important feature is that participating municipalities have equal position in mancomunidades, which 

sometimes makes the decision-making process slow and ineffective. Funding of the municipal associations 

is based on municipalities’ contribution (Podolnjak et al., 2010: p.12). Mancomunidades may receive also 

grants from higher levels of government – i.e. from the provincial level (Diez, 2006: p.10). 

 

In terms of goals and functions, municipal associations are allowed to provide public services and works 

which fall within the competences of the participating municipalities. More than 60 different services are 

provided by mancomunidades in Spain (Garrido, 2007: p.176-7; Diez, 2006: p.7; Font et al., 1999: p.11).  

A characteristic feature of mancomunidades is that they are multi-purpose organizations. This means that 

municipalities can delegate a number of tasks to the associations. However, mancomunidades are not 

allowed to cover all municipal competences.  

 

Besides multi-purpose associations, there are also single-purpose mancomunidades which are typical for 

the provision of water supply, waste management, and cemetery services.   

 

As a whole, municipal associations are seen as an important instrument for overcoming the challenges of 

fragmentation, decentralization, and diseconomy of scale in Spain.  Moreover, the predominant multi-

purpose character of municipal associations reflects the need to combine financial, technical, and human 

resources for the provision of public services which otherwise cannot be attained by the individual local 

authorities (Garrido, 2007: p.177-8; Diez, 2006: p.6). However, a potential issue of mancomunidades is the 

non-payment of members’ contribution which usually results from the financial weakness of the 

participating municipalities and poses a threat to the effective performance of associations’ tasks (Diez, 

2006: p.10).  

 

The second type of IMC covered by the report is the administrative consortium. The administrative 

consortia, together with the municipal associations are the most frequent mode of administrative 

cooperation in Spain. 
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Characteristic for administrative consortia is that they are single-purpose organizations established under 

public law with a heterogeneous composition including authorities from different government levels, as 

well as non-profit private parties. In addition, administrative consortia are required to have a standing 

organization (Garrido, 2007: p.181-2). The rationale behind the establishment of administrative consortia is 

to achieve common goals and interests of the participating parties. Such statutory goals can include: local 

development, promotion of employment, waste management, social services, and many others. According 

to Font et al. (1999), administrative consortia in Spain provide thirty six services. 

 

Administrative consortia in Spain have at least two main governing bodies: an assembly, where all 

members of the consortium are represented and an executive body responsible for the implementation of 

the Assembly decisions. Although no hard evidence of the performance and effectiveness of administrative 

consortia is available, the observations from different case studies in Spain show that the benefits from this 

mode of administrative cooperation arise from the professional management of common activities plus the 

opportunity for local governments to obtain financial commitments from higher government levels 

(Garrido, 2007: p.181-5).  

 

IMC and the water sector 

As a result of decentralization processes and according to the 1985 Law of Local Regime, the provision of 

water supply and wastewater management services in Spain falls within the competences of municipalities. 

Nevertheless the size or capacities of the municipalities, they are obliged to provide these services.  

However, effective and integrated water services provision often extends municipal competences thus 

requiring coordination and cooperative actions between different government levels (Ruiz Canete and Dizy 

Menendez, 2009: p.6; Lupton, 2004: p.67).  

 

Although municipalities are responsible for the production/distribution of drinking water, it is often the 

case that municipalities delegate their services to private companies in cities or big towns with more than 

20 000 inhabitants. As a result, private sector involvement (mainly through concessions) in the 

production/distribution of drinking water is about 50% of the supplied population. On the other side, direct 

public management of the drinking water supply sector by municipal/regional enterprises and associations 

accounts for 45.5% of the population served. Direct public management of drinking water provision is 

typical for small municipalities (Lupton, 2004: p.78).  

 

With regards wastewater network and treatment, sewage networks (incl. their construction) are subject of 

direct management by municipalities while wastewater treatment in cities and big towns is often delegated 

to private companies. 

 

The rationale behind the use of cooperation arrangements for the provision of water services in Spain is the 

strong fragmentation, limited financial resources of municipalities, and a lack of administrative and 

technical capacity to provide the obligatory services. Moreover, small-scale municipalities are able to 

benefit from economies of scale and scope through the establishment of mancomunidades. 

 

In this context,  the most common services provided by mancomunidades are water treatment and waste 

collection which account for 51.4% of all services delivered by municipal associations. The second most 

often provided service is water supply – 29.7% (Font et al., 1999: p.11). On the other side, water supply 

services are provided by 7.3% of all administrative consortia in Spain (ibid., p.12). 

 

According to a national survey (II Survey on the Production of Local Public Services) undertaken in the 

period 2003 -2004, almost a quarter of the Spanish municipalities with more than 2 000 inhabitants are 

involved in cooperation arrangements for the provision of water supply services (Bel and Fageda, 2006: 
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p.21). However, significant differences between regions exist. For instance, 95 per cent of municipalities 

from Madrid and almost 50% of Andalusia municipalities cooperate for the provision of water supply, 

while inter-municipal cooperation ranges from 10 to 15 per cent in Catalonia and Aragon (ibid., p.20-21).    

 

Based on the results of the national survey, Bel and Fageda (2008, 2006) developed an empirical model 

which demonstrates the factors influencing local government decisions for the provision of public services 

as solid waste and water distribution in Spain (more specifically in municipalities with more than 2 000 

inhabitants).  

 

Some of the conclusions of the empirical analyses provided by Bel and Fageda (2008, 2006) are: 

 Local governments prefer to use inter-municipal cooperation rather than privatization for the 

provision of local public services in order to exploit economies of scale; this observation is 

particularly relevant for smaller municipalities where privatization can incur higher transaction 

costs 

 Due to the network characteristic of the water service infrastructure, which implies a high amount 

of sunk capital investment costs, there are more benefits from density economies derived from 

population concentration in water distribution than in the case of solid waste collection; as a 

corollary, higher degree of cooperation in water distribution services is observed in urban areas 

with highly dense population 

 Private production of municipal services as water distribution and solid waste collection is much 

less frequent under inter-municipal cooperation and therefore inter-municipal cooperation has a 

negative impact on privatization 

 Small municipalities might use inter-municipal cooperation as an alternative to privatization in 

order to deliver efficiently and cost-effectively local services as water distribution and solid waste 

collection. 

 

Further to these conclusions and based on the results of a case study on 19 mancomunidades in the 

Asturias Region, it could be argued that the multi-purpose nature of these organizations contribute to the 

emergence of synergies that are conducive to innovation and the achievement of new and better services 

and outputs (Peel et al., 2012: p.4). Moreover, by sharing their resources, local authorities in the Asturias 

Region have been able to attract complementary external funding and to address a range of local issues 

while preserving financial autonomy by guaranteeing that their core functions and services are funded by 

own resources. 

 

An additional incentive for municipal cooperation in the area of public service delivery and project 

development has been the combination of support from the region, the state, and the European Union. The 

bottom-up governance of mancomunidades provides them with own human resources, operational 

framework and core funding, while their interaction with higher levels of government have guaranteed 

access to additional funding. These features of inter-municipal cooperation in Spain have been particularly 

useful for smaller municipalities which have been able to expand their functions from basic local public 

services to broader and more strategic service provision in areas as: social and family supports, youth 

development, tourism promotion, environmental protection, and many others Peel et al., 2012: p.40). 

 

In conclusion, the results from the study on the mancomunidades in the Asturias Region show that the 

main benefits of such municipal cooperation are: reduced costs for service provision, access to new and 

larger number of services that otherwise would be unattainable by the individual municipalities, and  

improved quality of life (Peel et al., 2012: p.5).  
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Conclusion 

Inter-municipal cooperation is a wide-spread phenomenon in Spain as the most frequently used forms of 

inter-municipal cooperation are: mancomunidades (municipal associations) and administrative consortia.  

 

Cooperation arrangements in Spain have gained popularity as a tool for overcoming the challenges posed 

by the processes of decentralization and fragmentation. Arguably, inter-municipal cooperation has 

contributed to overcoming ubiquitous pressures derived from the citizens’ demand for better and more 

efficient public services and the limited financial and technical capacities of local governments to perform 

their competences. 

 

The main trend in inter-municipal cooperation in the country is the increasing number of single-purpose 

consortia in relation to multi-purpose mancomunidades. 

 

A general limitation is the lack of sufficient number of formal studies and evaluations on the inter-

municipal performance and work.  
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DIVERGENCE IN LOCAL GOVERNANCE AND LEGISLATIVE INCENTIVES FOR IMC IN 

GERMANY 

 

 

 
 

 

Country profile: 

 

Population: 81 751 600 

Total area:  356 854 km² 

Number of municipalities: 11 295 

EU member since:  1952 

GDP (in Million Euro):  2 592 600.000 

GDP per capita (in Euro):  31 700 

Source: European Union Portal; Eurostat, 2011; Marcu, 2011 

 

General overview 

Germany is a federal state consisting of 16 states or Länder : eleven “old” Länder  in West Germany and 

five “new” Länder  on the territory of the former German Democratic Republic. The German states have 

their own constitutions, state territories, and state powers in the areas of legislation, administration, and 

jurisdiction.   

The distribution of competences between the Federal and the state level is stipulated in the German Basic 

Law (Heinz, 2007: p.92). 

 

Inter-municipal cooperation 

According to art. 28 of the Basic Law, local government administrative units as Gemeinden, towns/cities, 

and Kreise are responsible for all community matters including technical and social infrastructure, local 

economic development, environmental protection, and cultural and leisure facilities.  

Although the structure and organization of local government units fall into the competence of Länder, thus 

they vary from state to state, the competence areas and functions performed by the local level units are the 

same (ibid., p.93).  
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The roots of cooperation arrangements in Germany can be traced back to the late 19th century. However, 

the real uptake of different forms of cooperation between local governments has started in the period 1960s 

- 70s when significant territorial reforms took place (Bolgherini, 2011: p.13).  

In the recent years, the reasons for the emergence of various forms of cooperation in Germany can be 

found in the processes of regionalization, fragmentation and competition between core-cities and their 

environs, as well as the ever increasing financial constraints and divergence of local government units 

(Heinz, 2007: p.91). 

 

According to the principle of municipal self-government, the right of inter-municipal cooperation is 

guaranteed by the German Basic Law (Bolgherini, 2011: p.13). Furthermore, an important feature of inter-

municipal cooperation in Germany is that all approaches and forms of cooperation are based on the 

specific laws of the Länder in which the cooperation takes place. Therefore, there is a great heterogeneity 

of approaches to inter-municipal cooperation in Germany.  

 

According to Heinz (2007), the types of cooperation vary with regards to the degree of institutionalization, 

the scope of activities, and the organizational form. The main forms of cooperation in the country range 

from informal cooperation (conferences, forums, etc.) and private law cooperative entities (i.e. 

organizations in the area of local economic development and tourism) to institutionalized cooperation 

entities under public law (Bolgherini, 2011: p.13). 

 

The latter category of inter-municipal cooperation includes a various number of associations, functional or 

territorial in approach, as well as single- or multi-purpose in a scope of activities. They can be further 

divided into several main groups:  

 Associations based on single-purpose cooperation: there are strong institutionalized associations 

with limited scope of tasks or functions; these single-purpose associations are regulated by laws on 

joint activities at the local level or laws on special-purpose associations; the associations are 

operational mainly in areas as water supply and sewerage services, energy, waste management, 

public sector transportation services, maintenance of public infrastructure, and others (Bolgherini, 

2011: p.14; Heinz, 2007: p.100-1);  

 Territorial cooperation: it is not a typical form of cooperation in Germany; examples of a territorial 

cooperation are neighborhood associations whose main functions are in the area of land-use 

planning; regional planning associations which are responsible for the formulation of regional 

planning and its objectives, as well as for coordination of sectoral planning; and multi-sector 

associations which perform functions in regional economic development, regional planning and 

transportation, waste management and others (Heinz, 2007: p.103).  

 New public authorities: these forms of cooperation represent territorial authority at the local level 

with their own revenues; the formation of new territorial authorities can lead either to 

amalgamation of existing local authorities by a disappearance of the former entities or joining 

together in the new units while keeping the existing local authorities (Heinz, 2007: p.104); such 

forms represent the most integrated and institutionalized approach to inter-municipal cooperation 

in Germany.  
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IMC and the water sector 

In the context of inter-municipal cooperation, it is important to mention that the German water sector is 

characterized by a strong fragmentation with a large number of small operators and various modes of 

organization. Water supply and sewerage services fall within the competences of the German 

municipalities (ATT et al., 2011: p.19; Freese et al., 2011: p.17; Wackerbauer, 2009: p.5; Pielen et al., 

2004: p.276).  

According to municipality regulations and Länder water acts, drinking water supply is usually and 

wastewater disposal is always an obligation of the municipalities. 

It is up to the municipalities to decide how to organize and implement water supply and wastewater 

services for their citizens. In addition, municipalities have the right to decide on the extent of private sector 

involvement in the provision of water services (Freese et al., 2011: p.27).  

 

Although municipalities can choose for water services provision among different types of organizations, 

special attention in this section will be given to associations based on a voluntary municipal cooperation. 

Arguably, inter-municipal associations can be used by municipalities as an organizational form leading to a 

better and more effective public services provision. 

 

The forms of inter-municipal cooperation for the delivery of water services in Germany include: special-

purpose associations, institutions under public law, and water- and soil associations (ATT et al., 2011: 

p.19). 

 

Municipal associations (Zweckverband) in the water sector are self-government authorities with an own 

legal status. They are based on cooperation between several water utilities for the performance of joint 

tasks in the area of water supply/sewerage. The rationale behind such forms of municipal cooperation is the 

achievement of economies of scale and scope, as well as improvement in the management and accounting 

aspects of water supply (Freese et al., 2011: p.28; Wackerbauer, 2009: p.11). Typically, special-purpose 

associations are established under public law. However, the incorporation of associations under private law 

is also possible as municipalities can establish a limited liability or stock companies (Freese et al., 2011: 

p.28).  

In addition, each Land legislation can decide that such associations have to be established by law in order 

to perform obligatory tasks (i.e. water supply) when municipalities are unable to provide basic public 

services. 

In general, governing bodies of inter-municipal associations are the association managers, who are in 

charge of executing specified tasks and duties, and the association assembly. The assembly consists of 

representatives of the association’s members. Representatives of the local authorities are elected by the 

municipal councils of participating municipalities (Heinz, 2007: p.100). 

 

Inter-municipal association is a preferred organizational form for water supply and sewerage services in 

small and rural areas. Such cooperation arrangement allows the municipalities to keep their control over 

the provision and quality of basic public services, as well as to benefit from economies of scale related to 

“reduced labor input or volume discounts for water imports in the case that deliveries from third parties are 

necessary” (Ruester and Zschille, 2010: p.5).   

 

In 2005, water supply provision (as percentage of population served) was dominated by municipal 

enterprises and public-private partnerships while municipal associations (Zweckverband) accounted for 

16% of water supply services. At the same time the wastewater sector was dominated by semi-autonomous 

municipal agencies and inter-municipal associations which accounted correspondingly for 36% and 28% of 

the sector (as percentage of population served) (Wackerbauer, 2009: p.12-3). 
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The other form of inter-municipal cooperation in the German water sector is the water- and soil 

association. The Water- and Soil Association (WaSA) is a public law form of organization which is best 

suited for the joint management of water and land resources at local level. According to Monsees (2004), 

there were more than 12 000 active WaSAs in 2004 performing tasks in the area of water supply, waste 

water disposal, watercourse maintenance, flood protection, irrigation, drainage, and others.  

 

The legal basis for this form of associations is the 1991 Water Association Act. The Act stipulates the rules 

and procedures for the establishment, scope of tasks, operation, organs, membership, financing, and bylaws 

of water- and soil associations (Freese et al., 2011: p.28; Monsees, 2004: p.5). In order to reflect the 

regional disparities of the 16 states, the federal Water Association Act allows for specific legal adjustments 

by the Länder (Monsees, 2004: p.5).  According to this Act, there are two main mandatory bodies of water- 

and soil associations – one is the executive/representative body and the other is the decision-making body. 

In general, the assembly, consisting of all association’s members, is the decision-making body. 

Alternatively, a committee comprised of representatives of the WaSA members can be established instead 

of the general assembly if so determined in bylaws. On the other side, the executive body is the board 

which is elected by the general assembly and chaired by the association president. Among the key 

responsibilities of the board are to ensure compliance with the bylaws and implementation of the decisions 

taken by the general assembly (Monsees, 2004: p.10). 

 

Based on their scope of activities, number of members, and financial resources, the associations can opt for 

hiring a managing director and staff. It is up to the general assembly to decide whether the tasks and 

functions of the association will be performed by internal staff or contracted out (Monsees, 2004: p.10-12).  

 

The choice of organizational structure is often related to the financial means of WaSA. The water- and soil 

associations in Germany can rely on various sources of funding among which members’ contributions are 

the most important ones. In addition, loans at low interest rates, public investment grants (from the 

European Union, the federal government, and/or the governments of the 16 states), and some other public 

grants for operation and maintenance activities are available to a certain extent. It depends mainly on the 

association tasks and the financial status of the respective Land, whether and to what extent public grants 

will be provided to WaSAs. 

 

Moreover, the rates of association members’ contribution are contingent on the availability of public grants 

and the size of the necessary funds for the fulfillment of the association tasks. The contribution rates 

depend also on the degree of economic efficiency with which the association tasks are performed 

(Monsees, 2004: p.12-3). 

 

Water- and soil associations can be established by land owners and public or private companies under 

public law which makes them subject to state and municipal supervision. The composition of water 

association membership differentiates them from other public-law institutions as they are based on local 

self-government and user participation (Freese et al., 2011: p.28). 

 

Among the main rights of association members are the voting rights and the right to utilize the WaSA’s 

facilities. The members’ main obligations include compulsory contributions in the form of public charges, 

as well as the duty to accept all measures that are necessary for performing the WaSA tasks. An important 

feature of water- and soil associations is the idea that members’ rights and obligations have to be balanced 

with the benefits they shall receive from the WaSA’s activities (Monsees, 2004: p.7-8).  

 

The right of association members to adopt bylaws is perceived as a key basic requirement for the self-

government of WaSAs (Monsees, 2004: p.8).  
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In terms of the role of water- and soil associations in the provision of water supply services in Germany, it 

should be mentioned that in 2005 WaSAs accounted for 16% of the water supply in the country (as 

percentage of population served) and 28 % of the wastewater management sector (combined with inter-

municipal associations) (Wackerbauer, 2009: p.12). 

 

Conclusion 

Inter-municipal cooperation in Germany dates back to the 19th century. However, the recent development 

of inter-municipal cooperation has started in 1960-70s. An important role in the provision of wastewater 

services in Germany has the following forms of inter-municipal cooperation: special-purpose associations 

(Zweckverbande) and water-and soil associations established under the 1991 Water Association Act. The 

presence of such organizations in the provision of water supply services is less significant as each of the 

types of organziations is responsible for 16% of the population served. 

 

Currently, cooperative arrangements in Germany are almost exclusively single-purpose and are established 

predominantly under public law. According to the literature, the main reasons and drivers for cooperation 

include: 

 fragmented local political and administrative structures which are the outcome of inadequate 

territorial reorganization in Germany, 

 an ever increasing financial gap between core-cities, suburbs, and surrounding areas, as well as  a 

tight financial situation of cities and local authorities, 

 an inadequate and uneven position of city-regions with regards to bargaining and negotiations with 

external public and private actors due to fragmented structures at the local level, 

 strong and increasing competition between cities due to globalization and Europeanization 

processes. 

 

Another incentive for further development of cooperation is the regionalization of financial support at the 

supranational (EU), national, and state levels, which presupposes regional alliances.  



31 

 

 

 COOPERATION AREAS AND BENCHMARKS FOR SERVICE QUALITY IN THE 

NETHERLANDS 

 

 
  

Country profile: 

 
Population: 16,730,632 (July 2012 est.) 
Area:  41,543 sq. km 
Number of municipalities:  431  
EU member since:  1952 
GDP:  USD 713.1 billion (PPP, 2011 

est.) 
USD 840.4 billion (nominal, 

2011 est.) 

GDP per capita:  USD 42.100 (PPP, 2011 est.) 
USD 50.300 (nominal, 2011 

est.) 

Source: CIA Factbook, International Monetary Fund 

 

General overview 

The Dutch economy is the fifth-largest economy in the euro-zone and is noted for its stable industrial 

relations, moderate unemployment and inflation and an important role as a European transportation hub. It 

has a population of 16,730,632 people and a total area of 41,543 sq. km. In 2011, the Gross Domestic 

Product of the Netherlands was USD 713.1 billion (GDP per capita USD 42.1000/PPP per inhabitant). 

(CIA Factbook - www.cia.gov) 

 

The administrative system of the Netherlands can be characterized as a decentralized unitary state with 

three tiers of government: central, provincial, and municipal (gemeente). (Hulst, R., 2007, X).  

 

Inter-municipal cooperation 

The Ministry of Infrastructure and the Environment is responsible for developing policy in the national 

context and the provinces are responsible for translating these guidelines into the regional context. The 

municipalities have the power and financial means to develop and implement local policy on spatial 

planning and the environment, including water and sanitation. Close cooperation between all levels of 

government inherent in the Dutch system ensures the necessary checks and balances.  

 

Public forms of co-operation between municipalities are collectively called “joint regulations”. The rules 

regarding the structure and operations of these public forms are laid down in the Joint Regulations Act. 
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With the adoption of the 1984 Joint Regulations Act (WGR), provinces have been invited to divide their 

territory into "cooperation areas." According to the law, two or more municipalities are permitted to work 

together, but only if they are situated in the same co-operation area. If a municipality wishes to co-operate 

with municipalities outside its co-operation area, approval is needed from the provincial government. The 

present boundaries of co-operation areas are a result of negotiations between the provincial and the 

municipal authorities. Inter-municipal cooperation (IMC) is based on voluntarism. By creating the co-

operation areas, the provinces have largely accommodated the wishes of the constituent municipalities. In 

total, 39 such entities were established. (The Joint Regulations Act, 1984) 

 

The Act lists the three basic models for public co-operation. The first one is generally a simple mode of 

cooperation that results in the creation of a Joint Agency between the municipalities willing to cooperate. 

A Joint Agency does not have a hierarchical structure, status of a legal entity and certain powers. It is 

usually given a consultative role. 

 

The second option, within this Act, is the Public Authority, which is the only co-operation structure with a 

legal form. It can therefore act as an independent legal body. In practice, a Public Authority is created as an 

IMC to undertake a range of executive tasks in the form of an environmental agency, a public health 

service, etc. This option is useful for carrying out certain executive tasks such as contracting out the 

collection of household waste to a larger (neighboring) municipality.  

 

According to the third approach an agreement may stipulate that certain powers shall be exercised by one 

of the participating municipalities or in conjunction with the Public Authority and the Joint Agency. 

Municipalities are also allowed to form a Light Agreement without establishing a legal entity. Powers or 

competencies cannot be delegated to other bodies. Co-operating municipalities usually choose this form if 

they wish to mark off their rights and duties against each other. (VNG International, 2004) 

 

Municipalities and the water sector 

The Dutch Water Boards play a key role in environmental management in the Netherlands because they 

are responsible for managing and maintaining surface water quantity and quality throughout the country. 

As they are some of the oldest public authorities in the Netherlands, the 26 Water Boards operate quite 

independently. Their primary task is the safeguarding of the country against flooding and rising sea level. 

  

Implementation of a national policy and a strategy on environmental management is largely decentralized 

to municipal government. Municipalities may also work together with Public Authorities such as Water 

Boards (Dutch Association of Water Authorities) on water quality and wastewater treatment.  

 

In 2004 the Netherlands adopted a law which prevents any privately owned company from providing 

drinking water services to the public. Thus, there are 10 regional water companies providing drinking 

water.  

 

In 2011 a Governance Agreement on Water was signed to meet the challenges for the future. A clear 

division of responsibilities was made between the Dutch government, regional water authorities, provinces, 

municipalities and drinking water companies regarding monitoring and cooperation in the field of water 

management, benchmarking and knowledge development.  
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Financial and other incentives for IMC in the water sector 

Considerable savings of expenses are brought about by a collaboration of forces between water authorities 

and local governments, the latter being financed from the central government’s funds or from the revenues 

from various decentralized taxes.  

 

In 2006 the NWB Fund was set up by the Dutch bank NWB to finance regional programmes. NWB Fund 

was founded to provide support to the water boards, as an expression of corporate social responsibility. 

The revenues of this fund enable the individual regional water authority to carry out water management 

projects, including such on cross-border basis. The annual budget of the NWB Fund is around EUR 

700,000. With the support from the NWB Fund, the Dutch water boards may implement projects in water 

and sanitation and put their knowledge and expertise at the disposal of other entities in the Netherlands and 

in other countries. Also, the NWB Fund gains from the experience of the NWB Bank, which is the public 

sector bank that funds the water boards and other government agencies. 

 

Dutch municipalities, along with SMEs are also beneficiaries of the European Cohesion Funds (European 

Cohesion Policy in the Netherlands). 

 

Another similar funding line is the World Bank’s Water Partnership Program, established in 2009. The 

Program is funded by the governments of the Netherlands, the United Kingdom, and Denmark, for a total 

contribution of USD 23.7 million. It can fund activities in all World Bank client countries and on all water 

areas, such as Water Resources Management, Water Supply and Sanitation, Irrigation and Drainage, Water 

for Energy, and Environmental Services. 

 

Sometimes, due to limited delegated budgets, the water boards and the local authorities consider public-

private partnership (PPP) which could lead to greater cost-saving than implementing a project with own 

municipal funds. 

 

Box 1 Dutch best practices 

These two projects represent the benefits of competitive spirit and cooperation between municipalities which are responsible for 

the sewage in the Netherlands. While the first one refers to creating a competitive standard for performance of sewage utilities, the 

second one shows a different approach to water projects that includes public-private partnership when establishing an IMC is not 

feasible.  

 

The Dutch Urban Drainage Benchmark 

 

The Dutch Urban drainage benchmark had two main objectives: providing an in-depth overview of the sector and enabling 

municipalities to enhance their service levels by exchanging best practices. The key performance indicators (KPIs) and products 

were aimed at the city council, executives and management of the municipalities, in order to provide them with strategic and 

tactical data. For example, the 2010 benchmark led to the findings that the increase in costs decreases considerably. Since 1985 the 

total costs for urban drainage in the Netherlands increased annually with an average of 5.5%. This is expected to go down to 

around 2.9% between now and 2020. In 2010 the average sewer taxes are EUR 167 per household. The cost recovery through 

sewer taxes is 98%. Through cooperation municipalities work hard to prevent future flooding, which is a major natural hazard for 

the Netherlands. 

 

When the IMC is not an option: PPP for wastewater purification 

 

In some cases, IMC is not a sufficient option for financing water and sanitation projects. On 2 October 2002 a Design-Build-

Finance-Maintain (DBFM) contract was signed for the AHR wastewater treatment project for the Hague region, a clear signal that 

the PPP approach can deliver considerable savings. Compared with the estimates produced by the Delfland water board, the 

private-sector bid was more than EUR 70 m or 13% cheaper. At the same time, commitments were made regarding the quality of 

the service provision to customers throughout the term of the contract.  
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In the most cases, IMC increases a mutual understanding between water authorities and local governments 

through the cooperation area and thus helps develop a more harmonized view of water management. It 

allows the partners to learn from each other, by exchanging knowledge and experience, and helps to create 

regional networks of experts. 

 

IMC lays the basis for integrated water management within the municipalities and sometimes results in 

planning up-scaling, namely the elaboration of an international water management plan. What is more, 

even though Dutch water companies are monopolies with public shareholders such as provinces and 

municipalities, they have to strive continuously for cost reduction and operational excellence because of a 

national benchmark on water quality imposed since the 1990’s. 

 

As improvements on water infrastructure are partly funded by local taxes and water bills, through joint 

efforts of municipalities, the citizens have a guarantee that their money will be used more efficiently for 

achieving a consistent or even better water supply and sanitation. Finally, while the cost recovery from 

sewer taxes is getting closer to 100% every year, more financing can be spent on flood prevention, thus 

guaranteeing higher safety for the population. 

Conclusion 

IMC in the Netherlands is determined by law which gives a certain amount of freedom to municipalities 

whether and how exactly to engage into mutual actions. In addition to separate projects, there has been a 

history of benchmarking in the water sector which led to setting higher quality standards. In this relation 

two motives are paramount: setting and achieving common objectives, and greater ambition. As regards 

implementation of policy, delivery of services, and performance of administrative duties, the two chief 

considerations are achieving benefits of scale and raising quality of service. 
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ITALY: IMC THROUGH SPECIFIC LAWS 

 

 

  

Country profile: 

 
Population: 61,261,254 (July 2012 est.) 

Area:  301,230 sq. km 

Number of municipalities: 8094  

EU member since:  1952 – Founding Member 

GDP:  $2.199 trillion (2011 est.) 

GDP per capita:  $30,900 (2011 est.) 

Source: CIA Factbook 

 

General overview 

Italy is a unitary parliamentary republic in South-Central Europe. It has a population of about 61 million 

people and a total area of 301 340 sq. km. In 2011, the Gross Domestic Product of Italy was USD 2 199 

trillion (GDP per capita USD 30.900 / PPP per inhabitant). 

  

Italy is a democratic republic. The country is one of the founding members of the European Union and is 

part of the Eurozone since its establishment on 1st of January 1999. 

 

Inter-municipality cooperation 

The use of drinkable water in Italy represents 19% of the total national water supply, while the water 

pumped by the water supply systems serves 96% of the national population, with about 300 liters/per 

person/per day, with a maximum of 325 liters in the North West and a minimum of 215 liters in the south. 

(Leonardo da Vinci project TR/06/B/F/PP/178065, 2006,  p.3) 

 

Historically, Italy was divided in many small and extremely small municipalities (communi). This was a 

very big challenge for the national authorities when they start to restructure the local governments. While 

the other European countries start to give authorities to local governments and build strong relationships 

between public policy and territorial organization, Italy was still divided in more than 8000 small 

municipalities with almost no responsibilities. These municipalities differ geographically and 
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demographically. About 72% of all the municipalities were with less than 5000 inhabitants, which 

represents about 20% of the whole population of the country. (Hulst, R. et.al,  2007,X, p.116-123) 

 

This process started in 1990, when the Italian administrative reform started by entitling local authorities 

with broader competencies and self-administration features. (Bolgherini S., 2011). This act made the 

intermunicipality cooperation possible, but it did not work properly. The main reason was, that the 

142/1990 law made the IMC possible but only for a fixed period of time - 10 years. 

 

This obstacle was removed later in 1999; now even municipalities with more than 5000 inhabitants can 

form IMC.  

 

The following forms of inter-municipal cooperation in Italy exist: Conventions (Convenzioni) and 

Agreements (Accordi); Territorial pacts (Patti territoriali) and Zone planes (Piani di area); Consortiums 

(Consorzi); Municipal Unions (Unioni di Comuni) and Mountain Communities (Comunità Montane). 

 

The conventions, agreements, territorial pacts and the zone planes do not have legal status. The 

consortiums are the oldest types of IMC. They are strictely formalized and highly institutionalized. The 

Municipal Unions provide certain public services and manage territorial tasks. The mountain communities 

have almost the same structure and rights as the Municipal Unions (Bolgherini S., 2011). 

 

Law dated January 5 1994, n.36 "Disposition for water supply resources" partially aims at industrializing 

the water supply system in Italy. One of the main outcomes from this law was the reduction in the number 

of water utilities to exploit economies of scale and to unify vision of the water supply and sanitation 

service. This law became known as the Galli Law. 

 

The need for investment required private capital and know-how to promote a more business-oriented 

organization of the Italian water sector achieving higher levels of efficiency (Riccaboni A. et al., 2000). 

 

To overcome the fragmentation that characterizes the organization and the management of the services, the 

law has foreseen territorial integration establishing the 91 Optimal Territorial Areas (ATO) and a 

functional integration of the numerous activities belonging to the water cycle in the integrated water 

system service (water works, sewage system and purification). 

 

In 2010, a new law 42/2010 repealed the ATO’s and left it to the regional governments to re-organize and 

transfer the competences to local authorities or new regional agency. The abolition of ATO was postponed 

twice, most recently until 31st December 2012. 

 

IMC and the water sector 

One of the main economic reasons for the emerging of Inter-municipal Cooperation in Italy is the fact, that 

the country was divided into more than 8000 small and extra-small municipalities (72% are with less than 

5000 inhabitants).  

 

Changing the way mayors and presidents of provinces are elected - from the beginning of 1990 they are 

elected directly by the people, not by the municipality council - was a step ahead in right direction of 

making inter-municipality cooperation. Because the mayors are elected by the citizens, they have to report 

directly to them - thus meaning that the mayors needed to engage more in solving the problems of the 

inhabitants. Having scarce financial resources means that they have two options - not to provide public 

services or to cooperate with other municipalities.  
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The reform in the water sector in Italy made possible for the newly established ATOs to benefit from EU 

funding. (World Bank, 2004) 

 

In addition, financial support has been provided at a European level: on 1 August 2000. The European 

Commission approved a plan for financial assistance to the Italian Regions for implementation of water 

sector reform. In order to accelerate the implementation process of the Galli Law through financial 

incentives, it has been ruled that only ATOs that have already become operational are entitled to have 

access to this source of public financial support. 

 

According to the Galli Law, the day-to-day operation of the integrated water services can be undertaken by 

a public body, a private company or mixed public-private Compacny. This gives the municipalities 

different options, according to their knowledge and know-how. Every ATO can set the tariffs for the water 

and sanitation services by themselves.  

 

Grouping municipalities into ATO eliminated the extreme fragmentation of water services. After the Galli 

Law, there is horizontal integration, i.e. only one operator for each ATO (scale economies).  

 

Also, there is vertical integration of the differente water services (potable water, sanitation and WWTP) 

into the Integrated Water Service (scope economies). (Mangano A. 2011) 

 

As in the other countries, the main benefits for the population are the better access to water and sanitation 

services.  

 

One of the benefits for the water services, after the water reform took place in Italy is that the water service 

companies can be either public and private or mixed companies. Also, the reform made possible for the 

companies to merge into one another and thus to take advantage from the economies of scale. One example 

- water management in the Lazio Region was highly fragmented – there were 436 separate local water 

service management entities serving 377 Municipalities. 

 

Box 2 The Acquedotto Veneto Centrale & Regione Toscana Risorse Idriche projects  

Both these projects were co-financed by the European Investment Bank. The first project consists of 173.5 km potable water 

supply pipelines and groundwater extraction works in Camazzole – Comune of Carmignano di Brenta – for a capacity of 950 l/s. A 

131.6 km pipeline network representing a ring will interconnect Venice with Chioggia, Cavanella, Cavarzere, Padova and Gazzera. 

This ring will be connected to the Camazzole source through a 33.4 km pipeline and to the Stanga reservoir through a 8.5 km 

pipeline. 

 

The main benefits for the local municipalities was that the project complement and substitute raw water sources of poor quality, 

notably that of the Rivers Adige and Po which are vulnerable to pollution, with pre-alpine groundwater of high quality and 

constant availability. Also, the project made possible to inter-connect a number of fragmented distribution networks in Veneto 

Region via a bulk water pipeline so as to strengthen security of supply and to achieve operational efficiencies. 

 

The new approach to this project is the implementation of Article 5 of Regional Law 11/2004 of Veneto Region (Legge regionale 

23 aprile 2004, n. 11, BUR n. 45/2004). It defines the necessity to coordinate such project among municipalities (Comuni), 

provinces and regions. The concept is based on the belief that a sustainable project must involve all the stakeholders to ensure that 

the draft plan is consistent with the expectations and needs of citizens. The consultations should involve institutional political and 

economic representatives of the local community, NGOs and individuals. 
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Conclusion 

The water reform in Italy is still undergoing, but it is on the right path. The country has more than 8000 

municipalities, which means that it is obligatory to promote Inter-municipality Cooperations in order to 

make water and sanitation services available to the population.  

 

The IMC in Italy is determined by several laws, which means that the municipalities are obliged to form 

unions. In Italy there are 5 different types of possible IMC.  

 

The reform in the water sector in Italy made possible for the newly established ATO’s to benefit from EU 

funding. 

 

CENTRAL GOVERNMENT FINANCIAL INCENTIVES FOR MUNICIPAL COOPERATION IN 

HUNGARY

 

Country profile: 

Population: 9 986 000 

Total area:  93 000 km² 

Number of municipalities: 3 152 

EU member since:  2004 

GDP (in Million Euro):  100 513.000 

GDP per capita (in Euro):  10 100 

Source: European Union Portal; Eurostat, 2011; Marcu, 

2011 

 

General overview 

Hungary is a Central European country characterized by a fragmented system of local government. One of 

the main reasons for the fragmentation is the implementation of the principle “one settlement, one local 

authority”. Thus, any settlement with local administration rights has also a right to self-government (Pfeil, 

2010: p.256). According to the respective legislation, the population threshold for the establishment of an 

independent local authority is no higher than 300 citizens. Consequently, the number of local authorities in 

the country is constantly increasing due to the demerger of municipalities.  

 

Inter-municipal cooperation 

After the fall of the Communism, Hungary has 3 152 municipalities which are independently constituted, 

with budgetary and fiscal competences, and the right to legislate by decree (World Bank, 2004: p.G6). 

Local authorities in Hungary have equal rights notwithstanding their size or financial and human resources 
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capacity to exercise their competences. The 1990 Act on Local Governments defines the municipal 

responsibilities among which are public services provision as drinking water, sewage collection and 

treatment, and waste management. However, the wide range of competences delegated to the 

municipalities was not matched by an adequate financial support by the central government. Thus, 

municipalities were unable to develop the necessary infrastructure for public services provision (ibid., 

p.G9). 

 

In order to overcome the fragmentation challenges and the lack of capacity of small local authorities to 

deliver public services independently, Hungary undertook several public services reforms that are reflected 

in the relevant legislation.  

 

An important fact is that voluntary and free co-operation is one of the local authorities’ basic rights laid 

down in the Hungarian Constitution. The 1990 Act on Local Governments introduced the general rules on 

cooperation arrangements and the 1997 Act on Municipal Association defines the detailed rules and 

conditions for joint municipal cooperation. According to the latter Act, councils of two or more 

municipalities may establish an alliance in order to meet their responsibilities in a more efficient way.  

Joint bodies may be established for the purpose of performing the functions and competences of both, local 

governments and central administrative bodies. A general principle is that the establishment and operation 

of joint bodies may be incentivized through financial resources from the central budget. The participating 

local governments are free to decide on the establishment and the subject of the co-operation. However, the 

joint organization does not have to violate the rights of the participating local authorities (Budds, 2004: 

p.5-6). 

 

According to the Act on Local Government and the Act on Municipal Association, a wide variety of inter-

municipal cooperation may be established in Hungary. The different IMC forms range from joint 

administrative body, joint service institution, and integrated representative body to cooperation contracts 

(Budds, 2004: p.6-7).  

 

An important development in the area of IMC in Hungary is the 2004 introduction of legal provisions for 

multi-purpose microregional associations or „complex associations“. The emergence of such associations 

reflected the government objective at that time to achieve effective administration, equal opportunities for 

access to public services, and stronger inter-municipal cooperation (Pfeil, 2010: p.259; Budds, 2004: p.7). 

Moreover, the 2004 legal provisions on multi-purpose microregional associations have envisaged the 

provision of small subsidies both for the establishment and the operations of associations (UNDP, 2009: 

p.24). 

 

The rationale behind the new type of association is to enable joint development of the microregion through 

the drafting and implementation of common plans and programs, as well as, management and 

improvement of public services delivery. However, the experience with the implementation of this IMC 

model showed that microregions have to focus on executing their competences in the area of education, 

social and health services, local transportation, libraries, and family- and youth protection. It turned out 

that the microregional scale is too large for the effective management and supply of basic local public 

services. Thus, microregions need to be divided in sub-districts of two to five municipalities at which 

territory the basic public services to be provided.  

 

IMC and the water sector 

As mentioned earlier, with the fall of the Communism in Hungary public services as water supply and 

sanitation have become a responsibility of the municipalities. Correspondingly, the ownership of state 

assets, as water and wastewater infrastructure, was shifted to the local authorities. However, the existing 
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assets were in poor condition and municipalities experienced financial and technical difficulties to meet the 

demands for improved public services provision. The limited financial resources and the increasing 

competence areas of the municipalities led to a great dependency on the central budget. In order to 

overcome these challenges, national funding programs were established to finance infrastructure projects 

for the delivery of local public services (World Bank, 2004: p.G9).  

 

In addition, the strong fragmentation and the lack of human resources and financial capacity in 

municipalities were a key prerequisite for the development of inter-municipal cooperation in Hungary.  

  

Against this backdrop, it is not surprising that the laws and regulations on local governance and inter-

municipal cooperation in Hungary are characterized by intricate incentive provisions for municipal 

cooperation (UNDP BRC, 2006: p.32). In general, the government is the main source of funding for local 

infrastructure projects (World Bank, 2004: p.G14). Financial incentives are provided to municipalities that 

are willing to establish an association for joint public services delivery in competence areas stipulated by 

the relevant law. Financial aid is largest when all municipalities in a given area take part in the association. 

Respectively, the support is smaller if a minimum of 50 per cent of the municipalities in a specific area 

representing 60 per cent of the local population are members of the association. The amount of financial 

support varies also according to the amount and type of services provided by the association (UNDP BRC, 

2006: p.32-3).  

 

For example, water supply and the establishment of water treatment plants by several municipalities are 

priority areas and inter-municipal organizations can receive government subsidies of up to 50% of the total 

investment cost depending on population size and water consumption thresholds (UNDP, 2009: p.25). 

Moreover, joint capital investment schemes could receive an additional 10 per cent of matching grants 

compared to similar investments by an individual municipality. When projects for sewer collection systems 

envisage that the system will use the existing purifying capacity of some other municipalities or state-

owned regional water and sewer utilities, an extra 10% is granted by the state (World Bank, 2004: p.G23-

4). 

 

Taking into consideration that the majority of the Hungarian municipalities have less than 2 000 

inhabitants and that state financial incentives are provided to settlements with at least 2 000 citizens and a 

total of over 2 000 residents in a municipal association, it is not a surprise that water supply and sewerage 

services in Hungary are provided by aggregated and co-owned enterprises. The types of legal entities for 

the delivery of water or sewerage services are extremely heterogeneous. However, the existence of various 

types of enterprises for the provision of water services illustrates a strong cooperation tendency for 

exercising common responsibilities and tasks (World Bank, 2004: p.G20). Moreover, there has been a 

positive spillover whereby existing cooperation entities expanded their activities in new service areas as 

solid waste management and regional development. 

 

Private sector participation is limited in water services delivery in Hungary due to the provision that public 

and private capital should not be mixed when water supply and sewerage infrastructure is financed by the 

state. Thus, no traditional public-private partnerships exist in Hungary and private sector involvement is 

mainly in operating companies (World Bank, 2004: p.E14).  

 

Apart from the financial incentives, it is important to mention the role of economic stimuli for joint water 

services provision. Among these stimuli are economies of scale and savings on capital, operating, and 

maintenance costs.   
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Conclusion 

To sum up, inter-municipal cooperation in Hungary is a recent development which has started with the 

post-Communist era. The reasons for the emergence of cooperation arrangements can be found in the 

strong fragmentation and decentralization processes in the country. As a result of these processes, a large 

number of municipalities with low population density were established. However, the local authorities 

lacked the capacity and resources to execute the functions delegated to them by the central government.  

 

In order to overcome the strong fragmentation and inefficient provision of public services by 

municipalities, the state initiated several policy and legislative reforms. The reforms aimed at developing 

an integrated and effective approach to public services delivery.  

 

In Hungary, inter-municipal cooperation has been seen as a solution to the fragmentation issue in the water 

sector. Thanks to the enabling legislative framework (incl. the 1992 Act on Targeted and Addressed 

Grants) and financial incentives, a wide range and numerous cooperation entities have been established for 

the provision of water supply and sewerage services in the country.   
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SPECIFIC IMC LAW AND INTERNATIONAL COOMMUNITY SUPPORT AS A DRIVING 

FORCE IN FYR MACEDONIA 

 Country profile: 

 

  

General overview 

Former Yugoslav Republic (FYR) of Macedonia is a country in the south-east of Europe. After gaining 

independence in 1991, FYR Macedonia had a system of 34 municipalities (Sekerdziev, 2011: p.217). In the 

following years, the country undertook several milestone territorial reforms. These reforms include: the 

1996 Law on Local Self-Government establishing 124 municipalities, the 2001 Ohrid Framework 

Agreement, and a new Local Self-Government law from 2002 re-organizing the country in 84 

municipalities. The latter territorial reform granted important competences to the local authorities in the 

area of urban and rural planning, public utilities, local economic and social development, environmental 

protection, education, health and others ((Novovic, 2011: p.12; Sekerdziev, 2011: p.221).  

 

Moreover, the 2004 Law on Financing the Units of Local Self-Government marked an important phase of 

the fiscal decentralization process in the Republic of Macedonia. The law regulates the funding of 

municipalities’ functions and provides for two forms of revenue sources: internal and external (incl. 

government grants and loans). Among the most important internal revenue sources are local taxes, fees, 

and charges (Sekerdziev, 2011: p.224).  

Inter-municipal cooperation 

In 2008 and 2009, further changes of the local governance system were introduced. Among the key 

reforms is the Law on Inter-municipal Cooperation regulating the terms and conditions for formal 

cooperation between municipalities. (Novovic, 2011: p.12-3). 

The Law on Inter-municipal Cooperation was developed with the technical assistance of the United 

Nations Development Program (UNDP) and entered into force in 2009. It consists of 43 articles and is 

divided in 8 chapters. The aim of this specific law is to regulate all relevant aspects of IMC as forms, 

conditions and procedures for establishment, financing, and supervision of cooperative arrangements. 

According to the law, cooperation between local governments implies joint execution of functions falling 

Population: 2 057 300 

Total area:  25 713 km2 

Number of municipalities: 84 

EU member since:  Non-EU member 

GDP (in Million Euro):  7 313.300 (2011 

estimate) 

GDP per capita (in Euro):  n/a 

Source: CIA Factbook, 2012; Eurostat, 2011 
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into the competences of municipalities in order to reach common goals and interests (Ministry of Interior 

and Public Administration of Montenegro et al., 2010: p.14).  

 

The IMC law allows for two main forms of municipal cooperation. The first type includes the 

establishment of joint entities as joint working commission, joint administrative body, and joint public 

utilities. The second form is based on contractual arrangements for sharing resources or service delivery by 

one municipality to other municipalities (Sekerdziev, 2011: p.226; Ministry of Interior and Public 

Administration of Montenegro et al., 2010: p.15).  

 

A specific chapter of the law and complementary bylaws stipulate provisions for financial incentives by the 

Government in order to encourage and support inter-municipal cooperation.   

 

Supervision of inter-municipal cooperation is carried out by the participating municipalities or a specific 

supervisory/coordination body. However, the supervision of the IMC law implementation is a 

responsibility of the Ministry of Local Self Government which is obliged to prepare annual reports to the 

central government on the performance of inter-municipal cooperation in the country (Ministry of Interior 

and Public Administration of Montenegro et al., 2010: p.15-6). 

 

The Law on Inter-municipal cooperation of FYR Macedonia has established both, the institutional 

framework of cooperation arrangements by providing mechanisms for support, financial incentives, and 

supervision, and the legal certainty about the required procedures for municipal cooperation (Ministry of 

Interior and Public Administration of Montenegro et al., 2010: p.19).  

 

Finally, the IMC law regulated the work of a special Government Commission whose main functions 

include monitoring on the development and performance of IMC, initiatives for legislative amendments 

related to inter-municipal cooperation, and dissemination of best practices in cooperation. 

 

Apart from the clear legislative and financial incentives for IMC in the Republic of Macedonia, the IMC 

law contributed to the improvement of municipalities’ trust and cooperative efforts to achieve common 

interests and goals (ibid., p.20).  

 

IMC and the water sector 

FYR Macedonia is a territorially fragmented state characterized by numerous small and rural 

municipalities with low population density. Public services delivery is related to significant costs and 

requires that municipalities have the same institutional setting for the provision of services. (Sekerdziev, 

2011: p.226). 

 

Against this backdrop and taking into consideration the limited financial and human resources of 

municipalities to perform their competencies, inter-municipal cooperation has been perceived as an 

efficient instrument to achieve economies of scale and affordable and better quality public services to the 

Macedonian citizens (Sekerdziev, 2011; p. 230; Ministry of Interior and Public Administration of 

Montenegro et al., 2010: p.23). 
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As mentioned earlier, the Law on Inter-municipal Cooperation provides for financial incentives which are 

aimed at supporting cooperation arrangements. Among the mechanisms for stimulating inter-municipal 

cooperation are: non-returnable grants; financing/co-financing of the preparation of feasibility studies on 

the potential area of cooperation; and other financial instruments.  

The criteria, stipulated in the IMC law, which should be fulfilled by municipalities in order to receive 

government financial support are: administrative and financial capacity to execute the legally established 

competences of municipalities; expected benefits from municipal cooperation; number of the 

municipalities involved in IMC; and financial means provided by other sources.  

 

In addition, municipalities are allowed to take local credits and loans in order to undertake investments and 

execute efficiently their competences. The loans have to be approved by the Government. Such local 

borrowing represents a viable alternative for financing municipal cooperation in public services delivery 

(as water and waste management) which requires huge investment and operation costs. 

 

An important role for the uptake and support of inter-municipal cooperation in the FYR Macedonia has the 

grants and capacity-building assistance provided by international organizations as the UNDP and OSCE 

(Sekerdziev, 2011; p.243-4; Ministry of Interior and Public Administration of Montenegro et al., 2010: 

p.23).  

 

In order to illustrate good practices and benefits of IMC in the area of water supply, a short description of 

the case of the Gazi Baba and Ilinden inter-municipal public enterprise will be presented in Box 3. 

 

Conclusion 

Inter-municipal cooperation in the Republic of Macedonia is a rather new phenomenon. However, there are 

success stories of such cooperation resulting in cost-effective and better quality services provided to the 

citizens. Significant contribution for the development and uptake of inter-municipal cooperation in the 

country has the 2009 Law on Inter-municipal Cooperation developed with the technical assistance of 

UNDP and its specific provisions for financial stimulation of inter-municipal cooperation.  

 

Apart from its economic and financial benefits, inter-municipal cooperation in the Republic of Macedonia 

has led to the development of a strong social capital and tradition for cooperation among municipalities in 

the country.  
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Box 3 The Gazi Baba and Ilinden inter-municipal cooperation – economy of scale and quality delivery of water services 

The Law on Public Enterprises in Macedonia provides for the establishment of a joint public enterprise by several municipalities 

as an important instrument for quality delivery of services to their inhabitants. Such joint public enterprises are typical in the 

field of water services delivery (Sekerdziev, 2011; p.252).  

The Gazi Baba and Ilinden inter-municipal cooperation is an example of a joint enterprise for the provision of water services. 

The inter-municipal entity was established in 2007 based on an agreement between the Councils of the Municipalities of Ilinden 

and Gazi Baba. The enterprise PCE Vodovod Ilinden delivers water supply services to several settlements of the Municipality of 

Gazi Baba (that are not covered by the City of Skopje water supply system) and for all settlements of the Municipality of Ilinden 

(UNDP Inter-municipal cooperation, 2010).  

 

The initial capital required for the establishment of the PCE Vodovod Ilinden (equipment and funds) was provided by the 

participating municipalities: 65 percent – Municipality of Ilinden and 35 percent – Minicipality of Gazi Baba. The proportion 

was based on the number of households in both municipalities to be served by the joint enterprise. The future capital investments 

in the water supply systems are an obligation of the participating municipalities. 

The maintenance costs of the water supply system are covered by the joint enterprise. The costs for the maintenance should be 

calculated and included in the water supply cost. The water supply cost is defined by the Council of the Municipality of Ilinden 

based on a by-law and it is approved by the Council of the Municipality of Gazi Baba. Furthermore, The Councils of the 

Municipalities approve both the Regulation on the Use of Assets from the operations of the PCE Vodovod Ilinden and the 

coverage of losses, as well as the Regulation on the liability of PCE Vodovod. The founders of the PCE Vodovod distribute 

profits from its operations and cover potential losses according to the percentage of their contribution of the assets for its 

establishment. PCE Vodovod Ilinden is in charge of distributing water supply bills to the citizens of the settlements in Gazi Baba 

and Ilinden municipalities (UNDP Inter-municipal cooperation, 2010).  

 

According to UNDP (2010), the process of establishing IMC between the Municipality of Ilinden and Minicipality of Gazi Baba 

included the following steps: 

1. Assessment of the market value of the joint water supply system 

2. Preparation and presentation of the analyses with recommendations, and consultations among the Mayors and the 

members of the Councils 

3. Signing of the Agreement for Establishing the Joint Water Supply Public Enterprise between the Mayors 

4. Adoption of the above agreement by the Councils 

5. Preparation of the assessment of the exact value of the PCE Ilinden with an accurate Financial Report 

6. Adoption of the Division Balance Sheet of the PCE Ilinden. 

7. Separation of the water supply sector, the operating unit of the PCE Ilinden, as a separate legal entity called 

PCE Vodovod and the establishment of the PCE Vodovod Ilinden. 

8. Establishment of joint bodies of the PCE Vodovod: Managerial and Supervisory Boards, and selection of a Director. 

 

The main benefits of the cooperation between the municipalities of Ilinden and Gazi Baba in the area of water supply include: 

improvement in the citizens’ quality of life; compliance with the legal obligations to provide water services to all citizens; lower 

costs of service provision; savings due to the use of joint resources; provision of better quality and more efficient water supply 

services. Moreover, the joint public enterprise contributed to the reconstruction and modernization of the supply system for 

clean drinking water, the elimination of health hazards, and the promotion of both municipalities as reliable partners for 

investments to domestic and foreign organizations. 

 

Last but not least, the sustainability of the IMC is guaranteed by the need of citizens in both municipalities for water supply and 

better quality services. Other key elements of the cooperation sustainability are economy of scale, the trained personnel, and 

willingness of the municipalities to cooperate. 
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POLAND: GEOGRAPHIC PREDESTINATION AND DEVELOPMENT OF MUNICIPAL 

WATER SERVICES 

 

 

Country profile: 

 

Population: 38,501,000 (2011 census) 
Total area:  312,685 sq. km 
Number of municipalities: 2,479 (gminas) 
EU member since:  May 1, 2004 
GDP:  USD 781.5 billion (PPP, 

2011 estimate) 
USD 513.8 billion 

(nominal, 2011 estimate) 

GDP per capita:  USD 20,600 (PPP, 2011 

estimate) 
USD 13,500 (nominal, 

2011 estimate) 

Source: Central Statistical Office (GUS), CIA Factook, 

European Commission Online, Index Mundi, World Bank 

 

 

General overview 

The Republic of Poland is a unitary country located in Central Europe. It has a population of nearly 40 

million people and a total area of 312,685 sq. km. In 2011, the Gross Domestic Product of Poland was 

USD 781.5 billion. 

 

Poland has steadfastly pursued a policy of economic liberalization throughout the 1990s and is generally 

regarded as a successful example among transition economies. In the administration sector, the last stage of 

local government reform in Poland has begun in 1999 with the establishment of two new tiers of local 

government - powiats and voivodships, the lowest level of subnational government being the gminas. As of 

this date and following a process of decentralization after the end of the communist rule, the gminas 

became a sort of self-governed municipalities. Major cities normally have the status of both gmina and 

powiat. Poland currently has 16 voivodeships, 379 powiats (including 65 cities with powiat status), and 

2,479 gminas.  

 

Inter-municipality cooperation and the water sector 

In general, formalized municipal cooperation in Poland is less developed than in most Western European 

countries. Nevertheless, the cooperation between municipalities which resulted naturally after the 

decentralization of the government has been a major point of local government. A legislative proposal of 

2009 concluded that integrated inter-municipal government should be obligatory for three areas: Warsaw, 

Upper Silesia and Tri-City (Gdansk). In other cases, the formation of metropolitan government systems 

would be of voluntary character. (Kaczmarek, T. et al.,2011) 

 

Municipal water services are prevalent in Poland as opposed to private ones. Only a handful of 

municipalities which include Gdansk, Glogow, Dabrowa Górnicza, Tarnowskie Góry, Bielsko-Biala and 

Szczecin, have sizable private sector investments. 
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The constitution establishes that local governments are entitled to the ownership of municipal 

infrastructure and services. According to the Act on Municipal Self-Government from March 8, 1990, the 

municipalities can own up to 100 per cent of the enterprises and have some autonomy in the setting of 

water tariffs. 

 

Often municipalities serve citizens living outside their boundaries, which creates tension and lack of clarity 

about the responsibilities and costs of two neighboring municipalities (Bury,P., Swianiewicz, P. Grant 

transfers in financing local governments in Poland). 

 

Poland cannot be characterized as a water-rich country and has only little water storage infrastructure. 

During recent periods of lower rainfall, implementation of voluntary restrictions on water use was 

required. The local governments however have been making efforts in order to have improvements in the 

water sector. 

 

At the end of 2010 the length of water-line distribution network amounted almost 273,000 km and rose 

with more than 2% (i.e. by about 6,000 km) in comparison to the previous year. The network in the rural 

areas comprises almost 78%, of the total length of network in Poland. In 2010 in rural areas almost 5,000 

km of new network were built.  

 

The biggest water consumption (in cub. m) by households per one inhabitant in urban areas ranged from 

40.5 m3 to 30.1 m3, while in rural areas from 34.2 m3 to 16.2 m3. (Central Statistical Office (GUS), 2010) 

 

Municipal budget and funding 

The 1990 reform introduced elected local government at the municipal (gmina) level only, while upper 

tiers of territorial divisions remained managed by the state administration. At the end of 1998 the 

government decided to change the territorial organisation of the state and to introduce new (upper) tiers of 

local government. (Bury,P., Swianiewicz, P. Grant transfers in financing local governments in Poland)  

 

All levels of subnational government receive revenues from three basic sources: taxes; non-tax revenues, 

and public budget grants. (Local Government and Public Service Reform Initiative) In 2000, almost 80 

percent of self-government budgets revenues were spent at a municipal level (including big cities having a 

county status), the rest was transferred to upper government budget. 

 

Until the 1990’s gminas in Poland have functioned in a stable financial environment because the tax 

revenues were sufficient for covering their expenses. After the reform, the relative balance between the 

revenue power and the scope of functions of municipal governments was disturbed by the introduction of 

some new responsibilities without an increase of the local revenues which led to the need of subsidies from 

the central public budget. By its compensating nature, subsidies from the state have become the most 

important source of revenues for the municipalities. The local governments are dependent on government 

decisions on granting subsidies and their amounts.  

 

Funding for water infrastructure 

 

As municipalities are confined to state grants, they have turned to other means of financing their water 

works. The primary funding sources for infrastructure development in the water and sanitation sector stem 

from the EU funds. The amount of the funding is sometimes paradoxically related to whether a 

municipality can obtain a powiat status. National and Regional Fund for Environmental Protection, foreign 

donors, financial institutions as well as the European Bank for Reconstruction and Development (EBRD) 
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are the major providers of funding for municipal water projects. The EBRD provides funding through 

loans to both public and private sector. A separate program for municipal and environment infrastructures 

has been developed to promote activities such as encouraging localities to participate in EBRD lending 

schemes. (Lieu, J., 2007) 

 

Co-operation and co-funding also makes it possible for municipalities to meet growing demand for 

services with unchanged, or ever decreasing, financial resources. Determined by regional and geographic 

specific traits, another benefit of IMC could be the possibility for small municipalities to accede jointly to 

funding that otherwise they could not reach on their own, as demonstrated by the showcased examples 

bellow.  

 

Box 4 Poland and the EU Cohesion Funds  

The following examples clearly show the benefits of the EU Cohesion funds for regional development. They also highlight the 

pros of small municipalities joining forces in order to obtain financing otherwise unavailable for single applications. 

 

Cooperation between municipalities against flooding in Nysa 

 

Due to the mountainous terrain and mountain streams which take their origin in the Czech Republic in the powiat of Nysa almost 

every year there are floods and flooding in different scales. Until recently, there were no municipal funds for infrastructure repair 

small watercourses. As of 2011, the municipalities (gminas) within the powiat of Nysa decided to setup an informal flood fund and 

as a result some PLN 100,000 was allocated from the municipal budgets for environmental protection. The fund is to be renewed at 

the same rate each year. Municipalities can submit their applications for water management funding to the powiat of Nysa. Once 

approved, the powiat would cover no more than 1/3 of the projects cost. Due to the limited amount of the fund, each municipality 

can apply three years in a row. The main advantage of the cooperation between the municipalities and the powiat (county) and 

among municipalities themselves was a more equal distribution of costs. In this way municipalities are allowed to benefit from 

county funding for water infrastructure, provided they cover a part of the costs by themselves.  

 

Water infrastructure development in Bieliny 

 

The main limitations to develop tourism and recreation business in Bieliny for many years was the insufficient level of technical 

infrastructure (lack of access to running water and no sewage systems and sewage treatment plant) and pollution of surface waters. 

In the last few years, the local municipalities in Bieliny took steps to improve the technical infrastructure using external resources 

available in the EU. Requirements related to the access of EU funds allowed the municipalities to implement infrastructure 

improvements in Bieliny. The municipalities put their efforts into capacity development of its personnel in obtaining extra-

budgetary funding for water infrastructure. The input of citizens was taken into account as well and the Department for Public 

Utilities was involved in all stages of the project.  

The Raba River Project 

 

In Poland, local unions formed by groups of municipalities were formed to access EU funds. The Union of the Upper Raba 

Communities and Krakow was created to deal with water degradation in the Raba River basin by constructing sewage treatment 

plants and building sanitary pipelines. As a Union it was able to mobilize EU pre-accession funds, something which the member 

municipalities would not have been able to do individually for this type of project. (Poland - IMC to access EU funds) 

 

Conclusion 

Polish municipalities are very much confined to state budget subsidies in order to meet a growing number 

of responsibilities. Furthermore, the water sector in Poland is being largely operated by municipal utilities, 

which is a great stimulus for applying inter-municipal cooperation (IMC) as a means of obtaining better 

and bigger funding for infrastructure improvement. Working together on utility services sometimes 

predefined by regional particularities has proven itself to be a viable way for small Polish municipalities to 

ensure better service for their population and access to otherwise unaffordable funding and technologies 

for the water service operators. 

 

Even though some difficulties and conflicts regarding priorities and responsibility/expense distribution 

might arise, IMC is currently a natural approach for maintaining and gradually improving the quality of the 
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water and sanitation services in municipalities in Poland by receiving a return on investment greatly 

exceeding the initial cost of the implemented projects.  

ROMANIA: REGIONALIZATION FOR IMPROVED QUALITY AND COST EFFICIENCY OF 

WATER SERVICES 

 

 

 
  

 

Country profile: 

 

Population: 22 500 000 
Area:  237 500 
Number of municipalities:  3 180 
EU member since:  2007 
GDP:   $ 189 776 bln. 
GDP per capita:   $ 8 863  

Source: europa.eu, wikipedia.org, Eurostat, EIB 

 

General overview 

In 2007 Romania joined the European Union (EU), with a population of approx. 22.5 million. The 

transformation of the country’s infrastructure, including that in the field of water supply and sanitation, 

will require significant investment in order to comply with the requirements laid down in the 

environmental acquis. 

 

Romania’s GDP was approx. USD 189 billion (2009) and amounting to USD 14 per capita PPP, thus being 

the second lowest in the EU 27. 

 

Inter-municipality cooperation 

The water sector in Romania is still confronted with ongoing change. After a period where efforts were 

directed towards decentralization in the water sector, Romania has changed course in recent years, starting 

a process of regionalization. 

 

Romania is endowed with all types of freshwater resources (rivers, natural and artificial lakes and ground 

waters). The largest water sources are the rivers, and especially the Danube, whereas lakes make an 

insignificant contribution to water resource volume despite their high number. The usable water resource is 

2,660 m3/inhabitant p.a., compared with the Europe-wide average of 4,000 m3/inhabitant p.a. This figure 

reflects contamination of the water reserves, and if only surface water sources are considered the figure 

shrinks to approx. 1,770 cub. m/inhabitant p.a. This indicates a comparatively small water resource, with 
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Romania being ranked ninth among the EU-27 (Ministry of Environment and Sustainable Development, 

2006). 

 

Recent figures reveal rather low connection rates with regard to water supply and sanitation as around 55 

per cent of Romania’s population is connected to both services. A staggering 70 per cent of wastewater is 

either untreated or insufficiently treated (Frone, 2008). 

 

 

Romania has a fresh water resources of 156 000 mln. cub. meters. Only 29% of population is connected to 

wastewater collection and treatment systems. This is the smallest percentage for an EU member country. 

More than 55% of Romanians are connected to public water supply. The country has around 281 

wastewater treatment plan. 

 

The administrative structure of Romania is based on a two-tier system distinguishing between the  

county/regional level and communal level covering different municipalities. 

 

The responsibility for drinking water supply, wastewater disposal and treatment belongs to local 

authorities, whereas the water users are obliged to prepare and apply their own plans for prevention and 

control of accidental pollution that might occur as the result of their activities. The law provides for the 

establishment of River Basin Committees and protection zones where necessary. Romania arranged a 

transitional period for the implementation of the EU Directive on the quality of drinking water (98/83/EC) 

with the European Commission to the end of 2015. The Urban Wastewater Treatment Directive 

(91/271/EEC) has to be implemented in Romania by the end of 2018. 

 

Inter-municipal Cooperation and the water sector 

The Central Government decided to establish 40-50 Regional Operating Companies (ROC) by merging 

approx. 950 water and wastewater utilities. This development facilitated access to the EC Structural and 

Cohesion Funds for the water and wastewater sector. 

 

In 2007 – 2013 some EUR 5.2 bn. has been allocated from the EU Structural Funds for environment 

projects in Romania, including regional water works. (Access to EU funds as an incentive to move towards 

regionalization in water supply and sanitation sector of Romania, 2009, OECD) 

 

In total, only about 50% of urban population benefit from major investment programme –not sufficient to 

meet compliance with EU standards. Nevertheless, as municipal water utilities become less fragmented and 

start to manage better their resources, the population will have access to better water supply service and 

sewage network. Local ecological environment will improve and will be a good option for development of 

local tourism. 

 

Regionalization is the key element for improving the quality and cost efficiency of the local infrastructure 

of water and water services with the aim to fulfill the environmental objectives and ensure the 

sustainability of investments, operations and developments strategy of water sector on long term. 

 

Box 5 Romania and its Associations for small municipalities 

The IMCs’ in the water sector of Romanian rural areas mainly exists in form of Associations. The following cases show how the 

municipalities form such associations for joint provision of water supply and sewage services. In such a way small municipalities 

can implement their investment projects, reducing project costs and improving the quality of services.  
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Aries urban community 

 

There are 11 municipalities which form the Inter-Municipality cooperation. The municipalities wants to cooperate in several 

different areas, but to date, there is cooperation in two areas only: water supply and sewage services, and urban development and 

urban planning (currently focused on updating cadastral maps). 

 

The municipalities form Arieş Valley Water Association, which was created solely for establishing joint management of water 

treatment and distribution, and sewage services.  

 

The financing of this entity came from different sources: membership fees paid by member municipalities; co-funding for specific 

projects developed and implemented by the Association, which comes from the Development Fund of the County Council; and 

from in-kind contributions from the Turda Municipality. 

 

Direct benefits for municipalities are: 

- the possibility for rural municipalities to promote their own projects that could have not been promoted otherwise due to a lack of 

financial and human resources; 

- low costs for project management and fundraising services; 

- the provision of new (rural areas)/improved (urban areas) services to their citizens (water supply and sewage), which will be fully 

operational and interconnected by 2013; 

- increased experience in cooperation. 

 

Oradea metropolitan area 

 

There are 10 municipalities in the Oradea metropolitan ares (ZMO), which are just 9 kilometers from one another. This IMC 

covers around 70 000 sq. km.  

 

The legal form of cooperation is the inter-community development association (ICDA). The development strategy of the Area 

involves the creation of ICDAs - public bodies with single competence: ApaRegio (water supply services) and REOSAL (waste 

management for the rural municipalities).  

 

Cooperation in the field of water supply and operation of water treatment facilities has been the priority of the Oradea metropolitan 

area. The ZMO’ plan for 2008–2013 includes several stages: 

- rehabilitation of the city’s water supply and water treatment facilities, as part of a EUR 68 million project funded through the Pre-

Accession Instruments in Romania; 

- creation of ApaRegio, local public utilities ICDA, and converting the Oradea Water Company into a regional services operator, 

also under the ApaRegio name.  

 

Till 2012, there are some small-scale projects developed and implemented by ZMO. These small-scale projects will result in the 

creation of several segments of the regional water supply network, which will be fully operational and interconnected, and 

connected to the city’s facilities. Funding for each of these projects was acquired separately on behalf of each municipality 

involved. ZMO member municipalities were joined in this project by Tinca, a neighbouring municipality that is not a ZMO 

member. 

 

Conclusion 

Romania, like Bulgaria is a new EU member, which means that the two countries can benefit from the 

different EU Funds. This means that municipalities have incentives to create such IMC.  

 

Through IMC the local municipalities increase the level of services offered to population and improve the 

water infrastructure. 
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BULGARIA: TOWARDS REGIONAL WATER SERVICES’ ASSOCIATIONS 

 

 

 

 

Country profile: 

 

Population: 7,364,570 

Area:  110,994 sq. km 

Number of municipalities: 264 

EU member since:  2007 

GDP:  $53.514 billion (2011 

est.) 

GDP per capita:  $7,202 (2011 est.) 

Source: CIA Factbook, National Statistical Institute 

 

General overview 

Bulgaria is a country located in South Eastern Europe, occupies a portion of the eastern Balkan peninsula, 

bordering five countries—Greece and Turkey to the south, FYROM and Serbia to the west, and Romania 

to the north. (CIA Factbook) Bulgaria is a unitary parliamentary republic with a high degree of political, 

administrative and economic centralisation. It is a member of the European Union (since 2007). 

 

It has a population of nearly 7,364,570 people and a total area of 110,994 sq. km. In 2011, the Gross 

Domestic Product of Bulgaria was USD 101.036 billion (GDP per capita USD 13.5/PPP per inhabitant). 

 

Inter-municipality cooperation 

The current administrative division of the country consists of 27 provinces and a metropolitan capital 

province (Sofia-Grad). All areas take their names from their respective capital cities. The provinces 

subdivide into 264 municipalities. 178 of these municipalities are peripheral and some of them can be 

described as municipalities falling behind in terms of location, infrastructure and development of their 

economy. These municipalities need more public budget and external financial support for maintenance 

and improvement of public services such as transport, waste management, and water supply and sanitation. 

 

IMC and the water sector 

Bulgaria is relatively rich in water resources, out of which only 8-10% are used for water supply of the 

population. The water supply network is 70 620 km, while 98.6% of the population is settled in areas with 

water supply. Nevertheless, less than half of the population (46%) lives in settlements with sewage system. 

70.2% of the cities have sewage system, while just a little over 2% of villages in Bulgaria benefit from this 

service( Blagoev, V, 2008). The 66 waste water treatment stations serve 37.5% of the population.  
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Ownership of the water infrastructure is regulated by the Water Act, according to which all infrastructure 

built before 1998 is a corporate property of the water utilities. Infrastructure built after this date is owned 

by the municipalities.  

 

Approximate estimates of the Ministry of Environment and Water show that over EUR 6 bn are needed for 

basic improvements of water infrastructure, while paring the Bulgarian water services with the European 

ones would require over EUR 21 bn. (National strategy for management and development of the water 

sector, Ministry of Economy, March 2012) 

 

One of the main incentives for the IMC in Bulgaria for the water services sector is the possibility to finance 

projects from the Cohesion Funds of the EU. According to the new Water Services Act (first reading voted 

on July 10, 2012), a current large number of medium- and small-sized water operators will be reduced, the 

Bulgarian water sector will comprise of  28 regional water companies, which will serve the territories of 

the 28 regions in the country. Regional companies will be created on the basis of associations of 

municipalities. This will allow the water companies to apply for EU-funded projects and to finance the 

development of the water and wastewater infrastructure. 

 

According to the Water Sector Strategy and its first draft, presented by the Ministry of Regional 

Development and Public Works, the municipal associations will be owners of the water supply assets in 

urban territories, and the state will be the only owner of water supply and wastewater sewerage and 

treatment assets outside the urban territories. This will give clarity on the ownership of public assets 

(municipal vs. state-owned) and will allow investment in the infrastructure. There is an incentive for all 

municipalities to cooperate in order to be able to finance new projects through the EU funds as well. 

 

Another stimulus is the Operational Programme on Inter-regional Cooperation, which has a specific target 

of encouraging regional and local innovation and best practices exchange through the means of IMC. Last 

revised on July 20, 2011, the financial resource of this programme is EUR 6,4 mln (EUR 4,4 mln coming 

from the EU funds). Potential candidates for this financing are counties, municipal associations, single 

municipalities, euroregions and NGOs in partnership with municipal or regional administrations. 

 

Box 6 The FLAG Fund  

The Bulgarian Fund for local authorities and governments (FLAG) was established in March 2007 by the Council of Ministers 

with funding provided through the Bulgarian National Budget. FLAG is an instrument of the central government policy for 

regional development. Its aim is to provide financial assistance to municipalities for the absorption of as much funds as possible 

from the Structural Funds and the Cohesion Fund of the EU. The contribution of FLAG to the regional development involves 

coverage of as many municipalities as possible, located at the whole territory of the country, by creating conditions for maximum 

absorption of the funds from all operational programs under which the municipalities are beneficiaries. 

 

The Fund is an institution of unique status, having no parallel in the Bulgarian financial and legal practice. The Fund is an 

independent legal entity having the status of a commercial company (joint stock company). It is structured as a revolving 

mechanism for financing the development and implementation of economically and financially viable projects in the area of 

municipal infrastructure and for supporting capacity building of municipalities with a view to absorbing funds from the structural 

and cohesion funds. The Fund is designed as a financial mechanism to overcome the problem of ensuring cash funds to 

municipalities when they develop project proposals or finance approved projects in the framework of the Operational Programmes, 

co-financed by the EU funds. 

 

FLAG provides loans only to beneficiaries eligible for funding from the EU Funds and which are either: 

 

- municipalities or a group of municipalities in Bulgaria (for development of project proposals or for implementation of investment 

projects, approved by the Managing authority of the Operational Programme), or 
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- public utilities operating in Bulgaria, owned or controlled by municipalities, local governments or local government agencies in 

the Republic of Bulgaria (only for implementation of investment projects, approved by the Managing authority of the Operational 

programme). 

 

FLAG established a partnership with one of the most respectable commercial banks operating in the country – Unicredit Bulbank 

(Managing Bank). The bank’s role is to assist the Fund in assessing applicants’ creditworthiness and to administer the loan 

repayment. FLAG finances only projects, which the Managing Bank considers as financially and economically acceptable, and 

which have been approved by the respective Operational Programme. The risk of the projects is minimized by the evaluation 

carried out by the Managing Bank; afterwards, the Fund has adopted additional criteria that aim to reduce risks for the Fund itself 

and ensure the prudent management of its portfolio. 

 

On 22 December 2008 FLAG signed the contract with the Managing bank for its services and a long-term loan agreement with the 

European Bank for Reconstruction and Development (EBRD). Thus FLAG became fully operational on 15 January 2009 and 

ready to receive and appraise the first credit applications. 

 

In Bulgaria there is a clear tendency toward inconsistent and unbalanced development of the urban regions 

at the detriment of rural areas. Therefore, IMC is a possibility for smaller municipalities to join resources 

in order to improve the water infrastructure that they share most of the times. 

 

What is more, IMC allows for assimilation of much bigger financial subsidies for the water sector, as in the 

case of Pleven and Dolna Mitropolia municipalities. 

Box 7 Integrated water cycle in Pleven and Dolna Mitropolia Municipalities  

Pleven municipality applied jointly with Dolna Mitropolia for EUR 50 m from OP Environment for an integrated water cycle 

project. The project included reconstruction of a major collector and water purification station in Dolna Mitropolia municipality. 

While Pleven municipality assumed the leading role, joining forces with Dolna Mitropolia allowed for reaching total investment 

costs of nearly EUR 50 m which led to a cardinal solution for the water cycle in the both municipalities. This is one of the biggest 

projects in Pleven to this date and should be completed by 2014. A co-financing from the participating municipalities is supposed 

to be 3 – 5% of the total amount of investments. 

 

Improving water services through IMC imminently leads to decreasing of intermittence of the water 

supply. Furthermore, IMC helps address soaring issues with insufficient waste water treatment and sewage. 

Arguably, improving water and sanitation infrastructure and service could allow for a reduction in water 

tariffs for population.  

As the population of Bulgaria has a tendency to migrate more and more to the cities, improving water 

services in the country would contribute to return of population to villages and rural areas. IMC in Bulgaria 

proves to be very efficient in small municipalities with 2,000 or less inhabitants which are served by one 

utility with deteriorated pipes and increasing water losses. 

Conclusion 

While Bulgaria is rich in water resources and 98.6% of the population is settled in areas with water supply, 

merely 46% of the inhabitants live in settlements with sewage system. 70.2% of the cities have sewage 

system, while just a little over 2% of villages in Bulgaria benefit from this service. Through IMC local 

governments have the possibility to finance jointly much delayed and needed improvements of the water 

infrastructure.  

 

Furthermore, IMC facilitates access of small municipalities to larger investments from the EU funds for 

projects beneficial for all participating municipalities. This means that IMC leads to more efficient 

management and quality of the public services in the involved municipalities. As managerial and financial 

efficiency in the water sector rises, more residents in smaller municipalities are connected to the water 

supply and sewage networks and have better service.  
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SYNTHESIS 

Inter-municipal cooperation in Europe 

Local government reforms and decentralization, together with citizens’ pressures for better and more 

sustainable provision of public services are key drivers for the development of inter-municipal cooperation. 

Moreover, fragmentation, the increasing policy domain of local governments, and budgetary constraints 

provide additional pressure for joint municipal activities.  

 

The water sector of the countries under review is not intact of the fragmentation and decentralization 

pressures. Although decentralization processes are at different phases in the individual countries (i.e. 

decentralization processes in Central and Eastern European countries have been associated with the fall of 

the Communism in the early 1990s), a common feature among all of them is the role of local government 

for the provision of water supply and sanitation services.  

 

In the context of the decentralization processes, it is important not only the transfer of competences to local 

governments in the area of water services, but also the financial means to perform the delegated functions. 

However, in some of the countries considered in the report there was/has been a significant mismatch 

between administrative/territorial decentralization and fiscal decentralization (i.e. FYR Macedonia).  Such 

mismatch has been an important prerequisite for the emergence of municipal cooperation and it is 

particularly relevant for the provision of local public services as water supply and wastewater treatment.  

 

In many countries local governments (especially those of small and rural municipalities) lack the necessary 

human resources and technical capacities to fulfil their increasing number of tasks as a result of the process 

of decentralization.  

 

Taking into consideration the above mentioned challenges of fragmentation and decentralization, it is not 

surprising that local governments have tried to find alternative forms of governance in order to deliver on 

their responsibilities. Inter-municipal cooperation has been such an alternative. It is also a mechanism for 

local government authorities to join resources and capacities for the fulfilment of their competences (incl. 

water services provision). 

 

 

However, there are several things that are worth mentioning: 

 the countries under review have different political, institutional, legal, and regulatory 

frameworks, as well as different economic and territorial dynamics; 

 great heterogeneity of institutional arrangements and approaches to cooperation on service 

delivery (incl. water services) exists in the countries covered by the report; the differences are 

related mainly to the IMC composition (pure local government cooperation or arrangements 

between municipalities and other pubic and/or private organizations), its scope (cooperation 

arrangement includes one or several services), and the degree of integration (service is delivered 

by a specific joint organization or through contractual agreements) (Council of Europe et al., 2010: 

p.12; Hulst et al., 2007: p.1, 3); 

 joint municipal arrangements are not static; rather, they are in a state of flux due to changing 

legal, political, economic, and social contexts. 

 

Having in mind these specific features, an attempt will be made for the identification of common 

characteristics and challenges related to the implementation of IMC in the water sector. 
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The analysis of commonalities is based on elements of a theoretical framework developed by Hulst et al. 

(2007) and will be organized along the following lines:  

 National institutional context including: formal state structure; local governments’ competencies 

for the provision of water services; and legislative and financial incentives for IMC 

 Challenges to the development of IMC. 

 

National institutional context 

Among the eleven countries presented in the report there are two federal states: Austria and Germany, one 

“quasi-federal” state – Spain, and eight unitary states: France, Hungary, FYR Macedonia, Bulgaria, Italy, 

the Netherlands, Poland, and Romania.  

 

In terms of the structure of the territorial levels of administration, some differences are observed among the 

countries. France, Poland, Spain, Hungary, FYR Macedonia, Italy, the Netherlands, Poland exhibit a three-

level system of administration while Austria, Bulgaria, and Romania have a two-tier one.  

 

Some of the countries under review have a large number of municipalities which has a direct impact on 

their water sector in terms of fragmentation. For instance, France has 36 682 communes, Germany has 11 

295 Gemeinden, Spain has 8 114 municipios, Italy has 8 094 comuni, Romania and Hungary have more 

than 3 000 municipalities, Austria and Poland have more than 2 000 municipalities while the smallest 

number of municipalities have the Netherlands, Bulgaria, and FYR Macedonia – 431 Gemeenten, 264 

obstini, and 84 municipalities respectively (Eurostat, 2011).  

Further variations are observed in the size and average population of municipalities. Countries as Italy, 

France, and Spain are characterized by small-size municipalities. In Italy about 72% of all municipalities 

are with population of less than 5000 inhabitants, the average population of municipalities in France is 

around 1 700 inhabitants and 98 % of all municipalities have a population of less than 10 000 inhabitants, 

and lastly, 85 % of the municipalities in Spain have less than 5 000 citizens.  

On the other hand, in Bulgaria and Poland no municipalities are smaller than 1 000 inhabitants and very 

few are smaller than 2 000.  

 

Based on the above statistics about the number of local governments and the size of municipalities, it is not 

surprising that the water sector of countries as France, Germany, Spain, Hungary, and Austria is 

significantly fragmented.  

 

While decentralization has been an almost permanent part of the Western European institutional, political, 

and administrative frameworks, this is not the case in Central and Eastern European countries. The 

different developments are reflected in the provisions for the role and responsibilities of local governments. 

For example, in countries as France and Germany, the role and competences of municipalities are 

stipulated in the constitution/ respectively, the German Basic Law. However, the historical legacy of 

centralization and the lack of tradition of municipal autonomy and cooperation have their impact on the 

countries in Central and Eastern Europe.  

 

Currently, the local governments (municipalities) of all countries included in the report are responsible for 

the provision of public services, including the delivery of water supply and sewerage services. However, 

the competences of local governments in the water sector, especially those of small-size and rural 

municipalities, are often seen as an obstacle for the efficient and effective provision of water services. 

Some of the main reasons for this, cited in the literature, are: inability to achieve economies of scale and/or 

scope; lack of technical expertise and capacity; weak negotiating powers; limited financial resources and 
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access to external funding for capital-intensive projects as water infrastructure; and lower quality of 

services provided by single municipalities. 

 

Although there are several policy options to overcome the problems of a fragmented water sector (i.e. 

territorial agglomeration, privatization, etc.), most of the countries included in the report have implemented 

some form of inter-municipal cooperation for the provision of water supply and wastewater treatment 

services. A specific case is Romania where a current trend of regionalization of the water sector, instead of 

municipal cooperation, is observed. 

 

In general, among the key drivers and success factors for the development of inter-municipal cooperation 

in the eleven European countries under review are: enabling legislative frameworks (incl. specific law on 

IMC or other acts related to local government regimes) and economic and financial incentives.  

 

Some countries have adopted specific laws on municipal cooperation, i.e. the Republic of Macedonia (the 

2009 Law on Inter-municipal Cooperation), Hungary (the 1997 Act on Municipal Association), and the 

Netherlands (the 1984 Joint Regulations Act (WGR)). The laws stipulate the general rules and procedures 

for the establishment of inter-municipal cooperation and include provisions for financing, registering, and 

supervision of the cooperation arrangements thus providing legal certainty, transparency, and clarity not 

only for the participating parties but also for the citizens as a whole. 

 

In other countries, the right of local-governments to associate is a basic right and it is stipulated in the 

respective constitutions/ basic laws. Examples of such provisions can be found in the Hungarian 

Constitution and the German Basic Law. 

 

The rest of the countries regulate the forms and approaches to inter-municipal cooperation through their 

respective local government or territorial administration acts (i.e. France, Italy, Spain). 

In Germany, for instance, all forms of inter-municipal cooperation are stipulated in the specific laws of the 

Länder in which the cooperation takes place leading to a significant variety of IMC forms and approaches.  

 

In some European countries, the central governments have the right to initiate municipal cooperation for 

services provision in order to improve their quality and efficiency which is particularly relevant for the 

water sector. Examples of such provisions can be found in Austria and partially in France. In other 

countries, national governments have attempted to impose/are still imposing mandatory inter-municipal 

cooperation or specific joint tasks/competences on their local governments. This was the case in Italy 

before the adoption of the 267/1999 act which removed the obligation of local governments to establish 

municipal cooperation and the fixed period of the cooperation of 10 years which turned out to be 

ineffective for the promotion of IMC in the country. Other examples are Poland where as a result of a 2009 

legislative proposal, inter-municipal governance is obligatory for three areas: Warsaw, Upper Silesia, and 

Tri-City (Gdansk) and France where the establishment of inter-municipal cooperation (i.e. communauté 

urbaine) is mandatory for some large cities as Bordeaux, Strasbourg, Lyon, and Lille. 

 

A specific case in terms of legislative incentives for the establishment and development of inter-municipal 

cooperation is Bulgaria where no such incentives are observed. 

 

In terms of economic incentives, a common principle and rationale for establishing inter-municipal 

cooperation in all 11 countries is the policy goal of achieving efficiency gains and improvements in the 

provision of water services, in particular through the realization of economies of scale and/or scope.  

IMC turned out to be particularly relevant for water distribution and sanitation services due to the 

expensive capital investments that are needed to structure the service, as well as their high operation and 

maintenance costs. Moreover, several countries have opted for cooperation arrangements instead of 
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privatization of the water sector due to the high transaction costs incurred by the latter policy option. Such 

municipal cooperation arrangements can be found in small-size and rural municipalities which have weak 

negotiating power and lack experience and expertise for concluding contractual agreements with private 

sector companies (i.e. municipalities in Austria and France).   

 

Regarding financial incentives, an important role for the development and uptake of inter-municipal 

cooperation have central governments and international donor funding (i.e. UNDP and the European 

Union). 

 

In most of the countries reviewed in the report, national governments provide grants or preferable financial 

support conditions when local governments engage in inter-municipal cooperation for the provision of 

public services. This is often the situation in the water sector where large-scale capital infrastructure 

investments are necessary and small-size and rural municipalities experience difficulties to finance the 

construction or maintenance of water supply and sewerage infrastructure.  

 

Good examples of financial incentives that provide the necessary impetus for inter-municipal cooperation 

are FYR Macedonia, Hungary, Austria, and France. In the Republic of Macedonia, the Law on Inter-

municipal Cooperation contains specific provisions for financial incentives in order to encourage IMC 

development. The provisions include: non-refundable grants, financing and co-financing of financing/co-

financing of the preparation of feasibility studies on the potential area of cooperation, and other 

instruments as regulated by law.In addition, cooperating municipalities are allowed to take local credits 

and loans in order to undertake investments and execute efficiently their competences in the area of public 

services delivery. 

 

In Hungary, financial incentives (i.e. grants, subsidies) from the central government are provided to 

municipalities that are willing to establish an association for joint public services delivery. Water supply 

and the establishment of wastewater treatment plants by several municipalities are priority areas for the 

central government and IMC organizations can receive government subsidies of up to 50% of the total 

investment cost. Additional matching grants are guaranteed for joint capital investment schemes, especially 

for sewerage projects. As a result of the complex financial provisions and incentives for IMC (stipulated in 

several legislative acts), water supply and sewerage services in Hungary are provided by aggregated and 

co-owned enterprises.  

 

In Austria, the establishment of municipal associations was and is still encouraged by the past and existing 

support schemes (Environmental Assistance Act (Umweltförderungsgesetz)). Up to 1993, the national 

support scheme for the protection of the environment (WBFG) was particularly aimed at water 

infrastructure investments in cities and urban areas. According to the provisions of the scheme, inter-

municipal associations received higher support in order to connect as many people as possible to public 

facilities in the fastest possible way. Thus, it is not surprising that the greatest number of municipal 

associations were established in the period 1958-1993.  

 

In France, the financial incentives for new federative forms of inter-municipal cooperation have been 

introduced with the 1992 Chevènement law. The rationale behind the establishment of the new cooperative 

arrangements was to strengthen economic and financial solidarity among areas through a system of sharing 

the benefits of local taxation. The most important result of this provision is the introduction of a uniform 

professional tax (based on economic activity), which is applicable to the whole area of the municipal 

cooperation. In order to encourage the implementation of uniform taxation among the inter-municipal 

organization, the Chevènement law has provided for a system of central government financial support. The 

exact amount given to the municipal cooperative arrangement depends on the initial fiscal revenues of its 

members and the number of communes involved. The provisions of the Chevènement law are unique, since 
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they create the opportunity inter-municipal organizations to raise revenues by levying a single business tax 

that is not defined by the participating municipalities but by the inter-municipal entity itself. As a corollary, 

intermunicipality (intercommunalité) is considered to constitute a 4th tier of government in France, 

alongside the municipality, the region, the department, and the national government. Similar traits, 

although still fledgling are observed in Germany where special-purpose associations (Zweckverbände) 

have their own income in addition to contributions from the participating municipalities. 

 

An important role for the emergence of various forms of inter-municipal cooperation in the water sector of 

the new EU member states (i.e. Bulgaria, Romania, Poland) has the European Union Structural and 

Cohesion Funds. For instance, the requirement for cooperation among municipalities may be explicit (e.g. 

joint application is a formal eligibility criterion) or implicit (e.g. the minimal municipal size threshold is 

high and requires cooperation among several municipalities).  

 

However, old member states have also taken advantage of EU funds through establishment of inter-

municipal cooperation. This is the case in Italy, Spain, and the Netherlands. In FYR Macedonia, a crucial 

role for the development of inter-municipal cooperation has the financial and technical support of 

international organizations as UNDP, GTZ, and OSCE. 

 

A further characteristic of inter-municipal arrangements is that they facilitate access to external funding, 

not only from international donor organizations, but also from higher levels of government within the 

countries. This is the case in Spain where vertical administrative consortia (including authorities from 

different government levels, as well as non-profit private parties) provide the opportunity for 

municipalities to obtain financial commitments from higher government levels. 

 

In conclusion and addition to the above mentioned drivers for inter-municipal cooperation, it is important 

to highlight the role of inter-municipal cooperation for the strengthening of capacity-building in the 

countries which implement this policy option. Good example represents France with its first generation 

inter-municipal organizations which emerged as a result of technical issues experienced by the 

municipalities and their inability to provide public services individually. Consequently, a significant 

number of single-purpose syndicates have been created to solve technical issues such as providing water to 

very isolated areas, construction of new desalination plants, and ensuring water supply notwithstanding 

weather fluctuations. 

 

Challenges to the development of IMC 

Special attention in this section will be paid to the challenges of Central and Eastern European countries 

since inter-municipal cooperation is a rather new phenomenon there. Based on the outcomes of different 

studies, discussions and workshops (gathering central and local government officials) on the topic of IMC, 

the following challenges/issues have been identified in CEE countries which are also relevant for the water 

sector:  

 Limited understanding of the benefits of IMC meaning local governments in CEE countries are 

still burdened by their historical legacy of centralization and resource dependence on the central 

government; thus, lacking awareness that by working together municipalities could increase local 

capacity for effective service delivery, reduce disparities between service provision in neighboring 

communities, and achieve sustainable development of communities 

 Limited knowledge, capacity, and experience on the various forms and approaches to IMC  

 Lack of attention to cost-efficiency of WSS and as a corollary, weak appreciation of foregone 

benefits resulting from water sector’s fragmentation  

 Competition between local authorities for limited resources  
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 Lack of culture/tradition of cooperation and trust among municipalities  

 Absence of an enabling legislative framework and financial incentives (Hertzog et al., 2009: 

p.20). 

 

Many of the above mentioned features are not unique to Central and Eastern Europe. However, these 

features are exacerbated by the specific historical and political context of these countries.  

 

While in Western Europe governments have been developing different measures to encourage IMC and 

address some of the barriers mentioned above (i.e. trust, knowledge, capacity or political resistance), this 

has not been the case in Central and Eastern European countries. Only recently some central governments 

and municipalities have started to understand the benefits of IMC in the context of decentralization, 

fragmentation, and limited financial resources. Countries where concrete steps are being taken to promote 

IMC include the Former Yugoslav Republic of Macedonia, Hungary, and Romania (ibid.). 

 

In conclusion, some of the disadvantages and obstacles to the development of IMC in the water sector, 

identified in the literature are: resistance of communities with lower costs to subsidize those with higher 

costs; perception of democratic deficit; slower decision-making processes; duplication of personnel and 

costs; higher risk for municipalities due to joint liabilities for the loans; lack of stimuli to share water 

resources; necessity for political will at all levels of government, and others (Council of Europe et al., 

2010: p.21-2; OECD, 2009). 
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POLICY OPTIONS AND RECOMMENDATIONS 

The final section of the report presents policy options and recommendations for potential implementation 

of inter-municipal cooperation in the water sector of Ukraine. Such implementation was considered as 

necessary by the Ukrainian authorities in order to overcome the challenges of over-fragmentation in the 

water sector and to reach an optimal level of consolidation of water supply and sanitation services in the 

country.  

 

In light of the progress made in the literature devoted to IMC, as well as the experience in this area by 

other European countries, some general policy options and recommendations can be derived for guiding 

Ukraine in the implementation of inter-municipal cooperation in the water sector. The proposed policy 

options and recommendations are as follow:  

 

 Need for elaboration and adoption of specific policy and legislation focused on promotion of inter-

municipal cooperation in Ukraine in order to achieve more effective and efficient provision of public 

services and overcome the challenges of fragmentation and (still ongoing) decentralization: 

 

○ adoption of specific and detailed legislation on IMC in Ukraine will contribute to the legal 

certainty of potential partners in cooperation arrangements thus further encouraging the 

establishment of municipal cooperation in different areas,  

○ an IMC law will facilitate the establishment of IMC since it provides the necessary legal 

procedures and defines possible models and areas of cooperation, as well as roles and 

responsibilities thus reducing the risk of litigation and facilitating dispute resolutions, 

○ in case of resistance to the adoption of an IMC law in Ukraine, potential alternative is the 

integration of provisions for promotion of municipal cooperation in relevant legislative acts as 

those on local self-government and local state administration. 

 

Remark: good example for the development of enabling legislative framework is the case of FYR 

Macedonia 

 

 Need for clarification on the rights of local governments to associate and enter into partnerships. 

  

 Provisions for strong and effective incentive system for inter-municipal cooperation in order to:  

 

○ promote horizontal cooperation, coordination, and partnership among neighboring settlements 

○ allocate funds/ tax benefits to facilitate the creation and running of inter-municipal cooperation 

projects (especially in the water sector where rural settlements experience significant difficulties 

in fulfillment of their tasks and no proper organizational and financial support has been provided 

by higher levels of government yet) 
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○ define the provision of water supply and wastewater services by several municipalities as a 

priority area and provide targeted grants to such projects  

○ define conditions for funds allocations dependent on existing (voluntary) inter-municipal projects 

and the number of participating municipalities in the cooperation projects 

○ remove current obstacles for village councils to borrow and provide for access to local loans – 

such provision in FYR Macedonia turned out to be quite useful and enabled small-size 

municipalities to execute efficiently their competences and undertake investments for the 

provision of water management services which are capital-intensive  

○ provide funding for feasibility studies related to the implementation of inter-municipal 

cooperation 

 

Remark: useful example for the development of sound incentive system is the experience from Hungary 

 

 Need for implementation of capacity-building programs and expert assistance on inter-municipal 

cooperation (especially in the water sector): 

○ provision of trainings/workshops, 

○ expert assistance for: advice on legal forms of IMC;  advice on the design and operation of joint 

management structures; mediation in conflict situation; preparation of feasibility studies; advice 

on optimal size of IMC; and others, 

○ financial, policy, and technical support provided by the international development community as 

it was the case in FYR Macedonia. 

 

 Need for information and knowledge management (Hertzog et al., 2006):  

○ development and dissemination of IMC guidelines and manuals,   

○ provision of access to templates for contracts/statutes of IMC, 

○ collection of examples of relevant legislation in the area of IMC, 

○ preparation of data bases of trainers/experts (private, local or central government),  

○ development, maintenance, and monitoring of IMC initiatives’ registry,  

○ collection and dissemination of good practices (national and international),  

○ case studies and mapping of experiences , 

○ ongoing dissemination of information and communication on the benefits of inter-municipal 

cooperation in general and of IMC for the provision of water supply and sewerage services in 

particular. 

 

 Public deliberation process on the policy options for provision of water services in Ukraine including 

relevant stakeholders as representatives from different government tiers, non-governmental 

organizations, and citizens. 
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