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Introduction

Prior to the workshop on Rural Sanitation Supply Chains and Finance, held in Dien Bien Province, Vietnam, from 16 – 21 January 2011, a D group discussion[
] about three topics was held:

· Roles of public and private sector

· Business development for rural sanitation

· Pro-poor support, subsidies to achieve “Sanitation for All”

This preparatory email discussion was not only meant as a warming-up for the workshop for those who would participate, but also as an opportunity to share with and learn from those who could not participate in the workshop. In total 92 people from 17 countries participated in the email discussions.

Discussion on each topic ran for a week, on the basis of which a summary paper was developed and shared among the participants of the workshop to further discuss and develop ideas around sanitation supply and finance.

Topic 1: What are the roles of private and public sector in achieving rural sanitation targets?

Of course context matters. In Bhutan and in Humla (mountains of Western Nepal) there is hardly any presence of private sector in rural communities. According to Katak the involvement of the private sector in Nepal is hindered by the limited demand for sanitation practices in rural areas and transport issues. In Bhutan, says Kencho, “the approach to business is sort of “if you want, come and buy – it is your task to come to us” rather than going out and market the products.” In contrast, in Eastern Java, Cambodia, Vietnam and East Timor there are large numbers of small suppliers and family enterprises active in rural areas. 

A commonality is that basically all participants consider “rural sanitation demand creation” a public responsibility. This can be done through promotion, social mobilisation (everybody), district awards for sanitation (Ari Kamasan from WSP Indonesia)  and/or by legal enforcement of household sanitation as suggested by Heino from SNV Cambodia. In relation to the latter, John Collett from SNV Bhutan suggests a swift of mind-set from sanitation as a stand alone to an integral part of house construction (and thus as a part of housing guidelines, training for builders etc etc.). Also, Mai Hoang from Vietnam, believes that there is a huge market potential in Vietnam if government targets are to be taken serious. This might even be a motivation for private sector to become (partly) engaged in demand creation and promotion.

Other roles that most of you consider public responsibility are:

· The research, development and training needed for offering a range of sanitation options attractive to different segments of rural households.  Vanny from SNV Cambodia gives examples of the introduction of a number of technology options (not so much for sanitation) by external NGOs. Also in Cambodia, in spite of the large number of small enterprises, affordable sanitation options are still very limited (starting commonly at 250 USD), so clearly options are not developing by itself.

· The improvement of information flows, outreach, linkages and to a large extent also building trust between consumers and providers. Raj from SNV Bhutan tells how the programme together with Health assistants and local governments build “trust and confidence” between suppliers and consumers. Ari mentions the key role of the Health centres as a trusted and credible source of information for people in Eastern Java, and Dinesh from WaterAid mentions the role of Integrated Community Health Care workers in East Timor. 

· Improvement of market efficiency and reducing costs. This relates to (high) transport costs and (low) volume of orders in most rural settings. It is mentioned as a barrier by Padam from SNV Nepal, however, Bimal  is “not fully convinced that remoteness is a major factor creating problem for improved supply chain. For example beer, coke and alcoholic drinks are available in every district headquarter because there is a market.” Kencho agrees, the key issue is that the people better understand the benefits and “that payments can be arranged for a suitable time when the rural communities get cash, eg: after a harvest season”. The issue of remoteness is taken up by the team in Bhutan by engaging local governments in bulk orders. It’s also taken up as an issue by the project in Eastern Java though the introduction of the one-stop-providers model and the facilitation of alliances with manufacturers to bring prices down. We will come back to this in the second discussion topic.

· Vanny and Raj both feel that quality assurance is a public responsibility, while Ari shares the expectation that the recently created association of one-stop-providers will play a role in accreditation and assuring quality of services. Similarly but in different words, Suchana suggests that the public sector should monitor performance of private sector providers. 

· Dinesh writes that in East Timor, public sector purchasing from private sanitation entrepreneurs is seen as  way to help the entrepreneurs expand their business and build momentum.

· Changing the attitude and perception of entrepreneurs about the size (=demand) and profitability (especially transport costs) of the rural sanitation market. This is mentioned by Raj who explains that most entrepreneurs do not see sanitation as a profitable market. Also the SNV Vietnam team found that for most professional entrepreneurs, rural sanitation is only a tiny part of their work, not the most profitable one, and they are reluctant to invest in outreach to remote communities. The lack of profitability might also be real however, making a market-based solution not possible without improving market structure and reducing costs.

· Regulation; policy formulation and enforcement say Kencho, Katak and Hom Nath. Ben Cole also agrees about this role as public responsibility but insists that it should be supported by long term strategies and consistent increase in resource. Likewise Heino argues that the overall strategy for sanitation must be a public one, and the goal of such a strategy should be to overcome the economic limitations in the field of sanitation.

· Refrain from market distortion says Bimal in relation to the current practice of government supplying the sanitation material which is often below the market prices or even free.  

· Another role that should always be public according to Suchana is to ensure access for all and attention to gender specific sanitation needs. This is not a responsibility of the private sector, as the government is the duty bearer of the right to (water and) sanitation. We will come back to pro-poor support mechanisms in topic 3.
· Development of PPP (private public partnership) is another role that Mai from SNV Vietnam thinks should be taken up by public.
With so many roles for the public sector in developing the sanitation supply chain, one of the emerging questions seems: “Is there really a market-based supply chain for rural sanitation developing or is this just a temporary/ artificial thing?” A market-based solution would be one that continues to exist after government or NGO support is finished.

a. Heino questions whether the conditions are in place for market development. From an economic perspective rural sanitation is “a public good with negative externalities”. Meaning that even if households invest in sanitation they still suffer the consequences bad sanitation practices by their neighbours.” He believes that only if a good public framework is set that overcomes these externalities, for example by enforcing sanitation standards in a sensible way, markets will develop. In absence of that, market development is artificial, and he wonders whether it makes sense to invest public funds in private sector development as long as conditions are not there for (sustainable) market development.

b. Raj asked whether there is a market for sanitation hardware in the long run, or whether it’s only just a one-off thing. In Lhuentse district in Bhutan, there is now an accelerated uptake and sales of ceramic pans, cement and pipes. Over the past 2 months almost 40% of households have purchased hardware. Will there still be a profitable market after almost all have installed toilets? 

c. Dinesh seems to point to a similar issue. WaterAid in East Timor is very encouraged to see that “most people are buying sanitation components and demanding TA to install them”. However, the prices are not going down by market forces. “We are struggling to convince [the entrepreneurs] to bring down the price to enjoy the benefit of economies of scale.” Perhaps the entrepreneurs do not really believe in a large long-term market? See also the comments above about “changing the attitude and perception of entrepreneurs”.

d. Even in the very good examples given by Ari about East Java, it looks as if there is not really competition emerging among “one stop service providers”. Do they have the monopoly in their area? How are prices defined?

Personally it makes me wonder whether we have already any evidence in our sector of long term, profitable, competitive rural sanitation markets….

Ben Cole shares his experiences from Australia: “I’ve observed how a robust private sector can support the development of an appropriate regulatory environment. The private sector (with support from Universities) has spearheaded the research and development of innovative, environmentally responsible and cost-effective rural sanitation systems e.g. composting latrines and reed-bed systems. Without a strong and informed private sector the level of innovation in the sanitation sector would have diminished, and potentially, led to the development of inappropriate and ineffective regulatory systems.”

Finally, there has been a difference of opinion on whether the private sector can and will provide sanitation services for the poorest households. Ari writes that “demand creation will provide opportunity for any providers to tap into the market ... also create innovation and competition to also reach the poorest segment of customers.”  Padam asks whether perhaps “different levels of support and subsidy for latrine construction have been the depressing factor for strengthening the supply chain and private sector development” in his area. Also Vanny mentions the need to be careful not to distort the local market by subsidies, though she also recognises that the market does not reach all and the complexity of good targeting of support. Dinesh mentions fully subsidized latrines for low income communities in East Timor and Hom Nath mentions that in Nepal in rural areas, sanitation materials are supplied by government and non government bodies free of cost.
Subsidy issues are also addressed by other participants. Bimal mentions the recently developed National Sanitation and Hygiene Master Plan 2010 (Nepal) which has made a provision of reward or incentives for declaring “open defecation free” community, VDC or district instead of providing subsidy to individual households for toilet construction.

Topic 2 To what extent and how should private sector development for rural sanitation be supported?

In this second topic we have tried to look for a market-based solution to overcome rural sanitation supply limitations. We asked you to comment on 3 possible business models:

a. The one-stop-shop model

b. The micro-franchising model

c. The network model

(please refer back to the introduction to this topic for the narrative on the models)

We also asked you about the use of public funding in supporting the set-up and development of rural sanitation business. 

Which  examples did you share?

By far most examples were about the one-stop-provider model in one form or another. 

· Christine from IRC told the story about  UNICEF and government supported Sanimarts in Bangladesh that later were replaced by spontaneous initiatives of small local entrepreneurs. Perhaps it was an unsuccessful business model, but apparently a successful process of market-based sanitation business development. The merit of the Sanimarts in the process was that they created the awareness among the local entrepreneurs that there was a rural sanitation market.

· During first topic, Ari Kamasan from WSP Indonesia shared the experience of the one-stop-provider in Eastern Java with the objective of  simplifying the purchase for households by: providing advice about latrine options, supply materials and services. The provider has better bargaining power with large hardware stores, because he/she buys larger volumes.

· Jackson Wandera from SNV Sudan, responsible for WASH in Eastern and Southern Africa, mentions different one-stop-provider attempts by NGO’s and government in his region. Either by providing seed money to entrepreneurs to stock sanitation and hygiene products in their hardware shops in rural towns, or by assisting masons to initiate production and marketing of slabs. He shares that many of these shops have not sustained the line of business over time.

· Both Dinesh from WaterAid Australia in East Timor and Padam from SNV Nepal in Humla shared incipient activities to set-up one-stop providers by supporting a selected entrepreneur in their areas. 

The different examples seem to be relatively recent and at small scale, which makes it difficult to say something conclusive about the sustainability of these models for “market-based solutions”. In a way it’s surprising, because the one-stop-provider idea has been around for some time (with variations of course). Sanimarts started in 1993 in India, and there was a small scale example in Nepal in 2003 which was not taken further. Kencho also mentioned the use of this model in the agricultural sector. It makes me wonder whether there is any comparative analysis available... (please share!)

We only have two people who mention examples of the network model:
· Ari Kamasan mentions two examples from Indonesia. One initiated by a school teacher who set up a savings group for sanitation and linked this to local retailers providing discounted materials and flexible payment terms. An important feature was the emphasis on transparent decision making by the community itself about suppliers. The other example of the network model from Indonesia is the collaboration of local leaders and business men with the health centre, linking the sanitation business closely to sanitation demand creation processes (CLTS). (Is this correct Ari?)

· The network example given by Christine seemed to have evolved from the one-stop-provider model. In the example from Quang Nam and Thanh Hoa provinces in Vietnam, she says, the process of transformation of local hardware shops into local contractor businesses went quite natural with minimal support. Only training and advice from IDE was given. However, later she also mentions that behind that training was DANIDA funded market  research and latrine design. A characteristic of the hardware shops/ contractors she says, was that they did not do only sanitation. Sanitation would be about 10% of their overall business.

Very little information is given about the external support that was given in setting up and developing these examples. It does appear however that all were developed with some support, be it from DANIDA, IDE, UNICEF, WaterAid, WSP or SNV. 

No examples were given of the micro-franchise model in rural sanitation. I do think that the SNV biogas model and the IDE Cambodia’s easy latrine, have some relation to a (subsidized) micro-franchise model, because of:

· the use of a standard, validated product, 

· with standard services & marketing activities, 

· all delivered through local small entrepreneurs. 

In Cambodia, with IDE support for design and marketing, the entrepreneurs market and sell a low-cost do-it-yourself latrine. (You can see the IDE/WSP video on YouTube, it’s 9.38 min., following this link: http://sanitationupdates.wordpress.com/tag/cambodia/  with apologies to the colleagues in areas with low-speed internet access.)

What do we think will work in our countries and why?

Not many of you commented on what could work in your country. 

· Dinesh suggested the one-stop-provider model because it avoids institutional complexities. He also sees risks in service delivery& quality, and therefore the need to promote competition among one-stop-providers.

· Kencho from SNV Bhutan does not have much faith in the one-stop-provider model. He does not believe it would be viable in Bhutan. He feels the network model or micro-franchise model has better chances of success because it links with the larger shops in town.

· Also Ruud from SNV Congo feels the network model could be the most appropriate, as it builds on the capacities of local people linking them.

There was not much analysis in the discussion about what could work where and why. Ari Kamasan suggests that the choice of a business model should be related to the development stage of the market. He describes two different stages:

1. Just moving away from OD; the demand is for sanitation; simple pit is applicable: do it yourself or network model would be most appropriate

2. The demand has evolved to demand for a certain type of technology or simple pit is not viable: one-stop-provider sanitation seems to be viable

Though we could ask many questions about this distinction [1], it is a step in the direction of trying to understand what could work where and how. There may be more factors that influence the applicability/ viability of one or another business model. Dinesh suggests that a micro-franchising model may be a next step once a few promising entrepreneurs stand out. So he relates the choice of a business model not only to the demand, but also to the capacities of entrepreneurs in the area.

What do we think about public funding for the set-up of market-based solutions?

The question remains: how much public funding should go into this, under what conditions and how to know what’s working? Particularly relevant when, as most of you showed, sanitation business development is a process, but how do we know whether it’s moving in the right direction?

· How much? We actually do not have figures on how much it takes to promote the different business processes/ models mentioned above.

· Under what conditions?

· Heino from SNV Cambodia argues that use of public funding is only justified when the programme aims to contribute to public health and for that it should be aiming at universal coverage .  Also it should be part of a broader rural sanitation strategy, not an approach that builds exclusively on private sector delivery.

· Saengroaj from USAID RDM for Asia, suggests that the condition is not only related to public health as such, but also to “further sustain development impact”, thus contributing to sustainable coverage. Public health over time?

· Kencho suggests that public funding should be invested in certain aspects of sanitation business development, such as market linkages, awareness creation and bringing private sector in. He does see risks for too much of government involvement as well. Also the Bangladeshi article that Christine cites, mentions that entrepreneurs preferred non-interference from authorities.

· Dinesh believes that the public sector should support sanitation business development to the maximum extent, at least in the establishment phase.

· Lucia from SNV Asia suggests to blend public and private investments, bringing different stakeholders together. She also says that even if the demand is limited, there is still a market. 
· Ruud says that in DR Congo there is no tradition of private sector involvement. In the single national programme that deals with rural sanitation and water, sanplats are for free, as is the pit lining by local masons if needed. The big challenge is sustainability.

· What’s working? I think that we have no clear criteria to assess what’s working. Sales at a certain point in time, while encouraging, do not (yet) predict sustainability. 

 [1] The question is of course to what extent these are really distinct market stages because communities and districts are not homogeneous. Also, we have seen areas where the majority of people jump from OD to a pour-flush latrine. So much for the sanitation ladder... 

Topic 3: What pro-poor support mechanisms can help to achieve “Sanitation for All”? 

For this topic there were 3 questions:

1. Why focus support mechanisms on the poor? (considering that our objective is universal coverage)

2. Which subsidy mechanisms do you know from experience (in your country)? What do you consider to be the most appropriate?

3. What do you consider to be the most appropriate targeting methods in your country’s context? (and why?)

Ad 1 Why focus support mechanisms on the poor? 

To this question you gave 3 types of answers:

· Because the objective is public health and we want to reach universal coverage said Barun from SNV Nepal.
· Dinesh from WaterAid Australia in East-Timor said: Because the poorer people have less purchasing power, less exposure beyond their communities so less access to information and because it might create social pressure to well off neighbourhood to build latrine as well.
· Because the ways current sanitation programmes are implemented is often excluding the poor says Socheat from SNV Cambodia. For example because sanitation programmes target accessible villages, people who have land, ask own contributions from people.

· Govinda from SNV Nepal mentioned that targeting and support to the poorest people is a government commitment in the existing plans and strategies on sanitation. So it’s an obligation.

This all justifies giving special attention to support mechanisms for the poorest households. It seems that we agree, but the question is how to do it...

Ad 2 Which subsidy mechanisms do you know from experience (in your country)? What do you consider to be the most appropriate? 

In the kick-off note on this topic, I mentioned 3 possible channels for subsidies with public finance:
1. to households

2. to communities or VDCs/ communes

3. via providers

However, most of your argumentation on whether or not to public funding should be used for subsidizing sanitation, are centred around the idea of subsidies to households. Most arguments were given against subsidies, but you did not always fully explain your point of view, so please correct me if I’m wrong:
· If we introduce support mechanisms (subsidies) for the poor, the concept of CLTS will be destroyed (Syvibola from Plan Cambodia)

· Most subsidies do not reach the poor households in practice due to badly conducted local information processes (Christine) or badly conducted targeting processes (Syvibola)

· Non-poor people get themselves enlisted as poor households and receive subsidies unintendedly (Christine)

· There is not enough money to serve all the poor households (Christine)

· Subsidies affect other programmes in the area that require participation (Syvibola)

· Subsidies distort market development (Christine, also mentioned by Bimal from SNV Nepal in an earlier topic)
Still, in most countries subsidies for sanitation are a reality, either to households, or to communities or to providers. Also, most people feel that there should be some support for poorest households in order to reach universal sanitation and equity goals. 
Below the examples of different forms of subsidy that were mentioned:

	Funds directly to households:

	a. In the form of up-front cash
	Syvibola mentioned a contribution of a certain % of the costs of household latrines in the case of Cambodia.

Bimal explained that this form of direct support to households is not allowed in Nepali policy (though it sometimes happens in the case of sanitation). 

	b. As vouchers
	Nobody mentioned an example of this.

	c. In-kind (as materials)
	Padam from SNV Nepal mentioned that about 42,000 USD is given in materials in Humla district.
Syvibola mentioned that in Cambodia the materials for the underground structure are provided. Barun from SNV Nepal also mentions material support in the Oxfam programme in Nepal. This was given after social promotion. Govinda points out that support in-kind only works if the households receive the type of materials they are interested in. (you need to know their aspirations).

	d. In cash after construction (this could be called out-put based)
	Not mentioned.

	e. Subsidized credit 
	Both Barun and Govinda mentioned the Sanitation Revolving Fund Loan for the case of Nepal. Barun explained that with Red Cross this money was given on the basis of wealth ranking done by the water users’ committees. Govinda explained that in his area it did not work because the release of funds was too slow, targeting took too much time and the sanitation process lost momentum.

	Funds flowing to communities or VDCs/ communes:

	f. Via earmarked public funding for sanitation going to local government levels
	Christine gave the example of a pooling systems in which all different funds are combined and the support mechanisms are implemented by local governments. Also Govinda mentions that in Jumla, the local government agencies implement a hybrid type of subsidy mechanisms depending on the resources available.

	g. As Post-ODF awards (not-earmarked) awarded to communities (or local government)
	A lot of examples of ODF awards from Nepal by Padam, Barun, Bimal and Govinda. They all question how the money is used and whether it’s the most appropriate way to support sanitation. Money is either given to each household equally or used in an ODF celebration. Barun says: “We can save enormous money that supposed to spend as reward, if we could find out the proper pro-poor households those need to be supported”

	Supporting funds going via providers:

	h. Output based incentives to providers (for example for serving certain more distant geographic areas)
	Not mentioned

	i. Subsidizing a certain (low-cost) technology so that providers will sell that option at a lower price
	Christine suggested this as an option that could overcome the problems associated with subsidies mentioned above.

	j. Subsidized credit for providers, so that they can give (cheaper) credit to households
	Not mentioned


Syvibola said that the preferred option would be cross-subsidies within the communities (in which richer households support the poorer ones). This option is not included in the table since this is not public funding. Funding is often channelled via the utilities. This option is often mentioned when dealing with water supply; it may be less feasible for sanitation services.

In order to make optimum use of existing financing mechanisms, the following requirements are needed: coordination and harmonisation in the area to make sure that demand creation is done first (Socheat). The contributions from Nepal all mentioned the complexity of dealing with different parallel subsidy systems in one geographical area, and the need for harmonization of approaches. As Barun said, that does not imply a one-size-fits-all, but transparent decision making. Bimal argues for more decentralisation of the decisions about support mechanisms:  “I am in favour to make local institutions more accountable and capable to make their meaningful decisions and implement effectively.” Local governments should be able to enforce the agreements in the district sanitation plan, so that none of the external organisations goes against it. 

Ad 3 What do you consider to be the most appropriate targeting methods in your country’s context? (and why?)

Many mentioned the need for targeting, because public funding is always scarce. Also much of the sanitation investment so far has gone into blanket subsidies, which is simply not scalable. Regarding the targeting methods mentioned in the kick-off document, you mentioned the following:

· Padam suggested geographic targeting (you support all households in a particular selected area), arguing that among the World Asia is poor, within Asia Nepal is poor, within Nepal Karnali region is poor and in Karnali Humla district is poor. 

· Means-tested targeting (on the basis of a survey, you define which households belong to which wealth classes.) was not preferred by any of the contributors, but is an existing practice in several countries. In Cambodia there is ID poor. In Nepal the Poverty Alleviation Fund (PAF) has prepared a data base on poverty mapping, but it’s often outdated. Dinesh mentioned the three criteria used in East-Timor: female headed, disabled, and households with no income (such as no farm land). 
· Community-based targeting: (selection of the poorest households on the basis of participatory decision making by the community). Most of you preferred some form of PRA, because you feel it’s more up to date and giving decision making power to the communities. Many mentioned that good facilitation skills are needed for this. Few questioned the influence of community level power relations on participatory wealth ranking, and whether or not programmes are capable to ensure good facilitation skills at scale.
· Nobody mentioned self-selection as a targeting method.
Bimal suggested that the best way is to build on the existing targeting mechanisms, making those processes more transparent and inclusive. It is not very cost-effective if every sector (health, WASH, education etc) does its own targeting.
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