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The Link Between Investment in Water and Sanitation and  
Economic Development 

  
What link is there, if any, between economic growth and investment in water and sanitation?  It is 
generally assumed that improved provision of water and sanitation automatically stimulates economic 
growth. However, UN-HABITAT’s new report Achieving Global Goals in Small Urban Centres: Water 
and Sanitation in the World’s Cities (2006) cautions against this assumption.  
  
Numerous case studies are presented that demonstrate the linkages between economic development and 
improved supply of these services. On the one hand, the studies show that economic growth provides the 
context that allows for better provision. On the other hand, they demonstrate that though improved 
provision is essential, it is however not the only determining factor for economic development. 
 
Much more important is the competence and capacity of local governments including their accountability 
to residents within their jurisdiction and their willingness to support appropriate solutions. The report 
concludes that what is needed in all instances is a local government that supports what is possible and 
appropriate to local circumstances. 
  
Infrastructure development and economic growth 
The report emphasises the link between infrastructure development and economic growth in small urban 
centres. It cites many examples where urban centres have developed thriving economies and become 
instrumental in the growth of outlying areas.  
 
In general, the contribution that improved water and sanitation provision makes to economic development 
has to do with uplifting users’ health and hence their capacity to engage in productive activities. In 
addition, access to water and sanitation is important for proper functioning of enterprises in small urban 
centres. Closer proximity to water sources reduces the time necessary for fetching water and improves the 
lives of women who are traditionally charged with the responsibility of fetching water for entire 
households. 
 
Improved provision has also the potential for contributing to an increase in households’ incomes in small 
urban centres. The report points out that lower cost of water and less time spent on fetching water can 
mean that disposable incomes are higher. The additional income can be spent on non-farm productive 
enterprises or on goods and services which, in turn, may spur local micro and small-scale enterprises. 
 
Some specific case studies include improved access to water promoted home based small-scale 
manufacturing, including rattan and bamboo woven products, in the Vietnam’s Red River Delta and 
China’s Eastern Region. Such access also encouraged peri-urban agriculture in small towns in India, 
Ghana and China. 
 
 



 

 

A cautionary tale 
As a cautionary tale, the report details a comparative study of two urban centers in Uganda that shows 
that economic development requires more than investment in the water and sanitation sector: It requires a 
comprehensive urban development strategy organized by a far sighted local authority. 
  
Wolubenzi and Lugazi, two small urban centers in Uganda, are similar in most respects. Both have 
resident populations of about 20,000; are approximately 50 kilometres from the country’s capital, 
Kampala, and have a similar economic base which is dominated by small and micro-enterprises (SMEs).  
 
However, this is as far as the similarities go. Whereas Wolubenzi had a recently installed piped water 
system, Lugazi had not. In addition, with concessional funding from the World Bank, Wolubenzi has 
been able to subsidize water supply from ground sources thus making it cheaper for its residents. In 
contrast, Lugazi residents fetch water from springs or from enterprises run by vendors at a much higher 
price than what kiosks in Wolubenzi charge.  
  
The report says that as a result, water supply is no longer a concern of SMEs in Wolubenzi. However, 
water quality and quantity is still a constraint in the development of SMEs in Lugazi. However, apart 
from reducing constraints, the studies found no evidence that improved water provision in Wolubenzi has 
stimulated economic growth. 
  
These Ugandan cases indicate that other factors –e.g. the level of governance, investments in general 
infrastructure development linking urban centers to markets- are also instrumental to economic growth in 
small urban centres.  
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