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PETER DAVIES. Good afternoon. 1'd like to ask everyone to take their seats
please so we can start the afternoon session. Before we begin this afternoon’s session |
have a small piece of housekeeping here. One of the things that we want to let you know
isthat shown on the screen here there will be a Capitol Hill briefing and luncheon on
Thursday, and the focus of that briefing is“Meeting our Water Needs: Domestic and
International Opportunities.” And this briefing is sponsored by Senators Domenici and
Byron Dorgan, and it has been arranged that the participants in this conference are invited
to cometo that briefing if they would like to come.

The key thing, if you'd like to do that, isto RSVP by the end of the day today to
either the telephone number at the bottom of that screen or to the email address at the
bottom of that screen. We will have afirst-come, first-served attendance until the
capacity isfull. Therewill be three speakers. Erik Peterson will be presenting some of
the conclusions from today and tomorrow. Andrew Richardson, the president of the
American Waterworks Association, will be speaking, and Chris Godlove, who is the
project manager of the Watergy project, will aso be speaking.

So we wanted to get that information. Thisisin the Dirksen Senate Office
Building in Room 106, and we'll have this information up here on the front table if you
don’t manage to get it off that screen in the next moment or so.

Before we go into the specific topics, I'd like to come back to our topic for this
afternoon. This morning we had a great set of presentations and discussion around the
guestion of why —why it is global water is an issue, why it iswe should or could engage.
This afternoon we want to focus on the what dimensions of the questions. We certainly
got into alittle bit of the “what” this morning but we're going to drive deeper into that
topic this afternoon. And relative to “what,” we want to understand what the solution
Space is: what can be done, where will we have the most impact, what are the highest
priorities? Clearly we arein atime of finite resources and so understanding not only
what but what impact and how to prioritize those impacts is an important dimension.

We have four speakers this afternoon and we will work through — the order will
be asis presented in the agenda. And so we're going to look at the topics of integrated
water resource management, at governance, at capacity building, and at the financial
resources.

So without further ado I’d like to start with our first speaker. Jerry Delli Priscolli
isthe editor in chief of Water Policy, which is a peer-reviewed journa of the World
Water Council. He has been the co-chair for the director general UNESCO’s World
Commission on Ethics and Fresh Water Management. He serves on the board of
directors for the World Water Council and the World Council representative to the
Vatican on water, and he has served for 30 years as a social scientist working within the
Army Corps of Engineers on thistopic. And he brings, therefore, a broad range of
perspectives, and today he's going to focus on integrated water resource management.



Jerry?

JEROME DELLI PRISOLLI: Okay, thank you. Thank you all. I'm very pleased
to be here. It was alittle bit of vagueness about how to approach, and | just saw the signs
saying “integrated water management,” so what | would like to do in the 10 minutes — 15
minutes or so is to present 10 areas that | think we could deal with the “whats” in. | hope

they are helpful.

Before doing that, there’s afew points | would like to make that help us engage a
little bit more in the “whys.” We heard about the gloomy arithmetic; we don’'t have to go
over that. However, we may not think enough about not just access to water but water in

Some of the Gloomy Arithmetic of Water

* 1.4 billion people lack safe water

« B0% of diseases camied by waler: 1 child every 8
saconds killed and 5-7 milion people annually: $125
billion in workday lesses/fyr

+ B0% of people lack adequate sanitation

o 0% of freshwater species near exdinction

+ TE% live in water stressed areas (less then 1000cm):
most in politically unstable regecns

+ Losing irrigated land by 30% in 2025 and 50% by
2050

+ 50% of people will depend on world markeds for food

v Asia; Over tewo thirds of population live in areas
where 80% of rainfall accurs in 20% of the year

disasters. When we look at
disastersin the world, we find
that floods are 58 percent of the
deaths floods account for, one-
third of the economic losses.
And what’ s really important is
that less than 10 percent of those
who suffer economic losses from
floods are ever insured. In other
words, it's hopeless for them.

We didn’t talk too much
about the issues of privatization
in the poor and they’ll raiseit up
because it’s behind all of these
debates. However, itisstill quite
mixed. We don’t have that many
cases in the poorest of the poor in
the private sector. Most of itis

what we may call the middle-income countries that are alittle bit below that, and it's
generally with afew international companies. And we do know that the poor pay a much
higher percentage of their income for water — in fact, so high that we wouldn’t stand for it

in this country.



Floods and Disasters (1988-1997)

= 25% of world live in
high risk of drought
and floods: Average §
annual losses now
over $40 billion

* Average Annual
victims from 19 to
131 million

« Economic losses 10

times more then L
1960s We didn't talk too
much about hydropower.
Only at this end of the table did we start discussing it. And Claudia brought it up in terms
of the potentials. But there’s 2 billion people who lack electricity, and electricity demand
isgrowing. Cheap or inexpensive electricity, if you don’t remember, is the keys that
opened up the doors for

When we look at
floods and disasters, 25
percent of the world live
in areas of high risk for
droughts and floods, and
these annual losses are
growing. The economic
losses are 10 times what
they were in the 1960s.

regiona development

Hyd ro pﬂwer across this nation and

+ 2 Billion People lack across much of the world.
Electricity and

electricity Demand is
growing

» Cheap Electricity a
traditional key to

+ Hydro Potential Used:
= QECD countries T0%,
- Africa 6%,
- Asia 20%,
- LA 35%

Let’slook at this picture of water distribution of services, the costs of services,
and where the money is coming from. Thisisfor the developing world. The absolute



Changing Distribution of Costs
of Water Services
(Developing)
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numbers — don’t get wrapped up with them, but think of the trends here. We see today
that the 75 hillion (dollars) investment and what people are saying is the 180 billion that’s
needed. What this representsis an increase in probably 20 percent — 19 to 20 percent in
municipal treatment, an increase in sanitation, a rather large decrease in agricultural

expenditure, and some decrease in drinking water.
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If welook at
what people are
talking about, it's the
sources of funds for

~ investment that are
being bantered about
at this point, and we
read the literature.
What it tendsto say is
that we will seein-
country private
investment go up by
20 percent,
international private
by 22, in-country
public by 36. Thisis
not absolute figures;
thisisin terms of the
relative number if you
were to invest the 180



billion — and bilaterals and multilaterals down. That, from the political science point of
view, isthe recipe for socia upheaval.

We see a changing distribution of costs for water, what it’s going to be used for,
and what are the sources. Water historically has meant agriculture. We have built up
irrigation. These are the powerful departments in the devel oping world around water.
We see them become the big losers; others become the winners, and then we see the
sources that people are talking about as alarger proportion of the private sector. If in fact
we're going to carry that scenario, we better be prepared for what may happen in terms of
socia unrest.

There are actually, in the world, many different models of private/public
partnerships. | won't go through all of these, but essentially this matrix shows on the left
that you can think of utilities as being managed — and they could be managed privately or
publicly. You could also think of utilities as being owned private and publicly. So the
one case we have in the world of privately managed and privately owned, of course, is
the cases that we saw in Britain. But most of the world isfar, far different from that and
they’ re somewhere in between, and these series of circles along that line are what's called
the French model, which is essentially many models of concession and leasing.

So when we start talking about this we need to understand that there are lots of
linkages of private and public, and it isn’t just a regulatory authority and the utility that
may be privately owned; it’s lots of other gray areas in between.

There is some debate about whether water utilities are the same as other utilities
when we're forming strategies. | think they’re different. This comes from the World
Bank and Claudia's colleagues.

Privale Invesiment in Infrazstmeiurs, 1987 - 2004

Rimire g World Bagl PP datshase



Look at the investments for hydropower, water and sewage. They're very
different than the kinds of private investment flows and infrastructure up to the year
2000.

Infrastructure matters. We've heard a little bit about it today from the Bank and
| others. | want to add two
pointstoit. Thereare
| f strong correlations
nirastructure PRES 1T, = between public capital
| g7 R M investments and
Matters @ s == e = movementsin the private
sector of productivity.
B el ik Thisis another way of
*Strong correlations between public capital saying, there is some
investment and movements in private sector Qgr'ﬂ'ig;‘rﬁ’t“imgﬁeﬂf‘:é
productivity set the terms by which
: people can be
«Ratio of non-structural/behavioral measures to entrepreneurs. They
: i e don’t haveto fear the
structural |.ﬂm.w| ¢S matters: . flood. They don't have to
oIf too high - extreme events can crack social fear the drought. They
system as leaders have no tools to respond do't have to fear the
A : accessto water. Their
o[f too low - ecological costs are too high lives have these things in
their delivery as
certainties; therefore they
can be entrepreneurs, therefore they can generate money and so forth.

s

In this debate between non-structural or behavioral measures — the structural
measures or storage measures — this is a debate that we in the West have, quite frankly,
fostered on the world and there are some good reasons for it. We may have overbuilt
here; we don’'t know. But if that ratio istoo high, extreme events could crack the social
systems. In other words, if in fact our main line of reaction to extreme eventsisto
change peopl € s behavior from authoritarian — we will change it at gunpoint —we could
crack the socia systems.

One of the reasons for engineering — in structural engineering — throughout
history I’ ve spent quite a bit of time with archeologists and othersin research on this
matter — one of the real reasonsis that decision makers need to turn to their water
engineers when something happens and say, do something, and that usually means, do
something with some structures. On the other hand, if it'stoo low we'll screw up the
ecology. Wewon't have awater system. We won’'t have the basic natural services
necessary to support ourselves, and we need to start thinking about how these things
interact.



Rainfall affects growth: the case of
Mozambique’s yr 2000 floods
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We saw
these statistics
about
Mozambigue and
rainfall and the
rest. The point |
want to bring out
about thisin terms
of the“why” is
that if in fact
variability is
accounting
between 25 to 30
percent of GDP,
andit'sa
variability that
comes—we can't
predict it. Even if
we could predict it
in these countries
— | mean, we can
but the countries
can't predict it,

they can’t deal with it, they don’t know how to react to it. So if 30 percent of the
variability of the GDP isin this category of unmanageability, how can you expect the
country to do anything called development, even if GDP is an imperfect figure —
whatever figure you want to use.
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Now, if you looked in our own country at flood damages — and I’ m bringing floods up
again because one of the reasons we built structures in this country and started a lot of the
economic development in the regions had to do with freeing people from the fear and
anxieties around flooding. Yes, flood damage has continued to go up and there had been
massive investments for a hundred years — almost a hundred years — federal and state
investments. However, damages as a percentage of the GDP do not go up. And what this
means is that in fact the economic and social activity is being carried out even under the
periods of stress presented by such disasters. Thisisimportant. Thereal issueisn’'t the
ultimate — necessarily the ultimate amount. It iswhether or not we can carry out the
social activity and not crack the social fabrics during such periods of stress because we
have put in place the management systems to deal with this.

Thisisfrom World Watch, so it’s not just the Corps of Engineers talking about
this, where you can see the economic losses and loss as a percentage of GDP. Well, the
richest nations, the losses are kind of — you can see that they are — we have large GDPs; it
doesn't matter. But take alook at the poorest nations. The losses as a percentage of GDP
due to the disastersis very, very high. Thisis a serious problem if we're concerned about
the issue of whether or not people can grow, even in their own ways, in their own
designs, and can be liberated from the fears and anxieties that keep them from being
entrepreneurs.

A word about the U.S. context, because we want to talk about U.S. policy. First
of all, the USGStells us that water use in the United States per capitais going down. It's



gone down in a period of economic growth and population growth, something that people
forget. Now, in order to do this of course we have spent a huge amount of money in the
United States. In fact, we don’'t even know the number of dollars invested when you look
at state, local, federal and everybody. And on top of that we have an enormous
regulatory structure. The history of the dollars —1 tried to throw some numbers up here.

The Infrastructure Gap

As a country's income grows, the amount of infrastructure increases
OR
as the amount of infrastructure increases, the country’s income grows?
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They’re just enormous so we don’'t have to go through them, except let me leave you with
one thought. The environmental communities tell us that even with this huge trillions of
investment, we still are not meeting what we need to meet to meet environmental goals.
We need about $23 billion ayear more. There are 100 countries without adequate
sanitation that have annual budgets of less than $23 billion and they have no investment
in that infrastructure that in effect allows the management of the variabilities.
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analytical, perhaps a

complicated slide, but
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Disasters Losses, Total and as Share of GDP, In the country, is that we want

Richest and Poorest Nations, 1985 — 99 jworld watch 2001
to look at trade-offs.

For example, the thing
called NED plan, well, if we did that we would gain all of these benefits that you could
see, but of course we would have these negative effects in the environment, which is EQ,
on the left. On the other hand, with a slight decrease, which became our recommended
plan, we could still capture alot of these economic benefits, and in fact contribute to the
environment. But if, in fact, all we wanted to do was contribute to the environment, we
would probably have little to no economic devel opment.
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Now, | didn’t give you the specifics of where this plan isand so forth, but it's
something that came — it’ s something in our own country. What | want to leave you with
is ultimately we talk about integrated management. Thisisthe kind of debate we would
like to have, and we would like to have it — if you remember the case that the World Bank
presented, which was the distribution systems were in place but they had drought and
floods and they couldn’t do anything because they couldn’t deal with the upstream and
they couldn’'t deal with theriver. Thisis the debate about how you dea with the river
which you put in place.

Our own aid in water —and I’ m sorry, Richard and others, because you didn’t
present what we're really doing. So just a couple of quick graphs, and you can correct
me if we'rewrong. But essentially, when we look at what we're doing in the United
States, most of it, of course, isin the Middle East and alot of it isaround really the
distribution level, or the sanitation and supply treatment, not much, if anything really, in
terms of what we would call planning. We have some in food security and somein
disasters.

So those are some things to hopefully set more of a broader base for discussion of
what we should do.

11



1. Start Building a New
Ideological and Ethical
Consensus on water

- Focus on the common ground of areas of what we should do.
engineering means and A First and foremost, | think
environmental ends. - we need to start building an

- Beyond equilibrium, status quo declogical, ethical .
am-l‘:I;'I presel;qruali&n notions ::II":I consensus. We haveto find
ecology to: e acommon ground betéveen

- Designing and Choosing desired [l __ Ll 33: psﬁrr%régtge:nnjsénwe
future Ecologies should stop talking about

environmental preservation

in the status quo. What
we'real doing is
essentially co-designing our
ecology. My organization probably spends more money than ailmost any other
organization in the world on what we call environmental restoration, and it’s not
restoration. It'sa public dialogue about what we want to design that ecology to look like
and can we have adaptive feedback mechanismsto look at it? That’s what happening in
the Everglades; that’s what’ s going to happen in coastal Louisiana. And these are
projects in the mega-mega billions.

Let'slook at 10

s
i

So before we start prescribing to others — and this came up today — we should start
understanding alittle bit of our own history. First of all, we should go beyond reaction
and reconstruction and mitigation to the avoidance of damages. We think about the

tsunami that occurred. It's

2. Understand our own history of water wonderful that wereact. | wasin

) severa countriesin Africa. I've
thﬂfE Wwe prESEthE tu ﬂtthE listened to our ambassadors tell
us how well we spent the $300
million in reaction to floods, and
+ Beyond Reaction, reconstruction, Mitigation TO we did spend it well and
avoidance of damages: (e.0. 2% relief funds-prevention)  accountable and so forth and so

+ Beyond Regulations to Public Planning and Technical on. But | aways ask the same

Assistance question: what did we spend in
' ! j [ f that $300
i |ﬂ|ﬂw[ale the notions of multi i]-urpﬂcEE uses and pr_ev_entl onout o
p|an|-,i|-,g -use AD as le*feragefurmis million? Zero. What do we do

in planning? Zero. What's going
to happen next time? Another
$400 million possibly.

+ Beyond Water as a Utility - Look at Water and Regional-
Macro Economic Development and Nation Building in
the U.S. (e.g. Columbia, Ohio, TVA, Miss., Missour,

others) . o o So we should start
+ Why do we proscribe Inter Ministenal coordinationbut ~ thinking of things like, for
do litthe here - Lessons: example, when we start
- Federalism- Egpar;gtim of powers contributing money to disasters
- High political - technical interaction we ought to put 1 or 2 percent to

some kind of relief funds that are

12



for prevention in those countries, so we get the countries starting to do what they’re doing
on the Nile: producing money where they’re talking about distributing benefits and
preventing what could happen next.

We need to go
beyond just regulations to

3. Reformat Messages and Conflicting Jpsquesge oublic

Perceptions we are sending, e.g. planning and technical

Keep water resources condition
“natural”- Structures are bad

Control population but reduce

assistance. We need to
invigorate these notions
of multiple purpose uses
and useour ad asa

' leverage. Our aid is not
. pf‘.weﬂ!.r . 4 n v going to build, alone,
Privatization Is 8 multipurpose projects, but
the solution : it could do alot to

: contribute to leverage of
External funding as people thinking about

LT R GO S 0w you desl with the
reducing the 72170 &% S ERATE  multiple purposes of

g FLo 4 water upstream.
revenue GAP P

| = We need to go
# L I beyond looking at water

asautility. We need to
look at it inits regional and macro-economic development and nation-building efforts.
When you look at 200 histories of the United States, of this continent, | would contend
that the subsidies and the investments in water, the story they tell isreally a story about
nation-building and keeping regions together. Thisiswhat’s happened on the Columbia,
the Ohio, the TVA, the Mississippi, the Missouri. There'salot of warts. Therearealot
of things we do differently. But the overall picture of keeping a nation together, of
generating enough regional development isthere, and it'svery clear and it’s a great
success. And let me tell you, most of the rest of the poor world understands it, the ones
that at least have come and spent some time thinking about water.

Why do we prescribe, for example, inter-ministerial coordination and we do little
here? Well, what we know, we need to have better coordination. It would be nice if we
had water policy and so forth, but we should think of our own system. We talked about a
tradition of states' rights. It's more than atradition; it'sthe law. We start with state
ownership, but we're not the only ones. Many federal countries —go work in Chinafor a
while and talk about the provinces' influence. Go work in Brazil for awhile or other
places where there is federal and provincial authorities. We perhaps ought to start
thinking about strategies where we link what we' ve done with eight or nine other major
countries that have what we would call federal assistance. They may have a different
name, but multiple sovereignties dealing with different types of river basins.
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But despite al of this we have a high interaction between the political and
technical, which iswhat we're trying to achieve. It's very messy for those of usin the
water field, so we need to start thinking about this linkage to the political culture againin
water. We need to reformat the messages and conflicting perceptions we' re sending.
Thisis number three. Here are some examples. We say to people, keep the water
resource conditions natural. The structures are bad. On the other hand we say, control
population but reduce poverty, but we also say privatization is a solution. External
funding is a solution to reduce revenue gaps, and we could go on. These are conflicting
messages. We need to start thinking about what kind of messages we want to put out
there.

Four, we need to be _
N LRCEIRGEIREIC A EE (MR cloar that water infrastructure is
- 2 necessary to eliminate poverty.
is Necessary to Eliminate Poverty Yes, we do need to build
infrastructure. No, we don’t
't need to do it exactly the way
* Yes - Build infrastructure we did it before. We should be
» No - not exactly as we did it including the lessons we' ve
. . learned and costs, particularly
Includg Iesspps Igame-:l on costs: about ecology, in designing
design mitigation and ecology these into infrastructure design.

into infrastructure We keep water MDGs

* Keep water/MDGs visible - use UN and the rest visible, perhaps use
decade Water for Life and other means the U.N. decade, Water for

to monitor progress. Life, as a means to monitor
this, because after al, the U.N.,
as awhole, has passed this and
it will bein place for 10 years
and they need something to do.
Reconnect water as avita tool
for economic and social

5. Reconnect water as the vital tool for  development. Soweneed to go
economic and social development - gneye‘;g?;;iga;:ggén right or as
go beyond water as human right, as -
an ecological good, efc. What I'd like to say here

isthat the governance structures
~ Investigate the minimum platform of water resources  and the potential infrastructure

infrastructure & insfitutions to achieve water cost financing options and the
security.. consequences of inaction are
- Governance structures, potential infrastructure very, very important. Primarily,

we need to think of this asthe

_c::nt:;:nanclng options, consequences of joint creation of benefits versus
I - _ fighting over the flows. And we
- Transboundary opportunities and actions...

- Promote the importance of achieving essential water
security for suslained economic growth and poverty
eradication
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need to investigate and take up the
Bank’ s challenge about water
investment and a minimum
platform of investment. In fact,
that’s more than the challenge
because | would say that when you
look at our own history inthe U.S,,
we kind of even wrote that up. In
other words, there’s alot of
information and data in our history
that would support that hypothesis.

But | would go one step
further with our proposition for
water development. Reconnecting
water to development isa
necessary condition if we areto
avoid water-related conflicts
among the world's most vulnerable
and if we're to capture water’s

immense potential to build community, to mitigate the conflict, and to act as second-track

diplomacy.

7. More Focus on Public Agencies

* Engage our Public Agencies more directly
in our US water aid -in design and review
efc.

» More focus on public agencies reform and
capacity building

« Establish direct public to public: agencies
to agencies - relationships

- Technical and Decisions makers

Seven, we need to focus
more on the public agencies. |
know we're here at the sponsorship
of the private sector. Thisis not
anti-private sector. | applaud,
really applaud, this effort of trying
to look at technology. For years
we' ve been trying to get
technology into this debate. We
debate it asif there is none.
However, we need to be very, very
clear that much of this early
infrastructure, because of the way
financial markets work —this
discount rates are too high, the
payoff rates are too long —it's
extremely difficult to get financing
flowing into large-scale
infrastructure that’ s intense
construction. If it's not done right,

yes, we could just do lots of construction and never finishit. | know that. But thereisa
major public effort involved, and that’ s just the financing issue. But when you start
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looking at rights issues and cross-boundary issues and cross-jurisdictional, the public
notion comes out again.

So we need to focus more in the public agencies on how we reform in their
capacity building. We need to — from the foreign policy perspective of the United States,
we need to establish more direct public-to-public, or agency-to-agency relationshipsin
other parts of the world with other agencies. We need to start focusing on this.

| know many people in this room have tried with the interagency committees and
groups, and I’ ve been part of them for many years, and thisis not a blanket criticism but
it's an appeal, avery strong appeal. After spending a good deal of my life running
around the world in many of these agencies, trying to work with them, we need to
directly link some of that relationship, and it doesn’t have to be the federal government.
It could be the water department in California, with others, or the water department in
Michigan and so forth.

- A+ S i Eight, we need to
8. More Connection of oM draw the connection
F i b ater and
Water and Governance R’ S iipebsmiin s o
+ Understand water as humanity's "1 kg (gdak  \Water governance doesn't
leaming ground for building b |11 oy 1] Usalot. Water and

governance may tell usalot

community and as forming society

more. | think we should

- Connect Democracy and Mg s ' | connect democracy and
Institutional Capacity building to =",z " ingtitution capacity building
water AID programs A e into water aid programs. |

- Provides meaning to the civil in [ | thoway we dowaler
civil society and building the oot
democratic civic culture F.';r.l : ; participatory, will do more

- Facilitating partnerships and 4« “. 7 asalearning ground for
dialogue among professionals and B ] building the habits and
civil society fax experience of democracy.

. Old diol b | { In other words, the political
iPIoMmacy Nddequae ] culture of democracy, not

- Need mulitlateralism, donor 7. T the organizational aspect —
coordination, water alliances and the political culture,
nellllllurks |:E-|; GW‘P’ becau% p60p|eWI|| dO It

They’ll participate because
it means something. And after they do it and after they understand it means something,
they have then started to build that very basic experiential dimension and learning that’s
so important to them, and water is a natural force, but I’ll tell you, | have alot of trouble
talking about connecting the aid programs on democracy and institution building and
water that just don’t meet.
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Water provides meaning to the civil society and building that democratic culture.
And as we said earlier today, we do need more multilateralism and especially with all
these different networks that are developing, like the Global Partnership and the World

Council and the other partnerships.

9, Beyond Water to Financial and others
+ Water People are not going to solve this

water crises

~Water not being prioritized within

countries

~There is increased awareness of costs

and problems but demand for
infrastructure is low

~Will not be solved by external money - it

means intemal reforms

~Need to look to finance ministers and

macro economic and social

development picture and water

10. Water Decisions = Ethical Decisions

v Water debates mirror debates of social

ethics

~ water as a comman good
—water and human dignity
~water as faciitator of well being
- rights and responsibilities to access
- water and social justice
~wealth generation roles of water

+ Water as symbol of reconciliation,

healing, regeneration | "]

e
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Nine, we need to move beyond
the financia to other areas. The water
people —and | am criticizing myself in
a sense here — the water people are not
going to solve this. We've talked alot
about it, we've defined it, we've said a
lot about different things in the water
crisis, but water is still not being
prioritized in many countries. There's
an increased awareness of the cost and
the problems but there’s alow demand
for all sorts of infrastructure. Soit’s
not going to be solved either by
external money. Almost everywhere
in the world where we' ve had
development and had water
infrastructure, it's come from within
the countries. So we have to think of
the external aid alittle differently. It
isn't going to solve the problems.

So we need to look to the
finance ministers, the macro-
economics, the development pictures.
And our own case and our own history,
the big development projects occurred
not because the water people said it
was a good water policy, not because
the water people raised it, but because
they understood and were asked how it
is that you can help people move out of
poverty, desperation, and do things by
using the water.

Finally, water decisions clearly
are ethical decisions, and the water
debates themselves mirror the debates
of social ethics. And when you look at
most of the debates in socia ethics,
you' |l see several dimensions but these
always crop up: water is acommon



good, the notion of human dignity and water are clearly linked, water is afacilitator of
well-being, the rights and responsibilities to access, water and socia justice, and the
wealth generation roles. It's no mistake that every faith-based — mainstream faith-based
religion we know about has used water and uses water as a symbol of reconciliation,
healing and regeneration.

So let me conclude with a note on this. There' s an ancient Chinese character
describing water
management,
Water management (and water reform) is and it has two
pieces. Thefirst
ALWAYS political..... is a character for
river, which you
Ancient Chinese Characters describing water see; second &
character for
management dike or alevy.
And you would
think if you put
those two
figures together
and had one
word that that
word would be
something like
water
management or

Political [csdue
TUTO lra ' policy, right? It
rver dike P e politica

order oy

Thank you.

MR. DAVIES: Thank you very much. (Applause.)

Okay, following the format that we used this morning we' re going to have al of
our speakers share their thoughts before we go into discussion. So the second speaker
will be Jacob Scherr. Jacob comes to us from the Natural Resources Defense Council
where he is a senior attorney and where he has worked since 1976. He isthe director of
NRDC'sinternational program and a coordinator for the NRDC BioGems initiative. He
founded the Earthwatch Summit in 1992 to monitor national implementation of the
commitments to sustainable development that were made at the 1992 Earth Summit with
aparticular interest to those related to water. And Jacob is going to comment on
governance and related issues.

18



JACOB SCHERR: Thank you very much, and | really do enjoy the opportunity
to be here. For those of you that have looked at my background you' |l see that I’ ve, over
the course of my career at NRDC, have worked on an extraordinarily broad range of
issues, and | think over timeif I’ ve become sort of an expert on anything it’sreally the
guestion of sort of political will. So in some ways my talk segues very well with the last
speaker because what I’ m going to be talking about is the question of how do we trandate
international commitments to providing particularly safe drinking water into concrete
results on the ground? And what | submit is that we need to start talking about these
issues and thinking about these issues in anew way. So let me begin.

| won't go over thisagain. We' ve already, this morning and again in the last
speaker, talked about the importance of providing clean drinking water, the costs that
we're paying as a global society. We recognize also that water can be a tremendous
source of conflict when there's scarcity, and as has been mentioned, there has been alot
of debate in public arenas on the issue of privatization.

It's not as though these are new issues. | think it’simportant to recognize that
we' ve been discussing, debating, creating international norms on water issue for amost
three decades now. We had an entire decade in the *80s devoted to international drinking
water supply and sanitation. It’s been the subject of a number of international
conferences. It's been an important element of other conferences that dealt with
popul ation development and sustainable development. So thisis an issue that has been
amply vetted at the international level.

It became quite clear, though, | think, to many of us that have worked in the
international arena, by the mid-1990s that the international conferences were not resulting
in the kinds of real changes at the national level — I think this was a cartoon that appeared
at the Rio plus five meeting where alot of people got the sense that we had gotten into
this pattern where national leaders would go to international summits, sign treaties, agree
to action plans, make grand pronouncements and then four or five years you'd look and
not much had happened.

And today | think this group in particular would be concerned with the
Millennium Development Goal number seven, Target number 10. |'ve seen alot of
iterations of this but as a global community in 2000 we set agoal of having, by 2015, the
proportion of people without sustainable access to safe drinking water and basic
sanitation, and | would submit that unless there’ s some sort of fundamental change in the
way we think about these problems and approach these problems, we're not really going
to make a dent in solving this problem and meeting this target.

Thisis achart that was pulled together by the WHO and UNICEF Joint
Monitoring Program for water supply and sanitation, and | think it’s interesting; | tried to
get more historical information, see if we could go back to 1980, and wasn’t able to do
that, but | think what’s significant here is two things. Oneisthat if you look at the total,
the final column, that while we brought improved water supply to about a billion more
people, the population has grown. So the reality istoday, 12 years after 1990, we're till
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abillion people short in terms of people that have access to, in this case, improved water
supply.

And the other interesting point is that the terminology seems to have been
shifting. For many years we talked about providing people access to safe drinking water
and now it's become sort of improved water. And so | think that it’s significant that
perhaps our goa in this particular area has declined and the whole goal is to provide
some sort of water infrastructure without really looking at the purity of the water that’s
being provided.

What' s really critical isthat in some waysit’s realy important that we stop
talking about these issues as global issues and really recognize that we' re not going to
meet the Millennium Development Goal unless there are action in these 16 countries. |If
you accept the 1.1 billion figure, 326 million of those people live in China; 168 million
livein Indig; 55 million live in Ethiopia; 47.8 million live in Indonesia and so forth and
so on. What we' ve chosen here are just the countries for which we were able, based on
current statistics, to determine that at least 10 million people in those societies didn’t
have access to safe drinking water.

So while we talk about it as a global problem, the redlity isthat it really isa
shared national problem, and | would submit that the key obstacle — the most important
obstacle to really making progress on thisissue, is the lack of political will. The principal
problem is not the absence of international commitments, it’s not an absence of
technology or methodology or an absence of money. And if you look at these pictures
here | think thisisinteresting. These were photos that were taken during the visit by that
odd couple Paul O’ Neill and the rock star Bono to Africain the spring of 2002, and |
think that was kind of — it was an important trip for a number of reasons. One, | think it
sort of represented the recent high-water mark of media attention to water issuesin
developing countries in the United States, and perhaps the high-water mark of this
administration’ s concern about global water issues.

And | think for those of you that followed the trip closely, | think it was really
quite interesting because Paul O’ Nelll went over there as a businessman, and then when
he was in Uganda he was told that X number of people didn’'t have access to safe
drinking water and that if we drilled bore holes that we could provide water for, say, up
to 300 people each. And he did avery quick calculation and he said, okay, if we drill
1,000 bore holesit’ Il cost us $25 million and everybody will have safe drinking water.
WEell, it was interesting because during the course of that trip you realize that it was more
than just the money; it was more than just the technology, that there were serious social
issues, cultural issues, and political issues that had to be overcome.

Unfortunately, the idea of taking Uganda and turning it into a model where you
can take $25 million and provide safe drinking water for everyone in this African nation
never really got anywhere. And in part, according to some of the reports, the problem
was a political one here where there was a concern in the United States that, wow, if this
project actually worked then all of a sudden everybody in the world would be lining up
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for American money, or there was a concern that if the United States actually said, we're
going to try and do this, that we would fail and that we would be embarrassed.

Let me point out that I’m not the only one who talks about the importance of
political will or the lack of political will as abarrier to moving forward in thisarea. Here
are just some few selected quotes — for example, one from the Global Water Partnership:
“If the political will is present, water policy can be transformed, but getting into a
position of political influenceisnot easy.” | guess anyone who's run for president of our
country probably wouldn’t disagree with that.

Let me point out, though —and it’sthe last one. Thisis aquote from the Christian
Science Monitor, because this is sort of looking at the country of South Africa, and from
an article that was written during the Earth Summit: “ South Africais one country that
seems to be well on its way in providing safe drinking water to its citizens.” Apparently
there was a decision after assumption of the government of Nelson Mandela that this was
going to be a priority to provide safe drinking water for all, and as of 2002, more than 10
million people had been provided with clean water and the prediction was that by 2008
all of South Africa’ s 43 million citizens will have access. And alot of commentators
looked at the situation in South Africa and they saw that what made it work was a
combination of political will, financial resources, and good management. And | would
submit that you have to have the political will first and then the others, | think, will
follow.

Let me say that I’ ve noticed — I’ ve been involved and engaged in international
summitry for many years, and | think what’ s significant was that Johannesburg was areal
turning point in international summitry. It wasareal turning point in the way the
international community deals with these issues. | referred to it as the “down-to-Earth”
summit. For those of usthat are interested in water issues | think there was alot of
enthusiasm for Johannesburg because there was such a high emphasis placed on water
and its relationship to development. It was high on the agendathen. | think | was
disappointed — | think many others — over the fact that while alot of the official
documentation talked about the water issue, when you actually looked at what the
national leaders said — each national leader was given his five minutes or her five minutes
to goin front of an international audience and talk about their priorities — not asingle one
of the developing countries leaders mentioned water as a priority, which | think is very,
very disappointing.

What was really encouraging about the Johannesburg summit was the
development of this concept of partnerships and initiatives. Historically international
conferences have focused on developing treaties and agendas that are agreed to by
everyone and for the first time the United Nations recognized the important role of these
summitsis to encourage individual actors to agree to take concrete projects underway and
to move forward.

| just want to say afew words about these partnerships and initiatives. For alot of
peopleit’s till kind of anew concept but | think, as | indicated — I mean, you know, the
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traditional sort of one-size-fits-all approach really doesn’t work. | mean, if you look back
at the history over the last 20 years, we now have 192 countries that sit at the table with
one another. It'samost impossible to get them to agree to anything very specific. Quite
often people talk about a problem being solved by atreaty or a plan but the reality is that
treaties and plans are not self-executing. A lot of us like to see legally binding
commitments and treaties but the reality has been that governments generally have failed
to hold one another accountable for even our legally binding commitments.

And then, finally, | think we have to remember that the real driver for action and
accountability is civil society, which is citizen organizations, businesses, and
communities.

In Johannesburg there were about two-dozen water partnerships and initiatives
that were announced. Y ou’re going to be discussing, | think, some of these more
tomorrow but | just wanted to make one or two comments about them. Asapractical
matter, the focus on partnerships and initiatives came very late in the preparatory process
with Johannesburg, so there was somewhat of arush and alot of pressure on government
agencies to come up with new ideas. The United States announced a mgjor Water for the
Poor initiative, which involved a $970 million U.S. expenditure over a three-year period.
There were many people that saw thisreally as sort of just a repackaging of alot of work
that AID aready had underway, but | would submit that within that sprawling group of
projects that there are some interesting new projects that underway, such as one involving
the creation of a point of view system for providing people safe water, and then also the
U.S. governments got interested in how you provide innovative financing for the use of
revolving funds for initial suppliesin India.

This focus on partnerships which began in Johannesburg continued through the
World Water Forum in 2004 in Japan. At that point — at that meeting, over a hundred
new commitments at the international, regional and national level were made, and what |
thought was also very interesting is that the World Water Council put out a document that
identified some 3,000 actions — actual efforts being undertaken throughout the world to
address these problems — sort of a new paradigm, a new way of thinking about how we're
going to solve this problem.

So this, | guess, is the $64,000 question: how do you actually generate more
political will? Well, there are afew ideas. | think partly we have to think about trying to
develop some new international fora where was ask international |eaders to come and not
just make sort of vague commitments but to really talk about what their real needs arein
order to provide safe drinking water for all and to try and engage in hopefully an open
and constructive dialogue about what those barriers are and how there can be support
from outside to overcome them.

| think we also have to start also by setting more realistic objectives. I’m not
suggesting in any way that we scrap the Millennium Development Goals, but | think that
what | would propose is that we start using more of a bottom-up approach, that we go to
all — for example, we might start with each one of the 16 key countriesin this problem
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and say, what’ s redlistic over the next 10 years in your contribution to meeting the
Millennium Development Goals? | think that the whole trend towards partnerships and
initiatives is extraordinarily important, but we need to create mechanisms so that we can
actually monitor their progress and make sure that the commitments that were made by
the parties to these partnerships and initiatives are in fact followed through.

We need to figure out ways to generate better and different sorts of data. 1 know
that WHO and UNICEF are working at looking at these issues on a global scale, but |
think what’ s interesting isit’s very difficult to find information about policy changes that
are going on in various countries, which are critical if we're going to actually move
forward in achieving this goal.

What should the U.S. government do in an effort to stimulate more political will?
| think it would be critical for the U.S. government to actually engage in dialogues with
other countries and to encourage them to give a higher priority to water. And these
would hopefully be diplomatic dialogues at the highest level.

And | think it’s really important, then, in terms of our own water partnerships and
initiatives we make them models of transparency and accountability. And | would say,
and | would encourage al of you to take alook at the USAID website. There has been
the creation of a website and the beginning of an effort to track this and many other
presidential initiatives to actually create some indicators for success and measure
progress. For example, AID, in FY’ 03, claimed that as the result of a Water for the Poor
initiative that they had provided water to 19 million people, but what was not apparent
from that website or the data that we' ve gotten is areal understanding about how that
number has been generated. FY’'04, AID has now put forward a series of indicators of
success but there has been no real reporting on their progress.

And let me begin with some final talk about some next steps, and I’ll just talk
about both of these ideas briefly. Oneisthe Earth Legacy Campaign and the other is
World Environment Day 2000. The Earth Legacy Campaign isacall that was issued last
June by a group of distinguished foreign policy and environmental experts caling for the
creation of an independent bipartisan national commission on global environmental
securities. It is quite clear that we were not going to make progress on a whole range of
global environmental issues, including water, oceans, toxics, global warming, unless we
develop anew political consensus around the science on these issues, and at the same
time begin to communicate to the American public that in fact these globa environmental
trends do make a huge difference for the American citizen in terms of our economy and
security and well being. And then finally, | think we need areal strong platform for how
the United States can provide real leadership on the global water and other issues.

On atotally different level —and this | think is an exciting development — this
year, June 2005, World Environment Day is going to be celebrated for the first timein
North America. San Francisco will be the host city. For those of you that don’t know
what World Environment Day — it’'s sort of the rest of the world’'s Earth Day. It'san
official U.N. day. And | think what’s really interesting about this year is that Mayor
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Gavin Newsom of San Francisco has invited 200 of the mayors of the largest and most
progressive cities on the planet to come to San Francisco for a celebration of Earth Day
and sign a series of urban environmental accords. And | would suggest you may want to
take alook at them up on the website. 1t's www.wed2005.org.

The Urban Environmental Accords, there are only 21 action items. Three of them
deal with water. And the goal isto try and get these mayors, who are very important
people when it comes to alot of the issues that we' re concerned about, to make
commitments to these very specific areas, and then over the next seven years to track
their implementation. It's anew sort of diplomacy which | think has some very
interesting potential for making progress. As| understand now there have been about 35
mayors who have already accepted, including the mayor of Jakarta, mayors of seven
major citiesin China, the mayor of — (inaudible). So that’s something. We're at a point
now where they’ Il still working on refining these Urban Environmental Accords, and I'm
sure that the organizers would welcome your input and involvement.

In closing, let me end with the observation — you know, | find quite often that
people, particularly in Washington, D.C., like to make problems seem really simple,
which is probably the reason why I'm still at NRDC and not holding political office and
working in the administration, and | think that in some ways, simplifying things is useful,
but I think what the reality is that we' re moving to a world which the traditional model is
what | call sort of the League of Nations sort of model, kind of a model of the world
where the only players are nation states and where at one time you could get everybody
of any power and consequence in aroom about this size and they’d sign atreaty and the
problem would be solved. The world today is much different. 1t'saglobal world. It'sa
world of the Internet, and | think the challenge for all of usishow do we think about that
world, how do we harness that energy to bring about the kinds of global scale changes
and improvements that we all endeavor for?

Thank you very, very much.
MR. DAVIES: Thank you. (Applause.)

All right, our third speaker this afternoon is Jan Beecher. Jan is going to talk
about capacity building. Jan comes to us from Michigan State University where sheis
the director of the Institute of Public Utilities. Sheisformerly principal of Beecher
Policy Research, Inc., an independent consulting firm with a mission of conducting high-
quality policy research for public and private sectors. Her areas of expertise include
regulatory theory, institutions, policy, and comparative utility industry analysis, and her
current research interests span many different areas. | will highlight the role of regulation
in privatization, socioeconomic impacts, equity and affordability, and integrated research
planning.

JAN BEECHER: Thank you very much, and | am honored to be here and to be
part of this wonderful panel. | hope | can do the topic justice.
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In the interest of full disclosure and maybe a bit of commercialization, | will tell
you alittle bit about the institute because it may not be familiar to alot of you. We've
had our home at MSU since 1965, and what we essentially do is provide educational
support to utility regulators, the people who set telecom and electricity, natural gas and
water rates. And | think it's already been dlightly alluded to, water is not heavily
regulated from an economic standpoint, and yet that’ s going to be the focus of my talk.

We have amission that we like to repeat often and that is that our goal isto
support informed, effective and efficient regulation, and that means we try to be helpful
and responsive to all comers, and that includes folks who favor deregulation, folks who
favor alternative forms of regulation and so on. We're there to support. And that
includes not only our domestic regulators but our international regulators. We estimate
we' ve actually trained about 10,000 regulators since our establishment, and increasingly
that includes an international audience. Just since I’ ve been there, for three years, we've
welcomed folks from Afghanistan, Pakistan, Israel, Turkey, Nigeria, Korea, Maaysia,
Croatia, Brazil, Argentina, and that’s just what | can remember off the top of my head.

| would not — I don’t want to suggest here that regulation is a panacea. It may
sound like that. My talk is actually meant to be more descriptive than prescriptive, even
though | think there was sort of a prescriptive assignment here. 1'm really here mainly
just to talk about how regulation works and what | think it might have to offer to this
discussion. But again, keeping in mind I’m not advocating, in any kind of sense, that
utilities or regulated utilities or regulation are the only answers here; it’ s just part of this
big puzzle we're al working on.

| would say, in response, | think, to the previous two speakers, they did set me up
pretty well because | actually do think regulation — economic regulation, it is responsive
both to the ethical challenges that were first mentioned — accountability, transparency,
and so on — and certainly to the problem of political will. One of the reasons we
established regulation — and this is kind of random and not consistent with the order of
my talk, if it has any order; that’s a presumption — but the whole idea of regulation was
really to supplant political processes and judicial processes to some degree as well —you
know, the ideathat it is very hard for politicians —and I’m a political scientist too; | like
politicians. Politicsis awonderful thing. Y ou know, one person’s political barrier is
somebody else’s due process. So politicsisn’t such abad thing. But on occasion we
need public policy to move forward and we may need forums and methods for
developing public policy that are alittle less political — not apolitical but less political

perhaps.

So | think regulation — that is one of the things I’ll mention as a possible benefit
of regulation. So I’'m going to talk about capacity development with first alittle bit of a
nod to EPA and Congress and the Safe Drinking Water Act because they really, | think,
forwarded this concept of capacity development for utilities themselves, technical,
managerial and financial. And | think that’s been actually a pretty powerful addition to
our policy rhetoric in thisarea. And we need to pay attention to capacity of our systems,
and again, | think public policy and regulation can help improve that capacity.
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On the governmental or the institutional side, | like to think of regulation playing
arolein, again, sort of the broader policy functions — not the only. Certainly there are
distributive and re-distributive policies, and those have been aluded to here as well,
things like assistance, grantsmanship and so on. But I’m, again, focused on regulation,
and regulation itself can be subdivided into the quality, quantity and price areas. That
makes it — it makes it hard sometimes to talk about the U.S. system of regulating water,
especially with global colleagues, because we are so fragmented. Y ou know, the industry
is fragmented and our regulatory system isrealy rather fragmented, and thisisthe way |
sometimes talk about it is in terms of regulatory federalism and the various roles at the
various levels.

And this of courseis an oversimplification but you can see — you know, we kind
of think in the middle, of the states as having primacy in al three areas — quality, quantity
and price, but certainly there isa significant local role, especialy when it comes to
municipal ownership. Again, I'll be talking about economic regulation, meaning the
public utility commissions or public service commissions of the states. They regulate
mostly private systems. My talk could possibly be misconstrued to think that there's alot
more regulation of water than there really is. The commissionsin this country probably
only touched about 15 to 20 percent of the systems. Most of those are private or investor-
owned companies, corporations, but a significant portion are municipalities. About a
dozen states have authority for non-private systems, and | actually have come to the
conclusion after mucking around this field for many years, that more broader application,
more uniform application of regulation to even municipal or government-owned systems
isn't such a bad idea.

Why do the states regulate utilities in general? Basically it’'s market failure. You
know, it’s funny; when you work in regulation people think you don’'t like markets.
There' s people here from Coke and Procter & Gamble, right? | don’t know who you are;
| hope to meet you. We like markets. We like marketsjust fine. Infact, weredly like
markets. We like markets to work. What regulators are sensitive about is market failure.
And there’ s market failures of al kinds. The one we focus on is monopoly — monopoly
power. When there’s only just one game in town, one provider, we worry about abuses
of prices and services and so on. So in the presence of that market failure — and thisis,
again, what we're sensitive about — the capacity of the state to regulate is vital, and that’s
really across the board. We' ve very busy these days in the wake of Enron and
WorldCom and these disasters sorting out what's at fault and who's at fault and were our
regulatory mechanisms adequate and so on? So we've got alot of work to do. And so
we share alot in common across our colleagues across the world who struggle with these
issues regardless of the stage of development.

| won’t go into this too much in the interest of time and discussion, but as | first
started working on thistalk | was thinking about this issue of what type of good is water,
and | think it’s come up here again. | think one of the reasons we struggle with the topic
of water is because it has some of these characteristics of different types of goods, so
going back to Econ 101 or public policy analysis class, if you took that, you know, you
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remember that there' s public goods and there’s private goods, but then there are sort of
these other, more difficult goods to get your arms around, sort of the free goods. And
then in the lower corner the marketable or toll goods, and that’s kind of what a utility is.
It's something that’ s really provided to multiple users and there' s opportunities —it's hard
to subdivide it but it can be — we can charge separately for it.

Types of market failure: again, we' [l emphasize mostly —in the utility field we
emphasize mostly the problem of monopoly, but if you step back there’s actually avery —
(audio break, tape change) — poorly defined property rights, and it's agood legal question
that still needs alot of attention.

Both negative and positive externalities that occur with economic activities:
failure to protect the commons (?) — | think we' ve heard alot about that today — failure to
provide the right amount of a good or a service; in other words, enough to keep people
healthy and alive and have a decent quality of life. The unintended or undesirable
impacts: inherent limits to competition.

So that’ s kind of abroad topology. What economic regulation doesis sort of step
in as a proxy or asurrogate for competition. Thisisalittle bit out of order; I’'m going to
actually come back to that in a second.

The characteristics of atraditional utility monopoly — again, this problem of
market failure —and | won't go into alot of the details because I’ ve got along laundry
list here, but in the traditions of utility regulation, which is now 100-plus years old,
there’salot of good rhetoric associated with thisfield. One of the termswe use alot is
that its affected with the public interest by virtue of providing an essential service. And
what’ s fun for me, being first aregulation person then awater person and now back to
being aregulation person is that understanding water | think really brings this home, at
least for me, in understanding utilities and what these words actually mean, because we
know water isindeed so essential. You know, there are substitutes in the way we deliver
it, but, as Sandra said, there is no substitute for water itself.

We do know it plays thisintegral rolein our national and local economies and
economic development. That’s already been recognized here, but we're not always really
good about somehow incorporating that into public policy. Utilities usually have an
obligation to serve significant-scale economies. Again, that’s the utility perspective that
doesn’t — | don’t mean to contradict the small-scale technologies. | think those are
important too. When we talk about building utility structures, infrastructures, there are
significant-scale economies, fixed assets, very high capital intensity, which is, you know,
afancy way of saying you got to put five or six dollars of investment in the ground to get
adollar of revenue, at least based on economics in this country.

Investment tends to be very large and lumpy. Thereisvertical integration of

functions. Now, we've played around with this of course in the electricity sector,
depending on which state you're from. Y ou'’ ve experienced this one way or the other
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perhaps. But traditionally we' d see that vertical integration and with water utilities, those
systems of organization generally still hold as pretty effective, pretty economical.

We tend to sanction a single provider because we don’t want to have two pipes to
the house, two wires to the house and so on. Now, in some sectors — telecom is agood
example with wireless and now even alternative provision of broadband service.
Customers may have some choices but there are still problems of oligopoly and service
issues, but at |least there are some choices. And again, there’'s a sense of maybe alittle bit
—while essential, there is alittle bit of room for discretion and even variation in the
quality of service, that the market will tolerate that because, with the exception of 911
and other emergency services, there' s a certain acceptance that it’s maybe alittle less
essential of aservice, at least just dightly.

Reliability is important, constraints on supplies and so on —many of the
characteristics actually that have been talked about here from a more of aresource
perspective. From an economic perspective, you' re serving these captive or core
customers who have no choice in relatively price-inelastic demand. And whether that’s
measured in terms of a price, abill —awater bill — or measured in terms of spending your
entire day, especially the young women and so on, transporting water, it's because it’s
that essential so they’re willing to pay that price every single day to get that water — no
practical substitutes and so on.

A little competition: franchises, rights of way. A monopoly may be large and
small. It may or may not seem obvious, but | remind people of that because we do have
50,000 water systems in this country but each one of them isamonopoly. You don’t
have to be big. If you're the only choice that your customer has — which is no choice;
you're the only provider — you're still a monopoly; you have monopoly power over that
customer. So that’s why, again, we would argue that there may be a need for regulation.

A monopoly could be publicly or privately owned, and I’ [l hit this point a couple
of times because | have really come to the conclusion that a case can be made —and I'm
not going to bang the table about it, but the case can be made that even if you're a
publicly owned monopoly there might be a rationale for some level of economic
regulatory oversight. And again, we regulate to prevent abuse of market power.

Now, the—1 had it in the previous dide, | won't go back to it, but regulation
serves as sort of a substitute for the marketplace, and it substitutes either for ownership or
the market, and in some cases we' ve got these hybrid examples of publicly owned
systems that are subject to some form of the regulation, or in some cases publicly owned
systems that argue they don’t need to be regulated. So I’ll come back to that.

But looking across the sectors, again, water is kind of arguably the most
monopolistic due to market failures. And again, | don’t mean that in any pejorative
sense, | just mean in the sense of those basic economic characteristics, where telecom is
today less monopolistic although they’ re merging back to one big phone company pretty
quickly. (Chuckles.)
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Twelve things about water — and this actually grew out of research | did afew
years ago with support from the NAWC on how water compares to the other industries,
and thisisjust avery quick summary but, again, it’s highly essential, the quality, safety
and health dimensions. These al distinguish water from telecom or energy. Technical
and resource constraints: it’sfinite, it's heavy, it’stransient in time and space. That’s one
of my favorite quotes about water that | stole from somebody that | can’t even remember
now. But it’'sjust not always where we need it when we need it, as, again, has been
highlighted.

Tremendous scale and scope economies, capital intensity, a unique cost profile.
Thisisavery transmission and distribution oriented system, very highly energy
dependent. The last number | heard was that water in wastewater systemsin this country
IS up to 3 percent of the nation’s energy — electricity, and that’s pretty significant as far as
impact on that industry.

Certain demand patterns, relatively flat — you know, very global population
driven. Certainly that’s been mentioned. But in terms of household needs and aggregate
— even certain aggregate patterns here, you know, pretty flat. So for water utilities
they’ ve actually got rising —in the U.S. rising costs and relatively flat demand over which
to spread those costs.

Somewhat unique pricing and underpricing practices, fragmented industry
structures, limits to networks and competition in a complex regulatory environment.
Those are some of the things | highlight, and I’ ve got additional work on this if
anybody’ s interested.

Again, we've heard about water’ s essential nature, related here not only to the
provision of wastewater services but also fire protection. | don’t hear about that as much
in the global context, but in the U.S., water systems were built to put out firesin alot of
cities, and that had a lot to do with the way we designed them and operated them.

Market failure in water. In particular, again, very monopolistic, and that still
seems to be pretty much the future of water. | don’t think we see alot of opportunities.
Now, yes, there are —for those of you who were thinking, oh, there’s competition here
and there. Y ou know, yes, | would agree with that, that there are examples of
contestability or even mild forms of competition that could be cited in the water sector.
The U.K. has a competition act for the water sector. But for the most part it's agenerally
— it'samonopolistic industry and has characteristics of market failure that would lead to
—that would logically lead to regulation.

And there, kind of going back to that market failurelist | had before, there's just
some examples from the water sector. Some are very obvious. The externalities one |
think is one that’s been a big focus here, both the negative externality, the problem of
pollution, for example, or positive externality is the extended public health benefits that
you get by providing safe water.
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| just threw thisin. You know, | wasn't sure where to put it or where to say it but
it's kind of been on my mind because | followed pretty closely the privatization debate
the last few years and there’ s been just a strong and really deeply felt debate about
whether water is aright or acommodity, and | think ultimately the answer has to be both.
| mean, | think we have to just kind of figure out away to get beyond this. And Mr.
Cotruvo made a very good point earlier that if you make it aright, do you take away the
economic incentives to pay for it or recognize its value? | think that’s avery valid point,
but at the same time, at some level we're going to have to figure this one out. We're
going to have to figure out away to lay a foundation that will allow involvement in the
water sector that recognizes both the rights dimension and the commodity dimension of
water. | think those are both very legitimate perspectives, and they’re not irreconcilable.
| just think — you know, there are smart people in this room who can, | think, work on this
issue.

To just kind of give aquick overview of the regulator paradigm to seeif | can
persuade you to think about it | guess alittle bit more and whether you think it might be
applicable and give me your thoughts. Regulation, again, has some of these basic
characteristics, and we —in our programs we talk alot about these things from not just an
economics perspective but from the legal perspective, from accounting and finance
perspectives. It'savery interdisciplinary area. That's what makes it so much funin alot
of ways. So regulation sort of is there to advance the public interest and protect both the
consumer and the investor, and this is where maybe this finally gets to one of the
guestions of the day, which was aluded to, which is the investment side of it. And |
think one of the values of regulation was — historically and even still today — is balancing
the interest of the investor, and that could be a public sector investor or private sector
investor, or some combination of both, including financial backers and so on, balancing
those interests with those of the captive ratepayer, and the captive ratepayer also might be
broadly defined to include governments as well as the actual ratepayers of utility bills.

So regulation does this balancing act. In fact, you know, the regulators in this
country use the scales of justice as their symbol, and they actually like to say, you know,
if they’ re doing their job well, nobody’ s completely happy. So, again, that goes to the
political will problem. | mean, they do have to constantly sort of negotiate those, and it’s
not easy and it's not ssimple and | wouldn’t actually say it was not political either.

So regulation sort of provides the protection that ratepayers need and the stability
that infrastructure investor needs. | think somebody earlier today mentioned risk — you
know, the problem of risk and the need for risk reduction. Again, these are long-life
assets, much more so — longer life and highly capital intensive, more so than the other
sectors, more so than even electric facilities and so on. So you're talking about paying
for them, supporting them over generations of customers.

The model — sometimes I, when we' re really short on time, just kind of throw out

the five P's: the public interest, the prudent investment test, the regulation of process, the
regulation of prices, the regulation of performance. Now, all of this sounds very heavy-
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handed, and actually | think in the current iterations of regulation it's become a much
more flexible and adaptable model, and | think that’s actually particularly true for water.
And again, | won't go through all these laundry lists, but their regulation does embody a
number of very strong, well-defined values that | think are pertinent to the debate that
you're engaged in. How are we going to ensure service? How are we going to ensure
investment? What standards do we use to help evaluate that investment to ensure that it's
prudent? And there are gobs of case law and economic analysis of these kinds of issues,
tons of work on sort of the standards by which we evaluate utility performance in the
regulatory context and the way we look at rates and that rates should be just and
reasonable and so on.

So | just would offer up the regulatory paradigm as a possible resource to explore
for addressing some of these concerns. Regulators traditionally — and keeping in mind,
again, the system of 100 years started with railroads and then grain elevators and
eventually utilities and very much played arole in this country’ s development of the
infrastructure and the pricing support for that infrastructure and to this day is arelatively
successful model — imperfect but has achieved alot. Infact, | recently saw an article, |
think by Consumer Reports, that showed decline in prices throughout out history. You
know, we all think we need a deregulation to simulate further price reductions. In fact,
regulators throughout the long-term history in the U.S. did a pretty good job in helping
consumers reap the benefits of price reductions and efficiency gains into the utilities.

So what do regulators do? Well, most people think of them as setting rates. | like
to also remind ourselves from time to time that they do alot of other stuff too. They
control market entry and exit; in other words, certifying an operator as being fit to serve,
certifying additions to the system, imposing a uniform system of accounting. It sounds
very boring but it’s probably one of the most essential building blocks — that and property
rights — that we have in utility regulation — simply encouraging proper accounting,
because unless you do proper accounting you can’'t do anything in terms of cost base
analysis or rates or anything like that.

Regulators also ook at the structure of the industry. They do financial and
managerial audits and specify the terms of service. Resolve consumer complaints —
critically important, especially today with these complex markets, having a forum for
consumers to go, other than the courts, which is expensive and time consuming,
regulation could provide a potential forum for the consumer to go resolve that complaint
much more efficiently, and that’s in the interest of both the consumer and the utility
provider.

Today our regulators are doing al kinds of new functions for some reason and
they are taking advantage of new techniques like dispute resolution and so on, providing
more information to consumers, protecting consumer rights. | think the regulators
recently adopted sort of a consumer bill of rights.

Promoting universal service. Again, we have a universal service policy in
telecom, sort of. It's very controversial and — anybody who has a cell phone notices the
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universal service charge ontheir bill, right? It'sasignificant charge. That raises money
for rural broadband service and other telecom services in this country. But regulators
today are very busy monitoring markets, looking at whether competition is workable in
certain sectors so that they can relax regulatory requirements and so on. So there’sjust a
whole list. Thejob has certainly become much more complex.

We recognize — and I’ ve already mentioned some of the advantages of the
traditional model. Probably the leading advantage in a lot of respectsisthe
encouragement of long-term infrastructure investment. Now, economists have also said
that the regulatory model, because you make money based on investment, actually has a
down side in that it could encourage too much investment. So there are regulatory
techniques to respond to that.

But for the most part we' ve had some successes in regulation but | think
everybody in the field recognizes that it’s an imperfect substitute for completion. You
know, we would all prefer a robust, competitive environment but the reality isin the
absence of that we try to regulate. So in the interest of fair play the traditional model also
has limitations in terms of incentives, in particular for efficiency, for innovation, and also
for social environmental considerations. I'll come back to this one as well.

Some of the issues you' re talking about today: the regulatory model has been a bit

clunky about dealing with some of the social and environmental issues that might apply,
especially in water. | like to use and advocate sort of a simple transitional model of
regulation, because in my mind, | guess whether you’ re talking about the traditional
model or some of the things we' re dealing with today in restructured markets.
Regulation has always been about three things and always, | think, can be: standards,
accountability, and incentive. And so | think, whether it’s public policy in genera or
regulation, if we think about standards, accountability and incentives, we start maybe
moving along and finding some instruments for encouraging that.

Last few points: privatization is not the same as competition. Y ou know, you're
heard the term “partnerships,” and alluded to — I think we'll probably hear some more
about it and get some additional information. But the introduction of the private sector
does not introduce competition; in fact, it introduces profit-seeking motive, and then
that’s where | think we have to be cautious, especially, again, with an essential and
generaly monopolistic industry.

Something has to regulate, either the market or the states, but something has to
regulate this activity, and if the state can’t — state and local government can’t do a good
job for itself then it may argue for something at a higher level.

For all these sectors, though, generally, we' re going to see co-existence of
markets and regulation. Regulation can do a better job, could do a better job on equity
issues. We tended to find equity in economic terms — you know, if it’'s efficient, it's
equitable —and | think some of the issues that we run up against, especially with a service
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as essential as water, that deal with social equity and affordability, we need to modify the
regulatory system accordingly. So | think it can do it but it takes alittle bit of effort.

Challenges for new regimes — I’ ve just ticked off afew of these. When we invite
regulators — I’ ve done less globetrotting. Y ou know, | tend to sit up in East Lansing and
people will come to us, so we're learning so much from our international colleagues, and
we actualy find there’ s alot more in common than there is difference in terms of the
day-to-day struggles that new regulators have. They tend to want pragmatic solutions.
They want to avoid the pitfalls of some of the political will issues and political pressures.
It's very gratifying, actually, to hear people from all over the world sit around a table and
share afew laughs and tears over some of the common struggles that they have but then
hopefully walk out with some practical ideas. So we work with them on trying to give
them tools, share experiences without, again, selling our model. We don’t do that; we
share — we share our experiences, good and bad.

Regulation can fail, just like markets can fail, so we need to pay attention to
designing regulatory systems that really work that are transparent, that are ethical. 1 think
those points were extremely important, made earlier. So | think it’s up to usto really do
this and sort of work on capacity development as along-term process — again, some ideas
out there for building capacity, including strategic planning and some of these other
things that | think can be done.

So finally, water — wastewater, you know, remain very monopolistic, so an
economic regulatory framework may be appropriate, may be certainly compatible with
some of the goals talked about here. | do think we need water-specific models. | went
back to the brochure just to say, again, sort of as areality check, you’ ve got the five goals
that | think were so well laid-out for this program — reducing supply and demand pressure
—where | think, again, aregulatory framework could introduce some improvements in
planning and pricing systems: supporting an infrastructure development. And again, that
prudent investment test, expanding financial resources, | certainly would argue that you'd
see an improved investment and cost recovery with aregulatory framework, market-
based pricing.

Again, what regulation triesto do is set prices based on the cost of service and
avoid monopoly exploitation — and then finally, probably somewhat of a secondary
benefit, but in terms of promoting multilateral cooperation | think — to the extent that we
share knowledge and paradigms and language and tools — | think that will improve and |
think —you know, while we used to think of statesin regulation as our experimental
laboratory, we now think of the nation-states and | think that’s proving certainly to be
true. So | thank you and look forward to the rest of the event.

MR. DAVIES. Thank you. (Applause.)
Our final speaker of the afternoon is Gordon Binder. Gordon comes to us from

Aqua International Partners, which is a private equity investment fund specializing in
water sector in the emerging markets. Gordon served as the chief of staff to Bill Reilly,

33



the administrator of the U.S. EPA during the first Bush administration. Heisa senior
fellow at the World Wildlife Fund in Washington, and he serves on the Environmental
Technology Advisory Committee, administered by the Department of Commerce, where
he chairs the Water Subcommittee.

Gordon?

GORDON BINDER: Among the realities of speaking last are not only that we've
lost alot of people — you' re the hearty souls — but a lot has already been said.
Nonetheless, here goes. First, | want to thank the Center for Strategic and International
Studies and to Erik Peterson, in particular, for taking on thisissue. I’ ve always thought
of CSIS as engaging the foreign policy and national security establishment, and they are
important and welcome new voices in international water discussions.

I’m going to start by offering three observations that underpin my views of
finance issues. First, as Jan stated, water is an economic good and a social good. It’s not
one or the other; it's both. Second, water rates will continue to rise as an inevitable
response to growing demand and increasingly constrained supplies. Now, new and more
efficient technologies will help some, but it won't stop price increases. Thewild card in
all thisis climate change, as Sandra mentioned this morning. | think there’s area threat
that climate — a change in climate, global warming, will upset familiar patterns of
precipitation and could render obsol ete enormous investments in water infrastructure,
requiring replacement facilities. Third, for the developing world, money is important, but
it's not sufficient. We're going to need lots of money, to be sure. But transparency
functioning, utilities, dispute-resolution mechanisms, project development skills, and
other attributes are essential. And | agree with Jacob that political will is probably the
most important determinant here.

Let’sturn to finance. Jerry laid out some numbers. The World Water
Commission, in the year 2000, estimated that about $180 billion a year would be needed
by 2025 in the developing world, and that was more than twice the level being spent at
that time. That includes all uses: drinking water, sanitation, energy, industry, agriculture,
and so on. The drinking water and sanitation part of this was about —we were spending
about $30 hillion in the year 2000, and they estimated that $75 billion would be needed
by the year 2025. That's $45 billion more. Now, rigorous data on coverage is lacking, so
| think we have to see this as indicative, perhaps a best guess. And it may be at the high
end of the estimates. An OECD report, “Closing the Sanitation Gap,” in the year 2004,
suggested that something like $10 (billion) to $15 hillion a year more would help meet
basic needs.

Now, separately, the World Bank said, whatever the number, that 90 percent of
this money is going to come from domestic sources, about five percent from international
sources — international private sources — and about 5 percent from bilateral and
multilateral development assistance agencies. A recent macro-level economic anaysis
suggests that there are good returns if we make these investments. The World Health
Organization sponsored a study by the Swiss Tropical Institute that indicates that for each



dollar invested, you get ayield or areturn of between $3 dollars and $34. That's alot of
wiggle room in the numbers, and there's not alot more research on this, and particularly
not at the household or the community level.

Finance issues were addressed by the Camdessus panel, named after the former
head of the International Monetary Fund, which reported at the World Water Forum in
Kyoto in 2003. | think it’s an excellent report and they lay out afinance agenda. Among
the issues they raise — among the recommendations were double the official development
assistance for water and target it to the neediest places; use ODA to improve technical
and managerial capabilities of water agencies and utilities. They called for more lending,
more sub-sovereign lending, more partial guarantees by multilateral financial institutions
in recognition of the devolution of water responsibilities to local governments that don’t
have the resources to take on these tasks. They recommended developing local capital
markets and other funding sources, to put more depth in local currency. They
recommended a revolving fund for project planning and preparation. There are many
other recommendations and | commend the study to you.

Let’slook briefly at these sources. First of all, on donor agencies — according to
OECD data, overseas development assistance or official development assistance for
water dropped despite growing attention. The annual average for 1996-1998 was about
3.5 billion (dollars) ayear. From 1999-2001, the average was 3.3 hillion (dollars) per
year. Moreover, it's concentrated, as we' ve heard, in a handful of countries. The U.S.
share of thisis about 8 percent, or atotal of 260 million (dollars). AID saysthey spend
970 million (dollars) over three years, according to the projects launched at the World
Summit on Sustainable Development. Jerry’s slide has $406 billion in 2000. |I'm sure
there are definitional issues and problems; | haven't been able to square them and I’ m not
going to try.

In respect to this, U.S. development assistance clearly is far short of what's
needed, and as | mentioned this morning, | don't think there’s a strong likelihood for
seeing alot more. Now, the new kid on the block is the Millennium Challenge
Corporation, and this approach is pegged to country priorities, not U.S. priorities. | heard
the other day, however, that about 75 percent of the proposals received by the
Millennium Challenge Corporation have some water angle to them. There'sno
guarantee on funding — these are just proposals —and | don’t think a dollar has gone out
the door of the Millennium Challenge Corporation. Nonetheless, | thought that was
interesting. And | also thought, wouldn’t it be interesting if some of the regional
development banks worked with eligible countries to draft a water strategy to make a
proposal? So, for example, the Inter-American Development could work with the three
eligible Latin American countries — Bolivia, Honduras, and Nicaragua — as a way of
getting a good proposal before MCC.

There also has been a proposal by the Millennium Water Alliance, whichisa
group of seven non-profit, non-governmental groups operating in the water sector. They
are community-based, typically, and they want to create a global water fund, probably
analogous to the global AIDS fund. I’ve also heard it’s gotten a somewhat cool reception
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on Capitol Hill. However, in early January, Senator Frist, who | hope we'll hear from
tomorrow, wrote President Bush, asking that he make water a higher priority in
international assistance, and thisisthe first time that there’ s been area championin
Congress in a position of authority and he is drafting legislation. Stay tuned; we'll see
what that entails.

Now, turning to the private sector — the private sector really serves no more than
about 5 percent of the population and there’ s not alot of new activity in developing
countries. Chinaisthe exception. They’re spending alot of money on water and
wastewater treatment and they are drawing some international operators. In the mid-
1990s, when my investment fund, Aqua International Partners, started, there were about a
dozen major international water operators. Today there are three, and two of those are
pulling back in the developing world. One, in fact, walked away from a $20-million
dollar investment in Vietham. The business model hasn’t worked for international
operators in developing countries. Cost recovery is alaudable yet elusive goal.

Operators often complain about the data on which their bids have to be based —
was very faulty. The expectations for improved service are off the chart, and the ability
of these operatorsto deliver results, actually quite limited. For example, one of the best
ways to improve efficiency of operations is by rationalizing employment, and that means
reducing employment. That’s controversial. Y ou can aso reduce unaccounted-for water,
and that requires capital investment and management skills. You could also raise tariffs,
and that’s not particularly popular. Many of these operators have come to recognize that
asolid regulatory framework — laws, enforcement, tariff review, and so forth —are
essential to make the private sector model work and those are often lacking in developing
countries.

Now, one new angle for the private sector isto enlist companies with facilitiesin
countries in need, either by expanding their water and wastewater services to include
nearby communities, schools, and hospitals, or by supporting NGOs and others in-
country, to help directly expand coverage, or at very least, providing technical help to
local utilities or communities. Now, looking at local sources of equity and debt, | think,
frankly, that’'s the best long-term approach. We're talking here about capital markets,
drawing on in-country private investors and banks; we're talking about the equivalent of
something like the U.S. state revolving fund. USAID isaleader in promoting these
approaches. They’ve used, as we' ve heard, partial-loan guarantees and they have been
promoting things like the equivalent of a state revolving fund. I’m under no illusion that
it'sgoing to be easy. Many countries don’t even have a clue about what a state revolving
fundis. And to make it work, you need the rule of law, you need accounting standards,
dispute resolution, and regulatory structures.

That’ s the supply side for capital. Let me take a moment to talk about the demand
side —that is less-expensive approaches. | tend to think that what | would tend to call
community-based approaches offer agreat deal of promise. I’m not the best
spokesperson for this, we have Steve Werner here with Water for People, the non-profit
arm of American Waterworks Association, and he’s one of the leading practitioners of
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this. Not alot is known about this experience and the cost and how many people have
benefited, and so forth.

But the model is sustainable — it involves the right people in the community,
typically women. How you finance is part of the discussion when they plan a project.
They use low-tech solutions that the community agrees they can afford — and that’ s things
like standpipes and boreholes and rainwater and septic tanks and simple and improved
latrines. Hygiene education istypically a central part, asthey are trying to change
behavior. It's an absolutely critical component of these approaches. And there' s some
anecdotal evidence that perhaps at $25-$50 per person per year, you can kind of provide
this approach. This comes from a paper done for the Wilson Center that’s not yet
finalized. There are questions about how you scale up and reach more people and there
are also still questions about how you finance these projects. But the opportunity for
micro-finance and other innovative schemes are clearly there.

Now, we' ve aso heard about the point-of-use approach. Proctor & Gamble,
Population Services International and CDC collaborated to develop this coagulant that
decontaminates water. Roughly a penny aliter isthe cost. But I’ ve heard an executive
with Proctor & Gamble say that it actually costs far more to distribute it. So they too
need to find a better model to make thiswork. There are here lots of opportunitiesto
create local businesses. We're not talking about rocket science — it’s chlorine dioxide --
but you do need sources of water.

| also of something called the Acumen fund. Thisisagroup of equity investors,
social entrepreneurs, looking for cheap technologies for widespread use by the poorest
people. We've heard the example of the Treadle pump. Acumen has been working with
IDE India and has developed a $30 kit for drip irrigation. They claim 25,000 units have
been sold. | don’'t know alot of what this entails, but the average cost for installing drip
irrigation is about $2,500 an acre, so this could be something quite significant.

There' s a new non-profit group called Water Mission International, and their
founders devel oped a reasonably affordable water treatment system -- $10,000. It has
filters, 275-gallon storage tank, pump powered by fuel, electricity, or by hand, and they
say they’re now serving about half a million people in South Africa, Afghanistan, and
elsewhere.

| want to say aword about U.S. water finance needs aswell. That’s for drinking
water, combined to our overflows, wastewater treatment, and the like. There's been alot
of attention in the last few years. The Water Infrastructure Network, Congressional
Budget Office, General Accounting Office, and EPA all prepared analysis asto what’s
needed over the next fifteen to twenty years. And the estimates go up to $1 trillion with a
very sizeable shortfall, based on the known sources of funding, and some of them have
called for new federal grant programs. EPA concluded that with an average price
increase of 3 percent ayear, those gaps largely disappear. We' re experiencing about 4
percent price rises each year. The average American family spends about $21 a month
for water. Now, that’s based on an EPA study in 2000 and it’s probably higher now. It's
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already higher, | know, in San Francisco, which you pay an average $54 a month, and in
Los Angeles, $64 a month.

So let me sum up. We need lots of money, but it’ s not sufficient in itself. Prices
are going to rise to reflect growing demand and constrained supplies. Higher prices and
technology will address some of the problems but not all. Continuing research and
development and investments are the key to getting more efficient technol ogies,
particularly for agriculture and industrial use, where the payoffs can be significant.

We need to address climate change or it could undo alot of the investments we've
made. | think it’sironic that one of the most important steps we can take to securing
water for the future isto get our energy policy right, and that means reducing the
greenhouse gases we pump into the atmosphere. For poor countries, trying to increase
coverage over the long-term, develop local capital markets and build project development
capabilities. In the short-term, look at community-based approaches, point of use, cheap
technol ogies, which we need more of, and look to MCC, the Millennium Challenge
Corporation, and other donor agencies for help on water. And that requires making it a
domestic priority.

(Applause.)
MR. DAVIES: Thank you, Gordon.

What I'd like to do now is start with a question that | have for our panelists and
then I’d like to open it to the floor for additional comments on that question or other
guestions you may have. My question relates to a number of insights that were made,
some this morning as well as some this afternoon, about the risk we have in over-
simplifying what global water issues are, in terms of putting up broad statistics and
failing to recognize the variability in some of these issues, in different parts of the world.

Now, in this afternoon’ s panel we heard from Gordon about money being
important but not sufficient — that those other dimensions, there are multiple other parts
of the problem that are important. Jerry talked about building new consensus and Jacob
about political will. And my question isreally in that political will and consensus, that if
we can imagine a future in which that has been achieved — we' ve actually achieved that
political will or we've built that consensus — but it’s important to recognize that that has
to be built in different areas. There’'s a piece of it that needs to be built in the United
States, here, for usto act.

But there are a'so comments made that it’'s very important to have that built in-
country with each of these different settings. And the comment was made, | believe by
Jacob, about some disappointment at the Johannesburg Summit when at the end the
national leaders stood up and didn’t really address water as one of the primary issues.
And so my question is, imagine that we' re successful in building this political will or
building this consensus in these different areas — and so I’ m going to choose three of
them that I’ d like to have to you imagine about — if we had the political will in the United
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States, what would it look like — I mean what would we envision. If we actualy got
there, what would it look like. If we have political will —there was created consensusin
China. What would it look like and how would it be different from what we might see in
the United States. Or we got to Sub-Saharan Africa— a very different setting in which
that political will may take on a different characteristic. My question is, how does that —
try to imagine what that political will, the impetus for action gets created — but it's
created in these different settings, and how does it vary from setting to setting, in terms of
our ability to make things happen. And so, I'd ask our panelists to wrestle with that a
little bit and then we'll open it up.

So, Jacob, comments on political will?

MR. SCHERR: You know, it’s interesting; we always talk about political will but
no one'sreally ever defined it, and | think thisisthe first time I’ve ever really tried to
really grapple with the assumption that we haveit in place. Obvioudly, | think if we look
at the United States, the kind of political will —if | can make it more specific to the
subject of water would be — if we had a society in which water was — providing safe
drinking water to people around the world was a high priority, was a matter of discussion
in the public arenas, it was in the media, it had the same sort of prominence as perhaps
the Michael Jackson trial — I mean, maybe I’m hoping too much, but I think clearly part
of it ispolitical will, really the willingness to put an issue high on an agenda and to act on
it, and | think that it sort of would play itself out, obvioudly, in different societiesin
different ways.

MR. DAVIES: (Off-mike.)

MR. BINDER: What is political will inthe U.S.? | would say that it is support
for higher prices, get the pricesright. And | think that will include allocations for
conservations and efficiency, and that would come because people understand the
connection between prices and having enough water for the future. And I’ ve mentioned
before, that before — | think we need to get our energy policy right, too.

Asfar aslike China, | think it comes down to support for non-governmental
organizations and for civil society. And I’d also like to see them incorporate the
environmental interests in their planning for various water projects. For Sub-Saharan
Africa, my guessisit would reflect the increased respect and adoption of the rule of law,
anti-corruption measures, and things like that. And there too, NGOs and civil society, |
think, will have atremendous role to play. So that’sthe really the way | figureit.

MR. DELLI PRISCOLLI: Wéll, I gothird so | had alonger time to think.
(Chuckles.) We started out by saying over-simplification, and | think that’ s true, that’s
possible, because we have mentioned principles over and over again in the world
communities, and really water needs to be seen in the regions and the localities. | think
the political will, which is something that comes out of the political systems and political
culture and social culture, will differ in the different countries, not only because of the
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systems, but because they’ re dealing with the different water issues, and they’re dealing
with them at different times.

For example, when you ask about Sub-Saharan Africa, it would probably be more
appropriate to ask, what was the political will that brought this country together to do
things in 1920s and 1930s to scratch out of the Depression, and that may have alot more
to say about the nature of political will in Africa. It's not a one-to-one relationship in
certain placesin Africa, but it certainly would frame the issue based on the experience,
because what people do is based on their values and their assumptions.

In the case of Ching, it’s transitional, so that the political will that comes out of
China and its rapidly-expanding and growing economy, probably has a far more macro-
strategic notion to it — I mean, alot of transfer from south to north in China. If it, or
something like it, isn't done, there's a good chance the Beijing can’t access it for a period
of time. We don't know. So therefore these are at a mega-level in terms of a huge
continent and society.

So my answer is that what water forces usto do islook at localities, regions,
what’ s happening, because they provide the experience that people are having, which in
turn, provide the values, the approach things. Frankly, what we have is a problem is that
we the U.S. and Europe have done a lot of things, and we form our political will and our
values, based on how we confront problems. And for us, environmental restoration and a
number of other issues are very important. But if that experience is striving on norms
and our prescriptions to people in Sub-Saharan Africa, and we don’'t examine those
assumptions, we should not be surprised when they turn around and tell us, look, you're
not interested in having us develop and generate our own kinds of wealth. Y ou want to
keep us more or less at a steady state and do nothing.

And it'sreally a confrontation of the unexamined value assumptions underlying
what’ s driving how we approach. Both have political wills and both do different
experiences, but we need to get those competitions of those values out. Inasense, it'sa
little bit like, we used to accuse the Western countries of economic, extractive
imperialism, taking everything out of these countries. But the West still remains. We
have ideas about what we should do in water and environment and things have very well
meaning and are very important based on what we do now, and then we turn around and
prescribe the same way.

MR. DAVIES: Thank you.

Jan, I’d ask the question to you dightly differently, and that is, given the potential
role that aregulatory infrastructure plays, what kind of a political will is necessary for
that kind of structure to function?

MS. BEECHER: Sure, | get atrick question. Well, | mean, | think our regulatory

system isrealy being challenged on this point. That'swhy it's a good question; I’m not
sure | have agood answer. | think that — I guess the best we can come up with is some
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manifestations of political will. And 1’1l echo, to some extent | think, what Gordon said,
and that is, to me a manifestation would be a rate structure that embraced not only
economic efficiency goals but possibly affordability goals aswell. Infact, if you listen to
economists, the resource economists, they talk about the tail block being the most
important being the most important block, pricing block, in terms of achieving economic
efficiency goals. It'sall inthetail block, it's al at the margin, meaning that you can — at
the lower end of the scale you can also address some affordability concerns. And again, |
don't think we necessarily have to be giving water away, athough — except, | mean, in
some circumstances, that may be necessary and really appropriate, but you can design a
rate structure that recognizes the realities of subsistence needs for population.

Another manifestation in the regulatory world is transparency. And | think if we
can see the kind of openness and expose some issues to daylight, including exposing
subsidies to daylight — I mean, | think the problem with subsidization in the water sector
—and it’s every which way, right? We know examples where water is considered a
revenue-generating utility, it actually makes money, and others where it’s being
subsidized. Half the battle seems to me to be exposing those to daylight. And again,
regulation might be able to provide some help there.

| think that we need to reassert, though — I’ m an advocate to some degree of
sound regulation — I’ m an advocate, though, of amodel of regulation that | fully realizeis
not always the reality of regulation. Don’'t quote me outside of thisroom; | don’t think |
have any of my regulators here. But we need to reassert regulatory independence in this
country, and then | think that needs to be nationally done. We need to train — this sounds
weird, not the right word — train governors to pick regulators or train the electorate to
pick regulatorsin the few states where they are elected — I don’t know how many, seven
or eight states, maybe more, a dozen states, where they are elected officials —and re-
embrace the concept of independent regulations, which is, | think, very well-defined as
the political will issue. Because the concept of independent regulation is that you give
them some breathing room — we use the term sometimes quasi-judicial, quasi-legidative,
quasi-bureaucratic in terms of how they or administrative in terms of how they operate.
We aways, though — at least some of us — I mean, one of my biasesis you put alittle bit
of aemphasis on the quasi-judicial role of regulations. In other words, elevate that up.

Now, does that always transfer internationally? Maybe not, and it only will if
your judicia system isreally well established. So you kind of ground regulation in the
appropriate institutional structures that you might have. Here, we are very comfortable
and well established, in terms of the legal foundations of regulations. I'm not sureif |
answered the question, but | do think we need to think as a society about this concept of
independence, and also — and | guess this echoes what some of my fellow panelists have
said so well —and that is, it’s okay to talk about values. | think we went through this
weird cycle where it was, we want everything to be neat and efficient, we could crank it
out of a spreadsheet, and then we’ d have some correct answer. | mean, here’s a couple of
political scientists up here, for crying out loud, how did that happen? We're basicdly, |
don’t know, unemployable for most practical purposes, but all of a sudden, political
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scientists have arole to play in thisdialogue, and | think that that says something,
because the economicsis not that hard, it’s the politics that’s hard.

MR. DAVIES: Thank you.

I’d like to open the floor for questions for our panelists. Back in the back, could
you come up to a mike, please?

Q: I'd like to address a question raised by the chair.

MR. DAVIES: Could you actualy — following this morning, I'd like to ask
everybody to identify yourself and your organization.

Q: My nameis Eliot (sp) and my lack of affiliation allows me to claim glorious
independence — (chuckles) — although | am occasionally afflicted upon a bunch of
graduate students interested in emerging security environments, and I’ m an economist; |
study political instability and state failure. What would political will ook like in the
United States? | think it would be a general consensus upon a set of foreign policy and
national security goals that would allow usto revisit and to codify anew the basic
legislation as well as the policies upon which we operate in the international arena. In
particular, | would point to the National Security Act, which is 50, 60 years old; the
Foreign Assistance Act; Public Law 480; the Food For Peace Act, and a couple of others.
There' s one potential exception to that, and that would be within the defense
establishment. Because of the effects of the Goldwater-Nichols Act, it might not be
required, although | would not accept that as an assertion but would be willing to listen to
arguments to that effect. | would welcome the panel and my colleagues’ comments upon
my statement.

MR. DAVIES: Comments from the panel?

MR. DELLI PRISCOLLI: | don't know if we addressed that exactly, but you did
spur something in my mind when you go back to the acts when we passed the legislation.
The act of passing legidation sets off amgor program for a number of years and it does
signify in and of itself the coalition of political will. One areathat we speak of, that we
know very well —it’snot all the areas of water — but the Flood Control Actsin the’20s
and — late ' 20s and ' 30s represented the largest expenditure by percentage of GDP for
water infrastructure in the United States. And of course they occurred in periods of
terrible floods, which had lots of deaths and huge economic disruption.

I’ sintriguing — it s always been intriguing to me to note that Roosevelt, who was
avery powerful president at that time, wanted something done. Congress insisted on just
the flood control program alone like a— well, sort of a single purpose with other purposes
surrounding it. Roosevelt wanted upstream — it became the agricultural programs of
dealing with the upstream areas and land use — incorporated in this and a broader what we
would call integrated water management approach.
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We got the large acts. We got the huge expenditure, and the program became an
enormous program, but it was a program of flood control and not an integration of —so in
our culture what happened was the Congress won. And they did represent the political
will because that political will was tied to so many different entities. Y ou know, people
living in communities and others have said something had to be done by an entity bigger
than themselves. And | suspect you can look at other actsin our own water history like
that and see what were the things that brought us together — but it's local and it’s a direct
relationship between politicians and mayors responding to real needs in a particular
location.

MR. DAVIES. Thank you. Erik, you had a comment?
Q: Thank you. Yes, Mr. Chairman.

Let me begin, first of al by thanking all four of the panelists. It was avery
interesting set of comments. And | am trying to think of a question that would be able to
be crosscutting for al four of the presentations, and | have come up with the following.

This pertains to governance and political will. And Claudia may recall that
recently there was areport out of the World Bank entitled “Doing Businessin the Y ear
2005.” It wasissued by the chief economist of the IFC, Michael Klein, and his team.

And what this report did isit took a survey of about 90-plus countries across the
world and asked the question: if these countries surveyed were able to in effect incubate
businesses in the private sector better than they do, if they shored up their political will
and their governance, what would be the effect? And the report, importantly in my view,
came up with the conclusion that, among other things, if they could get it right in
governing for the lowest quartile of those countries surveyed, it could be the equivalent
of between 1.2 and 2.4, 2.5 percent of GDP each and every year. Imagine.

Now, | raise this because | wonder if it might possible to express the price of
governance, either good or bad, by taking an aggregate in this area or by focusing in on
water. And so the question here is from your discrete angles — Jacob, you looked at the
issue of political will. Certainly, Gordon, you know it from the standpoint of deploying
capital and the question of risk premium cost of capital. Jerry, | mean, you look at this
from avariety of different angles; and Janice, from the regulatory angle | think that this
has relevance as well.

Is there any possibility that we could think about what — again, in the spirit of
what Jacob was saying about thinking out of the box — that we could determine the price
of either good or bad governance with respect to water stewardship across the world?

(Crosstalk.)

MR. DAVIES: Gordon.
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MR. BINDER: | don't think there's any question but that if you got the
governance straight and the expression of political will, you know, that you would see
increased investment by the private sector in water in countries perhaps even into
infrastructure, which has been very difficult to do. So | suppose if you were a great
economist, you could play that out a little bit and how much money might go into country
X and to do what and so forth and figure out what they’ re lacking or what they’re missing
by not having that kind of governance regime in place.

I’m not an economist. | wouldn’t pretend to do something like that, but | can
assure you that from the standpoint of private equity and private equity investors that
guestion of issues of governance and being able to function and do business in a country
is absolutely at the top of thelist.

Q: Isthere astandard frame of reference, for example, a hundred basis points per
level of governance that you can point to, Gordon?

MR. BINDER: I’ve never seen anything like that. In fact, even —frankly, | know
of incidents in places like China where equity investors thought they had covered all their
bases with, you know, contracts, local partners, and all the rest only to find out that local
partners and the government were playing, you know, the investor off against them. And
they got burned badly. | mean, it's —if you have open, transparent, accountable
governments, you will see more private sector investment. 1’m not sure you can put a
number onit. 1’ve never seen anything like that.

MR. DAVIES: Thank you.
Jerry?

MR. DELLI PRISCOLLI: Canl ask, Erik, would you be willing to say or ask the
guestion another way, which is, can the investment in water itself become an investment
in governance? Becauseif you ask it that way, | would think, at least historically, we can
come up with awhole bunch of numbers and ideas. Now, I’'m not sure that we're going
to prove anything -- causality, but certainly persuasively we can because we have
examples of this not only here but other places.

MS. BEECHER: | don't think these things are easily quantified partly because
some of the benefits on the benefit side of these equations are very hard to measure and
maybe are not even morally or ethically measured, you know, in terms of benefits. But |
think you raise arealy good point. | mean, the closest we come to that in the regulatory
world might be the cost of capital, which is sort of an empirically valid measure —
narrow, but valid.

And if you looked across, for example, in the States — and there’ s been some
comparison of the U.K. and the U.S. in terms of investment trends based on perceptions
of the regulatory environment — again, sort of alittle more narrow than the whole
governance structure. But there’ s been some interesting work actually looking at how



that environment does affect the behavior of utilities and their investors. Infact, | did a
very back-of-the-envelope kind of a chart over 10 years looking at average rates of return
in the U.S. compared to average rates of return in the U.K., and then when the U.K.
regulator got kind of tough and brought that rate of return down, it pretty much correlated
with increased investment activity in the U.S. on the part of the U.K. water systems.

So, you know, capital will follow the rate of return. Now, that’s avery imperfect
measure. | mean, if the rate of return istoo high, that’s obviously — that may not be, you
know, good for ratepayers. | mean, so there's a, again, that balancing act. But if it'stoo
low, capital may flow elsewhere if you’ ve got a better deal to put your dollar. So | think,
you know, that’s one narrow measurement, but | think the metrics for this have to be
much more broadly defined in terms of public health and environment. And it gets pretty
tricky.

MR. SCHERR: Can | just add that when | think of governance — just adlightly
different perspective — not so much from an economic standpoint in terms of the cost, but
if you look at successful societies around the world, they’ ve really figured out away to
engage their citizensin, you know, a very deeply and in a broad range of economic,
social, and political decisionmaking. And so, you know, to the extent that you can do
that in the water arena or in agenera political arena, it sort of sets the stage for greater
success across the board.

And so | would agree that — and | think what’ s been interesting is that at the
Johannesburg Summit was really the first time led by the United States that people really
started talking about the governance issue. And | think that we heard talk about the
Millennium Challenge Corporation, and what’ s been exciting about that is, for example,
efforts by Transparency International and other international institutions to kind of create
indicators of governmental capabilities -- al of a sudden those things have real meat to
them because there’' s something at the end of the day. So | think we're moving in that
direction. | think it's once again trying to move from, you know, sort of some of these
genera abstract ways of dealing with issues to be more focused.

MR. DAVIES: Jerry has another comment.

MR. DELLI PRISCOLLI: Erik, you reminded me of another — sorry -- another
historical example. | was taken also when | read the early debates of the TVA that while
whether it was instituted to be the best of the private investment in the public so-called by
the president after it got started moving, here's an organization that was regional, that
was very comprehensive in its authority, based on river basin but for total social
development; in other words, another form of governance. It was not a state. It was not a
federal government. It was not alocality. It was something else, therefore a threat.

And what were the early debates around that by Congress? The most difficult

debates were about the level of bonding authority the TVA had, which was what? Its
independence to raise revenue. But it had great capacity to raise revenue. Why?
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Because it was a poor area, but it was a successful place to put money and also a highly
successful governing structure for a period of time.

MS. BEECHER: And I'll add that, you know, | mean, | was emphasizing cost of
capital, but timeliness. Utilities — one thing a utility manager told me when | was just
starting out as a, you know, regulatory staffer in Illinois over 20 years ago said, what
utilities like least is uncertainty. They don’t care if there's — all the regulators are
Democrats or they’re all green-eyed and red-haired, or whatever. What they want isa
certain amount of predictability. They want an environment that they — where the
process is reasonable and timely and so on.

So there’ s awhole bunch of dimensions like that that, you know, you could realy
try to quantify. And some of us have dabbled in sort of performance measurement —
measurement is almost too strong aword — but performance indicators for the
commissions. What are some of the things that they should work on? Y ou know, and
having some technical expertise, having a basic understanding of the issues, basic, basic
education of what — how capital markets work and why this matters. And again, I'm
putting a private investment spin on it, but it’ s public investment as well and just sort of
creating that environment.

So | think there are things you can look at, but abig part of it in thisfield is
having enough technical capacity within the government structure. And again, | mean,
one of the best parts and one of the most challenging parts about thisfield isit’'s so
interdisciplinary. You just realy need to draw from engineering and law, and
accounting, and finance, and public policy. So somehow those pieces have to work
together.

And | think really in a developing context, training the future managers and public
policymakers — that somehow figuring out a way to educate the next generation — so
getting -- and this would be my university hat | guess, you know — but getting into the
universities, working with programs, providing opportunities and technical sharing there -
- | think that would be a wonderful goal for al of us as professionals and nationally as
well.

MR. DAVIES: Comment, first at the end of the table?

Q: Peter Cook with the National Association of Water Companies.

I’m going to backtrack alittle bit to the fundamental question of how can we
successfully address the international water problems and related problems. | think all of
these speakers today have raised many very valid points but they haven't exactly all come
together, and what | was going to try and do was integrate them with a proposal.

My observation is that we don’t have enough money and won’t get enough money

to fully address all the international water problems. So what has to be done in whatever
program we put in place is to make alot of very hard choices: how and where to spend
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the limited dollars that we have, basically triaging what resources can be coupled
together. And the criteria that we use for making those choices are going to be very
critical, and | think thisiswhat we should be focusing on. Many of these criteria have
already been discussed by various ways by panel members.

First, isthere afunctional and competent government in place that you would
have any chance of success with at implementing whatever strategy is appropriate?
Second, there has to be an absence of pervasive corruption. Y ou can’'t have so much
corruption that everything is totally dysfunctional in the society. Y ou have to have a
recognition that the water needs must be met for economic growth to occur or at least
there has to be an openness on the part of officials to being educated on this issue so that
they can embrace this reality and this priority.

Other institutions have to be present that can be engaged, both secular and
perhaps religious in certain parts of the world and so that it’s not just the government by
themselves pursuing the solutions. Y ou have to have cost effective options available that
essentially are compatible with the local capabilities. And I’'m not talking about Western
solutions for Eastern societies; we' re talking about things that are ssmple, cheap, and
doable by the local populations.

And finally, there have to be conditions that are favorable to the partnering with
the private sector because they, | think, can enhance along with government the total
solutions. And that basically means a private company has to be able to make a rate of
return on the work that they’re doing in an area. And there may be another half dozen
things that have to be looked at as criteria. But | think essentially we're talking about an
elaborate triaging process, a decision tree that would help us decide what nations to target
because we're likely to get the most bang for the limited bucks that we have. And we
have to make sure that we accurately look at all the critical factors. And to the extent you
can quantify some of those and give people areport card, that might be helpful to
decision makers in deciding where to put the money.

MR. DAVIES: Thank you. I'd like to invite our panel members to give that some
thought to see if there are other pieces of this criteria for the triage process that you think
are particularly compelling.

MR. BINDER: | was going to say, absent of emphasis on water, that’s what the
Millennium Challenge Corporation was set up to do: spend the money better. They came
up with — I don’t remember — 16 different criteriafor how much money is being spent on
populations, on health and education, and how long it takes to start a small business as an
indicator of receptivity to small business enterprise. So things like that.

But that’ s what they were trying to do. | think there were maybe 16, 18 countries
that qualified, and then there’ s another round that didn’t maybe quite makeit. But that’s
where the money is going to go so | think that’s a very promising approach, and | suspect
we'll seealot more of it. And some of the things you’ ve ticked off are absolutely central
to the criteriathey use. Again, they’re not saying, spend the money on water, but they're
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saying, you know, you'’ ve got to have the governance structure, company government
and corruption issues and al that in hand or we're not going to put money — (inaudible).

MR. DAVIES: Jacob?

MR. SCHERR: | agree with what Gordon has said. But there may be another
way of — (inaudible) — where, you know — you identified kind of a top-down look at
various nations, and maybe —which | agree with and | think isimportant, but also what
we might be looking at is ways of working with private voluntary organizations at the
community level to not only build their access to safe drinking water, but also the
capacity of these communities to sort of govern themselves more effectively — touches on
a point that Jerome made earlier on.

So maybe part of the solution is, in addition to conditioning and making our
government-to-government aid more effective, as well aslook at expanding the work that
we're doing — the private and volunteer organizations, and perhaps from private
companies to work directly with communities who are seeking safe drinking water.

Q: My name is Eugene Stakhiv with the Institute for Water Resource Corps of
Engineers.

I’m not a political scientist so | have alittle difficulty following the arguments.
The question is the political will to do what -- to spend money or to change governance?
The World Bank and the USAID, for the last 20 years, have had a game plan in place to
use the water investments to change governments. And | have worked with themin a
large number of casesin some of the more difficult areas, and no matter how much
money you invest, these are difficult places to change the governance structure.

They have done ingtitutional analysis, they have changed the water policies, they
have done national water management planning, they have done the investment priorities,
and it's still very difficult to get the job done. So if you're going to change the
governance, then the political will has to be at the ministerial level rather than at the — our
level, let’s say — the water managers level, which iswhat | represent.

And you really haven't made clear exactly what isit that you want do. And
particularly since I’ ve seen the World Bank and the USAID do a very good job in those
incidents where they can do — | haven't heard anything new here that | haven’'t heard for
the last couple of years.

MR. DAVIES: | think the — maybe | need some clarification. | have the sense
that you’ re talking about situations where you are able to put together a very good plan
and then it sort of falls apart because of the corruption or inefficiency, or politicsin a
particular country. | mean, if that’s the problem —and | think if that is the problem, then,
you know, the key istrying to find settings in which there is avery high level of
commitment hopefully at the very top of the country to address those problems that are
going to make it very difficult for the best laid plans to be successful, which means,
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you're going to end up probably operating in alot few countries than you might
otherwise.

Q: My nameis Gary Sappet. I'm with the Johns Hopkins University Bloomberg
School of Public Health Center for Communication Program. We have been involved in
some of the safe water systems and household treatment of water, hygiene, sanitation,
and safe water programs in response to the Mitch Hurricane. So | would like to sharea
perspective and make arequest from the bottom of the perspective.

And | think aswe look at policy, it traditionally is a top-down view. And alot of
the discussion has looked at structures and infrastructure, and systems, and ecosystems —
all of which are important. So we're not talking about relative importance — al of which
are important if you want to address any comprehensive way the global water issue.

At the same time, our look at the world —it’s not ministries of agriculture that
produce food; it's farmers; it’s not ministries of health that produce health, it's
households. And | think it's extraordinarily important here that we not forget the
households and the communities in any kind of policy equation that we' re putting forth.
Governance can operate a national or afederal level; governance can operate a a
community level, and in fact the community networks are in and of themselves a form of
governance and it’s often the place where the rubber meets the road regardless of what
the national and federal governments want to do anyway.

And so as | look at my history and family planning programs, reproductive health
programs, child survival programs, you didn’t just pick a top-down; you picked every
avenue that was available that’s usually combined a top-down with a bottom-up that you
had some evidence and some proof, and some viability of kind of interventions.

And so | throw this out both for comments but really it is a request that whatever
we do in terms of a policy approach, we don’t lose sight of the end users. We have been
doing some very interesting research with household treatment of water. It seems so
simple. Yet one of the things that we have seen is treatment is episodic. You had a
cholera outbreak, you treat your water; you have got a hurricane, you treat your water.
As soon as those outbreaks and as soon as those crises end, you go back to drinking the
same contaminated water and children continue to get sick and they continue to die.

And there are all kinds of behavioral issues and implications, which we are just
beginning to work on in terms of predictors of sustained treatment of water use. And
ultimately what we in the public health field want to do is create cultures of hygiene,
cultures of safe water where it becomes everybody’s responsibility and households do it
because other households do it and communities support it because other communities
support it.

And so | do think that as we look at these policies, much of what was donein

healthcare delivery left prevention off and so the money went into the hospitals, it went
into treatment, and it really did not go into some of the most basic low-cost high returned
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intervention that can have an impact on public health. | want to make sure that we don’t
make the same mistake as we look at global water, where we are looking at the big ticket
items, at the financial issues, at the policy issues, at the governance issues, at the
infrastructure issues, and lose sight of the fact that if you can have some impact on
behavior at a household level and a community level, people will take advantage of
technologies that exist, whether it’s boiling water, filtering water, or using high
technologies like Pure to take matters into their own hands. We should factor that into
the equation.

MR. BINDER: | want to go back to what the gentlemen from the Army corps
raised because | have made some — ticked off some things. When you talk about political
will, what do | think of? WEell, oneis priority for water on the part of the government — it
shifts to priority — engage, mobilize various institutions and perspectives in your society;
develop the plans, the legal frameworks, the regulatory frameworks — to find the sources
of money using education and the involvement that — with your citizens and making an
ongoing and sustained commitment in policies —on these. And | think if that were
explicit, | would say that was an indication of political will.

| guess — we' ve heard an example of South Africa being one of the states for
countries that has tried to make that — you know, to better — how they are doing | don’t
know but for better or worse they said it’s in the constitution; they’ re going to be working
in communities where they are supposed to do it. So that iswhat | would start to look for
in the sense of gauging political will and they didn’'t see these people, then — (off mike).

Q: (Off mike)

MR. BINDER: |I'm saying that the countries themselves need to take it on. There
are some things that the U.S. government and other industrialized countries can do but we
are sure not going to solve problems halfway around the world and local communities get
water; they have got to take this on themselves. So I’'m saying political will in that
country might entail a number of these elements. And from our standpoint, if you
contribute money, we can contribute extra fees, training — all kinds of lessons and failures
and success — we can share all of that. But it’s really the countries themselves that have
got to make the decisions. And you know, my list may be incomplete, but nonetheless |
think that’s the direction that they would need to go and | would say, they don’t actually
have the political will.

MR. DAVIES: Comment? Here at thistable.

Q: My nameis Craig Schiffries with the National Council for Science and the
Environment. And | would like to explore for a second a scientific basis for U.S. water
policiesand | can share a conference last year that had two of these panel members as
speakers — Water for Sustainable and Secure Future — and just four very simple points |
would like to make that we might want to consider as an element of U.S. water policies.
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Oneisthe need to develop arobust set of indicators regarding sustainable water
management. And if we have agoal in mind, we need to be able to measure our progress
towards achieving that goal. A second would be improving data and monitoring systems,
again, for sustainable water management. If you have these indicators, you need the data
to populate those indicators and we need to make better use of current existing data sets
and in some cases we need much better sets.

Thirdly, some of these problems require enormous investments and before we
make some of these investments, we might want to — whether it’s in wanting
development goals, we need to consider the role of our —the adequacy really of our RND
budgets as we try to achieve these incredible goals — do we need to increase on the
investments on these areas and do we have a balanced portfolio of long-term and short-
term initiatives, and both large-scale and small-scale projects to meet these near-term and
long-term goals.

And then it’s very important of course to integrate the social science and natural
science research together in these kinds of initiatives. And then fourth and finally |
would say there are many opportunities to close the gap between water science and water
policy. A trivial example in the United States is most of our state laws treat grounds
water and surface water as if they were independent entities. We know that they are
connected through the hydrologic cycle and that a failure to manage with that in mind —
well, then many cases, will lead to practices of unsustainable groundwater withdrawal
and ineffective water management policies. So we need to create some science-based
frameworks here.

So those points that came out of conference that | think are relevant here. And
then | have got afifth point that is consistent with several other speakers and that is the
need for education and outreach — are the critical components for any policy that ssimple
hand washing — that slogan, “Wash your hands; save your child’'slife” — 1 mean, that
actually goes pretty far and people need to understand the importance of source
protection for their own human health and the health of the environment — that kind of
thing. So those are five points that | would throw for consideration.

MR. DAVIES: Thank you. Comments from the panel?

MS. BEECHER: No, | just really appreciate that anytime someone asserts that
policy needs to be made on the basis of good hard science and good social science. | just
think you are right on the point there and we have got to continue that. And | was alittle
concerned that the previous line of discussion amost sound like a tough love -- we're not
got to help you if you don’t meet our vision of what good governanceis. We won't
always know that we' re absolutely correct on what that model might be.

So | think that maybe somehow pulling these ideas together that while, yes, we
have to have some methods and rational approaches to allocating scarce resources to
where they can really be beneficial and really have an impact. At the sametime, | think
there are some humanitarian and ecological, and — reference to Sandrawho | think had to
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leave — there are some other fundamental values there. It may be education; it may be
some of these on-the-ground direct stakeholder assistance, and R&D — I’'m so glad you
mentioned that.

Y ou know, maybe that’ s where then some resources have to be allocated but not
to forget that the implications of the household that happens to be located under aregime
that doesn’t meet our standards of criteriais still ahousehold that is suffering. And |
think we have to keep that in mind and we have to figure out a way to provide some kind
of humanitarian — even if that involves along-term educational and cultural assistance
kinds of roles through various governmental and nongovernmental organizations. | just
think we have to pay attention to that.

MR. DELLI PRISCOLLI: Well, I do like the idea of trying to think of criteria
and go back for amoment. We do need to think about what should the end of ODA for
water expenditures, what should it be? Should it be a plan — a series of pumps? Should it
be the same everywhere? Should it be — | think should be used as leverage because |
know that it’s always going to be small compared to what is needed to do the things we
discussed in these panels about getting governments to be concerned about water and so
forth and so on. Should it be used as leverage?

And | will come back to one comment — suggestion they made in those sides. |
like the idea of thinking about prevention damages not just areaction. | mean, we have a
hard time in this country. We have aflood and everybody — every Congressmen says
let’s go rebuild and, you know — (chuckles) —we our organization livesin the middle of it
and of course we go rebuild and the money is there and people say they shouldn’t be
living in the floodplains and on, and on, and on.

However, if we couldn’t —if we could peel alittle bit of money from the huge
amounts that go to relief — and they would be targeted directly to the places, you know,
that we' re discussing — and somehow figure out a mechanism with the World Bank or
others — I’m not sure who — to create some mechanisms that would deal with the
prevention of planning issues, | think we would be way, way down the line very far ahead
in this area because some of the things we're talking about, which is the upfront thinking,
which isthe kind of planning, which is the engagement of the communities, and all the
rest of it — this could happen out of that kind of money. And that percentage, while low,
would be huge for these activities.

MR. DAVIES. Questions? Comments? If not, | have one last one for the panel
to comment on. Much of our discussion has focused around the scale of an individual
country or even the scale moving down to the —to local sectors within a country. We
have heard this morning about the number of the challenges that face usin terms of —and
face various parts of the world in terms of regional settings — shared water basins where
in fact the water resources of an upstream country are a critical piece, not just for that
country, but for a much broader regional setting.
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And my question is relative to the discussion we have had around governance,
political will, how it is one motivates solution of this kind of complex issues, how does
that change when you move into a multilateral setting and what should we need to be
looking for in those kinds of settings?

MS. BEECHER: There are some lessons from air quality regulation, probably
some good and some bad, or that people really like or dislike in terms of, say, emissions
trading, markets, and things like that if you're looking for a market-based solution. And |
think that there is something to be said for — you know, have been wearing more of my
political science hat than my economics hat — but | think there is something to be said for
looking for a reasonable allocation schemes that are market-based and | think that was
one of your initial framework issues for this conference.

But | also think that even in this country our regional governance ability is pretty
limited. | mean, but there are some good examples — the Delaware River Basin
Commission might be one, the Great Lakes, which is also across border as well as cross-
state — or international border. You know, | think thisis—we are on the edge of
something new here | think in terms of regional government solutions as well and there is
some good work that needs to be done in terms of legal — both the creation of legally
sustai nable documents and then dispute resolutions for disputes that might arise under
those. | think thiswill be avery challenge but certainly needs some attention. But again,
having some commonality of understanding of what the problems are and what the
reasonable solutions that —will help us alot.

MR. DELLI PRISCOLLI: I'll take acrack at it. First, when you say trans-
boundary and shared basins — shared basins aren’t just trans-boundary of nations. They
are within nations like we have. We have rivers here that cross state boundaries and we
have tried seven types of river basin organizationsin our country. Three or four of them
have succeeded; others have not succeeded. But many of them have so my response to it
is, well, we have a debate in the water community. If it’s trans-boundary across nations
isthat the different than the experience of trying to deal with trans-boundary within
countries, meaning, you know, in our case, cross states, but still within the federa
government.

And my opinion is, yes, of course there are diplomats and others that are involved
across nations, but if all we doislook at it across nations and don’'t look at what
happened in the river basins within countries, well, you' re not going to develop models
and ideas, and creativity about how to do deal with the real sharing of sovereignty. So
we should look within countries that have trans-boundary sharing among their sovereign
entities even though that within one county, it's .1. The basin organization concept will
not —in the 20™ century, it keeps coming up, it gets beaten back; it's now in the form of
watersheds and eventually watersheds will come back to the river basin nations.

And it’s very important because when you look at the whole river, we understand

something that we don’t understand with air pollution or eco — what we may call
ecosystems — people understand the rivers; they can connect to it.
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We should be using some of these experiences. Sandra mentioned — no —when
the World Bank mentioned the negotiations on the Nile — well, those ministers ought to
be looking at what is happening in the Columbia River, and we're trying to make that
happen — trans-boundary sharing — huge amounts of money being transferred because of
upstream storage, downstream protections, cross-boundaries and even rivers that cross
the boundaries a few times. We ought to ook at —you mentioned the Delaware, the
Susquehanna or the Potomac — the Title Il river basin commissions, which were probably
the best things we ever devised theoretically failed — or some say weren't tried. Why?

So my appeal on the trans-boundary is, yes, but don’t think of it only as
international. Look — the INBO organization has identified something like 300 members
— river basin organizations and these aren’t trans-boundary, across nations. But these are
river basin organizations being operated by various people who are signed for this
organization of river basin organizations, if you will.

MR. BINDER: (Off mike) —and that’s exactly where | ended up, thinking it’s not
just trans-boundary and international. But if you look at appreciation of the resource and
what'sis at stake — (off mike) — fail to address some of the concerns, mechanisms to
facilitate discussion, dialogue and negotiation — money, technical input, timeto let a
process work, the right players at the table. But that is not just a matter of international
trans-boundary; those could be local discussions that center around the resource. And |
think the key is people begin to appreciate, here is a resource we draw on for economic
value, whatever, and if we don’t pay attention, we're going to have trouble.

So you want to get the right people around the table. And in atrans-boundary
situation — and | think the global environment facility, the World Bank, has been doing
this — you can get some good countries and they do focus on what we have to do to keep
this water body healthy, and | think that we' re having some success.

MR. SCHERR: | would add — I mean, | would probably agree with everything
that has been said and | think that — picking up on sort of a point that Jerry made earlier, |
think -- I mean, if you look at the history of trans-boundary disputes, they have a
tendency to fester —in pollution arena, they have atendency to fester sometimes for
decades. And | think aswe look forward, | think we end up with more trans-boundary
water problems and air problems, and they may get more acute.

And it really gets to the question of whether or not we have to wait until we have
the problems or whether or not we can look forward because it’s quite clear that at least
some of these problems can be ones that could have a direct impact on our national
security. And the real issue is can we — do we have a capability within our own
government — look forward to five, 10, 15 years and identify those places on the planet
where these trans-boundary problems could turn out to be so difficult and so severe that
in fact they would threaten perhaps regional stability or, more directly, our own national
security interests.



MR. DELLI PRISCOLLI: It'simportant to note that | think when we look at
basin organizations, not just across nations -- what | was trying to say is that we can find
models, organizational models. That goes maybe to Erik’s earlier question about the
relationship of organization building. But you find organization models and you aso
understand a lot about timing, how long things take, that there are many forms of
agreement, that you don’'t have to have everything at once, and on, and on, and on. And
soit'satopic in and of itself.

But the main point | would make in thisis that thereis arichnessin the
experience — huge richness of this dialogue between people, organizations — thereis
trans-boundaries always cutting across established sovereign entities. A huge richnessin
building administrative structures, the relationship of people and water, and technical and
political — the use of information and it’s a gray laboratory to look for.

MR. DAVIES: Thank you. Beforel turnthisover | would like to ask Erik
Peterson to comment on where we will be going tomorrow. | would like to talk about
where we are going tonight. (Scattered laughter.) | want to remind you that Jim Thebaut
will be here tonight and we will be screening “Running Dry” here in this room at 7:00.
There will be people up in the lobby to make sure that you can make your way back
down —find your way back down to thisroom. And | think it will be a great opportunity
to see this new documentary that has been put together as well as your comments from
Jim about the experience of doing that.

Erik, do you want to comment on tomorrow?

MR. PETERSON: Peter, yeah, let me weigh in support of what you just said.
The images that we saw as part of our presentation at the beginning of the day today are
lingering as we talk about in more conceptual terms about many of the challenges that we
face. And | would encourage you to animate the discussion we have had here today by
coming to enjoy thisfilm tonight. | believe it’s about 55 minutes and it’s quite
extraordinary, from everything that I’ ve heard, so you would be more than cordially
welcome.

Tomorrow morning we will shift gears. We have talked about partnerships here
from afew angles, but we'll focus square on this issue tomorrow morning. We'll begin
by getting the view of the president and CEO of ITT, Steven Loranger at 9:00. And then
we'll move into yet another outstanding panel, this one consisting of Jeff Seabright,
Coca-Cola; Greg Allgood, P& G, who has waged a global campaign with that Pure
product that we saw demonstrated this morning.

We look forward to hearing Steven Werner from Water for People talking about
the NGO community — again, how we get different forms of social organization to work
together. And finally, with an assessment of international organizations and frameworks,
we have Ambassador John McDonad. Then we have Karen — 1 hope | can pronounce
her name — Krchnak, with Davos International. So we have another superb lineup and
speaker. So we look forward to having you with us.

55



And then at the end of the morning we probably will be reading a statement from
Senator Frist, who probably will not be able to be here in person but who feels very
strongly about being engaged. And I’'m delighted to report that a number of other
members of the Senate, and we hope the House, will be engaged in our deliberations next
time around. | think we have a good chance of having Senator Frist, and Senators
Domenici and Bingaman have both agreed to speak in March.

So we have much more coming. We would like to thank again —to repeat Peter’s
thanks to this panel, and we look forward to seeing you tonight and the first thing
tomorrow morning, 9:00. Thank you.

MR. DAVIES: Please join mein thanking the panel.

(Applause.)

(End of session.)
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