More than 1 billion people live with inadequate access to safe drinking water, with dramatic
consequences for lives, livelihoods and development. Transparency International’s Global
Corruption Report 2008 demonstrates in its thematic section that corruption is a cause and cat-
alyst for this water crisis, which is likely to be further exacerbated by climate change.
Corruption affects all aspects of the water sector, from water resources management to drink-
ing water services, irrigation and hydropower. In this timely report, scholars and profession-
als document the impact of corruption in the sector, with case studies from all around the
world offering practical suggestions for reform.

The second part of the Global Corruption Report 2008 provides a snapshot of corruption-related
developments in thirty-five countries from all world regions. The third part presents sum-
maries of corruption-related research, highlighting innovative methodologies and new empir-
ical findings that help our understanding of the dynamics of corruption and in devising more
effective anti-corruption strategies.

Transparency International (TI) is the civil society organisation leading the global fight against
corruption. Through more than ninety chapters worldwide and an international secretariat
in Berlin, Germany, TI raises awareness of the damaging effects of corruption, and works with
partners in government, business and civil society to develop and implement effective meas-
ures to tackle it. For more information, go to www.transparency.org.
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Preface
Huguette Labelle, Chair of Transparency International

Transparency International’s flagship publication, the Global Corruption Report, sets out to
explore how corruption corrodes the foundations of our societies and to suggest what we can
do to reverse this course. In 2008 the report tackles the crucial issue of the water sector,
examining how the failure to govern this essential life resource more transparently and
accountably has an enormous price — both today and for future generations.

Now in its seventh edition, the Global Corruption Report has powerfully documented how
corruption hinders democratic self-determination and thwarts the course of justice. It has
provided proof positive that corruption undermines liberty, prosperity and individual empow-
erment. Drawing on the expertise of the TI movement, particularly that of our national
chapters around the world, the report provides a unique perspective on the global state of cor-
ruption — and on the many efforts to combat it.

The special focus section of this year’s report, corruption in the water sector, shows that in
perhaps no other area does corruption so directly and profoundly affect the lives and
livelihoods of billions of people as in the provision of water. Water is a natural resource, a com-
modity and the foundation of life on our planet. That is why we made it the focal topic for
this year’s report.

It is difficult to overstate the importance of water for health and secure livelihoods, for
economic development, environmental integrity and social cohesion. As the United Nations
(UN) Millennium Report in 2000 concludes: ‘No single measure would do more to reduce
disease and save lives in the developing world than bringing safe water and adequate
sanitation to all.” It is also difficult to overstate the scope and consequences of the current
global water crisis, one that leaves more than 1 billion people without access to safe drinking
water. At the same time, growing water shortages — exacerbated by corruption - threaten devel-
opment and political stability.

Let’s remind ourselves about what we are capable of achieving in the water sector — and how
far we still have to go to claim success. No other sector pits our boldest achievements in human
progress so starkly against our most abject failures in delivering development to all. The intro-
duction of public water and sanitation systems ushered in dramatic improvements in a very
short time frame — a mere hundred years ago, child mortality in urban centres in Europe due
to water contamination was as high as today in sub-Saharan Africa. Yet more than 2.6 billion
people still do not have access to sanitation systems that are so crucial for human health.

Experts concur that the water crisis is a crisis of water governance. Corruption is certainly
not its only cause, but, as the Global Corruption Report 2008 shows, it is a major factor and a
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catalyst in this crisis. Contributions to this report document how corruption pervades all
aspects of the water sector, how it inflates costs for drinking water in India, Kenya and else-
where, how it is detrimental for irrigation in Pakistan or large dams in Latin America and
how it abets large-scale water pollution in China. Corruption creeps into water management
in many industrialised countries and makes the global adaptation to climate change even
more difficult. Women and the poor are most often the main victims of corruption in water
governance, unduly punishing the weakest in societies.

The sheer scope of corruption in water governance also bears a grain of hope. It points towards
a unique opportunity to forge a powerful coalition for change. Fighting corruption in water
is in the common interest of people who are concerned about poverty, food security and eco-
nomic development, about sustainable environments and climate change, about health and
gender equality and about social cohesion. The international community has made enormous
commitments to improving the lives of the poor via the Millennium Development Goals,
which include a commitment to safe and secure access to water. It is now for this same com-
munity, and the many stakeholders engaged in the water sector, to make sure that corruption
does not prevent the achievement of this goal.

Transparency International will work to expand and invigorate the global coalition against
corruption to include the many stakeholders involved in the water sector. Our alliance with
the Water Integrity Network, an international coalition of water experts, field workers,
academics and activists dedicated to tackling corruption in the sector, offers TI an excellent
opportunity to pursue enhanced anti-corruption efforts in water. As the first report of its
kind examining corruption in water, the Global Corruption Report 2008 delivers a compelling
invitation to join this important and rewarding fight. We owe it to our societies to remove
the scourge of corruption and make this life resource work in favour of better and more
sustainable human development.



Foreword
Water in the community: why integrity

matters
Hon. Prof. Wangari Maathai'

Water is the driving force of all nature. It is essential for the workings of our ecological systems.
It is essential for our health and the health of our communities. It features prominently in our
spiritual life. It binds us together through shared waterways and shared water sources. It
shapes our relationship with nature, politics and economies.

Managing water wisely is as paramount to our common future as it is difficult to achieve.
Different visions, values and interests compete for shaping water governance. But one fact is
clear: the global water crisis that destroys sources of water and waterways, and leaves a large
portion of the world without access to safe drinking water, that destroys lives and livelihoods
all over the world and that continues to create ecological disasters at an epic and escalating
scale is a crisis of our own doing.

It is a crisis of governance: man-made, with ignorance, greed and corruption at its core. But
the worst of them all is corruption.

Corruption means power unbound. It gives the powerful the means to work against and
around rules that communities set themselves. This makes corruption in water particularly
pernicious. It allows the powerful to break the rules that preserve habitats and ecosystems, to
plunder and pollute the water sources that entire world regions depend upon and to steal the
money that is meant to get water to the poor. Corruption shuts smallholders out of irrigation
systems, displaces communities with impunity during dam construction, disrespects carefully
crafted arrangements for water-sharing across borders, and permits the poor and ignorant to
carry out activities that undermine the environment and their livelihoods, all with grave con-
sequences for environmental sustainability, social cohesion and political stability. Perhaps
most destructive of all, the force of corruption threatens to create a situation in which the
rules continue to be gamed in favour of the powerful and efforts for reform are thwarted.

Tackling corruption in water is therefore a prerequisite for tackling the global water crisis. With
the stakes so high, Transparency International’s Global Corruption Report 2008 could not come
at a better moment. The report helps us to better understand the many different forms that
corruption takes and it describes in detail the effects it has wrought. But, most importantly, it
does not end on a gloomy note; it also describes some very practical initiatives that can be
taken to combat corruption in water.

1 Hon. Prof. Wangari Maathai is the 2004 Nobel Peace Prize Laureate and founder of the Green Belt Movement.
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Nowhere are the global water crises and the havoc that corruption inflicts on the sector more
shockingly on display than in Africa, where a rich and powerful elite oversee a rich region
inhabited by an impoverished and disempowered population. But Africa is not alone. With
case studies from around the world the report clearly demonstrates that corruption in water
is a global phenomenon. It is global in two senses. Not only does it occur in all regions of the
world, confirming that industrialised countries are not immune, but also tackling it is a global
responsibility and in the interest of all stakeholders, communities, policy-makers, business,
civil society and donors.

With my own experience as an activist, I sincerely believe that the analysis presented in this
report provides a strong impetus to bind together more firmly governments, corporations and
civil society activists striving for environmental justice, poverty alleviation and good gover-
nance for a strong coalition to fight corruption in the water sector.

I have always believed that our treatment of the natural environment reflects the strength of
our societies. As the report underscores, everyone can and must do their share. Only by acting
together is progress attainable and sustainable. Our world’s well-being depends upon it.
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Executive summary
Transparency International

Corruption in the water sector puts the lives and livelihoods of billions of people at risk. As
the Global Corruption Report 2008 demonstrates, the onset of climate change and the increas-
ing stress on water supply around the world make the fight against corruption in water
more urgent than ever. Without increased advocacy to stop corruption in water, there will
be high costs to economic and human development, the destruction of vital ecosystems,
and the fuelling of social tension or even conflict over this essential resource. This report
clearly shows that the corruption challenge needs to be recognised in the many global
policy initiatives for environmental sustainability, development and security that relate to
water.

As the Global Corruption Report 2008 reveals, there are several encouraging initiatives from all
over the world that demonstrate success in tackling water corruption. This is the pivotal
message that more than twenty experts and practitioners emphasise in this report. In add-
ition, the Global Corruption Report 2008 — which is the first report to assess how corruption
affects all aspects of water — reflects on what more can be done to ensure that corruption does
not continue to destroy this basic and essential resource, one that is so fundamental to the
lives of people all over the planet.

Water and corruption: putting lives, livelihoods and sustainable
development at risk

Water is vital and has no substitutes. Yet a water crisis that involves corruption engulfs many
regions of the world. Nearly 1.2 billion people in the world do not have guaranteed access to
water and more than 2.6 billion are without adequate sanitation, with devastating conse-
quences for development and poverty reduction. In the coming decades the competition for
water is expected to become more intense. Due to overuse and pollution, water-based ecosys-
tems are considered the world’s most degraded natural resource. Water scarcity already affects
local regions on every continent, and by 2025 more than 3 billion people could be living in
water-stressed countries.

The human consequences of the water crisis, exacerbated by corruption, are devastating and
affect the poor and women most of all. In developing countries, about 80 per cent of health
problems can be linked back to inadequate water and sanitation, claiming the lives of nearly
1.8 million children every year and leading to the loss of an estimated 443 million school days
for the children who suffer from water-related ailments. In Africa, women and girls often walk
more than 10 kilometres to gather water for their families in the dry season, and it is estimated
that an amount equivalent to about 5 per cent of gross domestic product (GDP) is lost to illness
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and death caused by dirty water and poor sanitation there, as well. When clean water is
denied, the stakes are very high.

The Global Corruption Report 2008 argues that the crisis of water is a crisis of water governance,
with corruption as one root cause. Corruption in the water sector is widespread and makes
water undrinkable, inaccessible and unaffordable. It is evident in the drilling of rural wells in
sub-Saharan Africa, the construction of water treatment facilities in Asia’s urban areas, the
building of hydroelectric dams in Latin America and the daily abuse and misuse of water
resources around the world.

The scale and scope of the water and corruption challenge
The Global Corruption Report 2008 explores corruption in water through four key sub-sectors.

Water resources management (WRM), which involves safeguarding the sustainability and
equitable use of a resource that has no substitutes, is shown in this report to be susceptible to
capture by powerful elites. Water pollution has often gone unpunished due to bribery, and
funds for WRM end up in the pockets of corrupt officials. In China, for example, corruption is
reported to thwart the enforcement of environmental regulations and has contributed to a sit-
uation in which aquifers in 90 per cent of Chinese cities are polluted and more than 75 per
cent of river water flowing through urban areas is considered unsuitable for drinking or fishing.

The need to adapt to climate change makes cleaning up corruption in water resources all the
more urgent. Changing water flows and more floods may require massive new investment in
water infrastructure and the resettlement of 200 million people globally, and demand more
frequent emergency relief efforts. All of the above are particularly vulnerable to corruption, as
the Global Corruption Report 2008 shows.

Where corruption disrupts the equitable sharing of water between countries and communi-
ties, it also threatens political stability and regional security. Two in every five people in the
world today live in international water basins, and more than fifty countries on five conti-
nents have been identified as hotbeds for potential future conflicts over water. Water ‘grabs’,
the irresponsible appropriation or diversion of water without consideration for other users,
abetted by corruption, may translate tension into open conflict.

In drinking water and sanitation services, the second water sub-sector explored in the Global
Corruption Report 2008, corruption can be found at every point along the water delivery chain:
from policy design and budget allocations to operations and billing systems. Corruption affects
both private and public water services and hurts all countries, rich and poor. In wealthier coun-
tries, corruption risks are concentrated in the awarding of contracts for building and operating
municipal water infrastructure. The stakes are high: this is a market worth an estimated US$210
billion annually in Western Europe, North America and Japan alone.

In developing countries, corruption is estimated to raise the price for connecting a household
to a water network by as much as 30 per cent. This inflates the overall costs for achieving the
Millennium Development Goals (MDGs) for water and sanitation, cornerstones for remedy-
ing the global water crisis, by more than US$48 billion.
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Irrigation in agriculture, the third water sub-sector examined in this report, accounts for
70 per cent of water consumption. In turn, irrigated land helps produce 40 per cent of the
world’s food. Yet irrigation systems can be captured by large users. In Mexico, for example, the
largest 20 per cent of farmers reap more than 70 per cent of irrigation subsidies. Moreover, cor-
ruption in irrigation exacerbates food insecurity and poverty.

Irrigation systems that are difficult to monitor and require experts for their maintenance offer
multiple entry points for corruption, leading to wasted funding and more expensive and
uncertain irrigation for small farmers. One particular problem is the regulation of irrigation
with groundwater resources. As a result of weak regulation, large users in places such as India
or Mexico can drain groundwater supplies with impunity, depriving smallholders of essential
resources for their livelihoods. In India, the total corruption burden on irrigation contracts is
estimated to exceed 25 per cent of the contract volume, and is allegedly shared between offi-
cials and then funnelled upwards through the political system, making it especially hard to
break the cycle of collusion.

The fourth water sub-sector to be covered in the Global Corruption Report 2008 is that of
hydropower, involving dams. Few other infrastructure projects have a comparable impact on
the environment and people. The hydropower sector’s massive investment volumes
(estimated at US$50-60 billion annually over the coming decades) and highly complex,
customised engineering projects can be a breeding ground for corruption in the design,
tendering and execution of large-scale dam projects around the world. The impact of
corruption is not confined to inflated project costs, however. Large resettlement funds and
compensation programmes that accompany dam projects have been found to be very vul-
nerable to corruption, adding to the corruption risks in the sector.

Corruption in water: a challenge beyond the water sector

The importance of water for human development and environmental sustainability is well
established and the global water crisis has assumed a central role in the development and envi-
ronment debate. The Global Corruption Report 2008 highlights that corruption in water is a sig-
nificant factor in this crisis and therefore also a critical issue for global public policy. The
impact of corruption in the water sector on lives, livelihoods, food security and international
cooperation also underscores the many linkages to global policy concerns.

Corruption in water is a concern not only for the water sector. It also complicates the global
challenge to confront climate change, and must be addressed in the building of a governance
framework that updates and expands the Kyoto Protocol. Further, corruption in water must
feature more prominently in any debate on environmental sustainability. It also matters for a
global security agenda that is concerned about the root causes of conflict, extremism and
failing states. Finally, corruption needs to be recognised as an obstacle to the global resolve to
bring development to all, most prominently articulated in the Millennium Development
Goals and related policy initiatives.
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Water: a high-risk sector for corruption

The Global Corruption Report 2008 draws some preliminary conclusions about why water is
especially vulnerable to corruption.

Water governance spills across agencies. Water often defies legal and institutional classi-
fication, creating a regulatory lacuna and leaving governance dispersed across countries and
different agencies with many loopholes to exploit.

Water management is viewed as a largely technical issue in most countries. Managing
water is still predominantly approached as an engineering challenge. Consideration for the
political and social dimensions of water, including corruption issues and their costs, is
limited.

Water involves large flows of public money. Water is more than twice as capital-intensive
as other utilities. Large water management, irrigation and dam projects are complex
and difficult to standardise, making procurement lucrative and manipulation difficult to
detect.

Private investment in water is growing in countries already known to have high risks
of corruption. Nine of the ten major growth markets for private sector participation in
water and sanitation are in countries with high risks of corruption, posing particular chal-
lenges for international investors.

Informal providers, often vulnerable to corruption, continue to play a key role in deliv-
ering water to the poor. Informal water providers provide important bridging functions in
many developing countries to bring water to the poor. They often operate in a legal grey
zone, however, making their operations vulnerable to extortion and bribery.

Corruption in water most affects those with the weakest voice. Corruption in water
often affects marginalised communities, the poor or — in the case of its impact on the envi-
ronment — future generations. These are all stakeholders with a weak voice and limited
ability to demand more accountability.

Water is scarce, and becoming more so. Climate change, population growth, changing
dietary habits and economic development all exacerbate local water scarcities. The less water
there is available, the higher the corruption risks that emerge in control over the water supply.

From diagnosis to action: lessons for fighting corruption in the
water sector

The case studies and experiences presented in the Global Corruption Report 2008 yield a set of
four key lessons for fighting corruption in the water sector.

Lesson one: prevent corruption in the water sector, as cleaning up after it is difficult
and expensive

When corruption leads to contaminated drinking water and destroyed ecosystems, the detri-
mental consequences are often irreversible. When subsidised water gives rise to powerful
agricultural industries and lobbies, refocusing subsidies on the poor becomes more difficult.
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® Lesson two: understand the local water context, otherwise reforms will fail
One size never fits all in fighting corruption, but this is particularly the case in the water
sector, where conditions of supply and demand, existing infrastructure and governance
systems vary widely. Understanding local conditions and the specific incentive systems that
underpin corruption is a prerequisite for devising effective reforms.

® Lesson three: cleaning up water corruption should not be at odds with the needs of the
poor
The costs of corruption in the water sector are disproportionately borne by the poor. Pro-poor
anti-corruption efforts should focus on the types of service provision that matter most to
them, such as public standpipes or drilling rural wells. Such efforts need to be designed so that
they do not undercut peoples’ basic livelihoods: for example, a crackdown on informal service
providers may eliminate an important way for the poor to secure reliable access to water.

® Lesson four: build pressure for water reform from above and from below
Ending corruption in the water sector requires breaking the interlocking interests and rela-
tionships that are perpetuating the problem. This is a formidable challenge. Leadership from
the top is necessary to create political will and drive institutional reform. Bottom-up
approaches are equally important to curbing corruption, by adding checks and balances on
those in power that include the monitoring of money flows or benchmarks of utility
performance.

Stemming the corruption tide: recommendations for reform

The Global Corruption Report 2008 presents a number of promising strategies and tools to tackle
corruption in water resources management, drinking water and sanitation, irrigation and
hydropower. A particular country’s dynamics determines the right mix and sequence of anti-
corruption reforms, but the following is a summary of the most promising recommendations.

® Recommendation one: scale up and refine the diagnosis of corruption in water - the
momentum and effectiveness of reform depend on it
Much work remains to be done on studying the scope and nature of corruption in water.
Tools such as corruption impact assessments for different areas of the water sector, public
expenditure tracking or poverty and corruption risk-mapping help to shed valuable light on
different aspects of the puzzle. These tools need to be refined, adopted widely across the
water sector and adapted to specific local contexts to lay the foundations for targeted reform.

® Recommendation two: strengthen the regulatory oversight of water management and
use
Government and the public sector continue to play the most prominent role in water gov-
ernance and should establish effective regulatory oversight, whether for the environment,
water and sanitation, agriculture or energy. There are a number of institutional reforms
that can make regulatory capture less likely and therefore should be prioritised: capacity
building and training for regulatory staff, the provision of adequate resources (human,
financial, technical and administrative), the creation of a clear institutional mandate, the
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implementation of transparent operating principles and the introduction of a public con-
sultation and appeals process.

e Recommendation three: ensure fair competition for and accountable implementation
of water contracts
In many countries, the private sector has embraced basic anti-corruption measures as part
of its standard operating procedures, but more must be done for this to have an impact on
water. Governments and contractors can enter into integrity pacts (IPs) for public procure-
ment processes. The large investment demand in the water sector means that export credit
agencies, commercial banks and the lending wings of international financial institutions
can play an important role in fighting corruption and should expand their due diligence
requirements to include anti-bribery provisions.

e Recommendation four: adopt and implement transparency and participation as
guiding principles for all water governance
Transparency lays the foundation for public oversight and accountability and must come to
characterise how water sector business is done by public and private stakeholders alike. Too
often, commitments to this principle have not been translated into action. There are,
however, some examples of how transparency is being practised in water governance in the
Global Corruption Report 2008 — from opening up project budgets to disclosure of perform-
ance indicators. These must be repeated and used as the basis for learning and improvement.

Increased participation has been documented throughout the Global Corruption Report 2008
as a mechanism for reducing undue influence and capture of the sector. Participation by
marginalised groups in water budgeting and policy development can provide a means for
adding a pro-poor focus to spending. Community involvement in selecting the site of rural
wells and managing irrigation systems helps to make certain that small landholders are not
last in line when it comes to accessing water. Civil society participation in auditing, water
pollution mapping and performance monitoring of water utilities creates important add-
itional checks and balances. Transparency and participation build the very trust and confi-
dence that accountable water governance demands and civil society plays a critical role in
turning information and opportunities for participation into effective public oversight.

Creating momentum for change: a global coalition against corruption
in water

Implementing these recommendations requires a strategic vision. The global challenge of
corruption in the water sector needs a global response, local expertise and adaptation and
buy-in from a wide range of stakeholders. Transparency International, with its network of
corruption experts and advocates in more than ninety countries, is well positioned to make
a significant contribution. Efforts to bring more transparency to the water sector, for
example, can benefit from TI’s long-standing research and advocacy on raising the standard
of freedom of information and transparency in governance systems around the world.
Initiatives for more integrity in corporate participation in the water sector can adopt TI’s
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private sector anti-corruption tools for their purposes and link into TI’s extensive work on
accountable public procurement. The Water Integrity Network, a fast-growing international
coalition of water experts, field workers, academics and activists that worked with TI in the
development of this report, is spearheading the fight against corruption in the water sector.
The Global Corruption Report 2008 presents strong reasons why many others should join in
and help generate the momentum for sustained reform.

The onset of climate change and increasing stress on water resources means that a critical
crossroads has been reached. As the Global Corruption Report 2008 shows, tackling corruption
in the water sector is not only a moral imperative that serves the interests of many, particu-
larly the poor. It is also feasible. The time for action is now.
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Corruption in the water sector






1 Introducing water and corruption

In her lead chapter for the thematic section of the Global Corruption Report 2008, Janelle
Plummer outlines the main parameters of the global water crisis, provides an overview of the
different types and dynamics of corruption in the sector and explores their implications. Charles
Kenny adds to this overview with calculations that provide a stark reminder of the fatal
consequences of corruption in the water sector.

Water and corruption: a destructive partnership
Janelle Plummer!

Water is vital for people, food, energy and the environment. When water is scarce or absent,
countries and their citizens suffer incalculable costs — economic, political, social, cultural and
environmental. Corruption exacerbates these impacts and amplifies the pivotal challenge of
water governance. Urgent action is needed to mobilise all stakeholders to develop practical
ways of tackling corrupt practices in the many and varied parts of the water sector. This is the
central message of the Global Corruption Report 2008.

The global water crisis: a crisis of governance

The story of corruption in the water sector is a story of corruption in resources and services
vital for life and development. It is also the story of a sector in crisis. Each year millions of
people die of waterborne diseases because access to safe drinking water and adequate sanita-
tion has not been prioritised. In 2004 more than 1 billion people lacked access to safe drink-
ing water and 2 billion did not have access to adequate sanitation — and, despite successes in
many regions, the population without access to water services is increasing. Corrupt practices
exacerbate these gaps, removing investment that might be used to extend services to the poor,
diverting finance from the maintenance of deteriorating infrastructure and taking cash from
the pockets of the poor to pay escalated costs and bribes for drinking water.

1 Janelle Plummer was a governance and anti-corruption consultant, currently working for the World Bank. She is
currently a governance adviser in the World Bank. This chapter draws on J. Plummer and P. Cross, ‘Tackling
Corruption in the Water and Sanitation Sector in Africa: Starting the Dialogue’, in E. Campos and S. Pradhan (eds.),
The Many Faces of Corruption (Washington, DC: World Bank, 2007). The opinions expressed are those of the author
and do not necessarily reflect those of the World Bank, its executive directors or the countries they represent.
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Water scarcity is also a significant and growing problem. The livelihoods of hundreds of mil-
lions of people across all regions are threatened from shortages of water for irrigation.
Agriculture uses around 70 per cent of the water drawn from rivers and groundwater. High
levels of human activity, the pressures of increased water demand and higher populations take
their toll.? Climate change adds new pressures to the problem. By 2025 more than 3 billion
people could be living in water-stressed countries.? Over the coming decades crop yields are
expected to fall by 25 per cent and global malnutrition may rise by nearly as much if current
projections on climate change prove true.*

Managing water requires a careful balance of food security, poverty reduction and ecosystem
protection. Degraded ecosystems increase the risk of disaster — removing buffers against floods,
droughts and other natural hazards. The impact of environmental degradation, inadequate
water management and chronic underinvestment are known to us all: the tragedy of Darfur
is both a collapse of governance and an emergency of land and water degradation that has
escalated to an unprecedented humanitarian disaster.

At the heart of these failures is the crisis of governance in water — a crisis in the use of power and
authority over water and how countries manage their water affairs.> And yet, despite the impera-
tives of water for citizens’ livelihoods and a country’s growth, water governance has not been
prioritised. Institutional dysfunction, poor financial management and low accountability
mean that many governments are not able to respond to the crisis, and weak capacity and
limited awareness leave citizens and non-governmental organisations (NGOs) in many coun-
tries unable to demand change.

Water and corruption: a concern for all

Corruption in and around the development of the water sector is a key dimension of this
governance failure. It is evident in the drilling of rural boreholes in sub-Saharan Africa, the
operation of treatment facilities in Asia’s urban areas, the construction of hydroelectric dams
in Latin America and the daily abuse and misuse of water resources entrusted to governments
and other decision-makers around the world. Efforts to tackle the multiple aspects of corrup-
tion form a critical part of the battle to get water to people who need it. Corruption is both a
cause and an effect of weak governance in the sector.

While the impacts of corruption are more extreme in developing countries, the phenomenon
of corrupt water is not one limited to low- or middle-income countries. In Europe, North
America and Australia, corrupt practices involving or affecting water resources and services are
not uncommon. Industrialised countries have their own forms of nepotism in their board-

2 United Nations Development Programme (UNDP), Human Development Report 2006. Beyond Scarcity: Power, Poverty
and the Global Water Crisis (New York: Palgrave Macmillan, 2006).

3 Ibid.

4 Ibid.

5 Adapted from Department for International Development (DfID), ‘Governance, Development and Democratic
Politics: DFID’s Work in Building more Effective States’ (London: DfID, 2007).
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rooms and institutions; fraud and embezzlement feature frequently in the press. Even high
levels of regulation and oversight have not prevented corruption from playing out where the
public and private sector meet — or from being exported abroad, where governance and con-
trols are weaker.

The global push by the international community to remedy the lack of access to water and
sanitation for the world’s poorest citizens provides an unprecedented opportunity for
governments, the private sector and civil society to work in partnership to combat corruption
in drinking water and sanitation. To speed progress towards ending poverty, 189 countries
committed in 2000 to the United Nations Millennium Declaration.® Better water and sanita-
tion services for all people form part of the declaration’s eight goals — the MDGs - that world
governments have pledged to achieve by 2015.

Since the MDGs are inextricably linked to each other, achieving improvements in water and
sanitation produces positive impacts on the other goals — from reducing poverty and hunger,
to cutting child and maternal mortality rates and eliminating gender inequalities. Unless
primary blockages such as corruption are identified and addressed, it will be impossible to
meet the MDG target of halving the number of people without access to safe drinking water
and basic sanitation. Too much money is being lost from sector inefficiencies. Based on
country and regional estimates compiled by the UN, fifty-five countries will fall short of
increasing water access sufficiently, while another seventy-four nations are off track in realis-
ing promised improvements in sanitation.”

Sub-Saharan Africa is one of the regions where progress is slow and challenges for combating
corruption are great. The 2007 Corruption Perceptions Index (CPI) compiled by Transparency
International finds that nearly a half of the twenty nations that perform worst in the index
come from the region.® And, according to the latest data, 63 per cent of the region’s citizens
lack basic sanitation facilities — an insignificant improvement from the 68 per cent recorded
in 1990, the baseline year used to track the MDGs’ progress towards the 2015 target year.” Over
the same period the number of people in the region without access to water has actually
increased by more than 20 per cent, due to high population growth rates.!°

Water is an immensely political issue, wide open to manipulation, globally and nationally,
and open to capture and conflict among communities and households. These macro and
micro dimensions mean that the dialogue over corruption in water must reflect the diversity
in practices, and actors, their motivations and levels of impact. It is vital that all countries

6 Subsequently, in 2002, the target for sanitation was adopted. This was a key development, as sanitation is often
excluded from consideration.
UNDP, 2006.
8 These figures are based on the 2007 results of the Corruption Perceptions Index, available at www.transparency.
org/policy_research/surveys_indices/cpi/2007.
9 Data based on 2004 figures provided by the UN Department of Public Information, ‘Africa and the Millennium
Development Goals, 2007 Update’ (New York: UN, 2007).
10 Composite data are misleading, but there is also some debate over the accuracy of country-level data and the
internal disparities and horizontal inequalities that are hidden in aggregate statistics.
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urgently learn about the corruption taking place in their water sectors, identify the impacts
and develop practical and targeted anti-corruption policies and tools.

The nature and scope of corruption

Corruption - the abuse of entrusted power for personal gain — can be found in a vast range of
interactions at all levels and in all aspects of the water sector. At present, however, the diag-
nosis of corruption in the water sector is still developing, and anti-corruption efforts are often
marred by narrow views and biased perceptions of what corruption is and where the key risks
lie. To overcome these obstacles, a better understanding is needed of what forms corruption
takes in the sector, where it is concentrated and what the incentives of stakeholders are. Given
the diversity of the water and sanitation, irrigation, water resources management (WRM) and
hydropower problem, this represents a major challenge.

Most types of corruption are found in the water sector. When bureaucratic or petty corruption
occurs, a hierarchy of public servants abuse their power to extract small bribes and favours. A
water meter reader offers to reduce a customer’s bill in return for payment or a utility official
only responds to water service complaints when favours are traded. When grand corruption
happens, a relatively small cadre of public and private sector actors are involved and the
rewards are high. For example, public funds for a rural water network are diverted into the
pockets of ministry officials or a large dam construction contract is captured by a group of col-
luding companies. When state capture occurs, the decision-making process and enforcement
of water policies are manipulated to favour the interests of a few influential water users or
service providers at the expense of the broader public.!

A corruption risk map captures the different types of corruption in the water sector, includ-
ing fraud, embezzlement, bribery, collusion and nepotism. It points towards the differing
incentives of actors and various instruments needed to tackle the diverse nature of the cor-
ruption problem.

Typically there are three sets of corrupt interactions.

e Corruption in water occurs between public officials and other public officials. This includes
corrupt practices in resource allocation — such as diverting funds for a water supply network
to pay for upgrading a road near a politician’s house. It can also involve using bribes to
determine the outcome of personnel management decisions — such as payments to indi-
viduals for transfers and appointments to lucrative positions. The larger the potential salary,
the higher the bribe to get the post.

® It also occurs between public officials and private actors, and includes forms of bribery and
fraud that occur in relation to licensing, procurement and construction. Collusion or

11 This disaggregation of corruption follows M. Schacter and A. Shah, ‘Look before You Leap: Notes for Corruption
Fighters’, Policy Brief no. 11 (Ottawa: Institute on Governance, 2001).
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bid-rigging is typical of tendering processes in developed and developing countries and
involves both international and national actors.!?

e Corrupt practices also occur between public officials and users/citizens/consumers. These prac-
tices, known as administrative or petty corruption, enable poor and non-poor households,
tarmers and other users to get water, get it more quickly or get it more cheaply.

The series of corrupt practices in the sector extends from policy capture, to large and small
public—private transactions in construction and operations, to interactions at the point of
service delivery, which together can be plotted on a water ‘value chain’. The framework
shown in table 1 highlights these three sets of interactions in terms of the functions of the
water sector: a cycle of policy-making and regulation, budgeting and planning, financing,
programme design and management, tendering and procurement, construction, operation
and maintenance, and monitoring and enforcement functions.

Table 1 Value chain framework: corrupt interactions from policy-making to water delivery

Public—consumers/civil
society

Public—public Public—private

Policy-making
and regulation

e Policy and regulatory
capture over

e Policy capture over
WRM decision-making

e Bribery to silence
public protest over

Planning and o
budgeting

management of water O

resources, competition
and monopolies
Inter-ministerial
collusion: cover-

up over environmental/
social impacts of
hydropower projects

Distortionary decision-
making by politicians
(location/type of
investments)

Diversion of funds to
individuals, other projects
inter-ministerial bribery
for fund allocation

Corruption in local budget

management (fraud,
falsification of accounts/
documents, village-level
collusion)

Bribery for water rights,
extortion for permits and
processing of permits
Regulatory capture

(e.g. waivers to licences,
bypassing ElAs,
overlooking social
impacts)

Kickbacks to cover up
pollution

Bribery to influence
allocation of funding to
higher-capital-investment
projects (e.g. bulk water
supply vs. improving
networks or low-cost
efficiency solutions)

environmental and
social impacts

(Continued)

12 While it is possible that private—private interactions or NGO-private interactions are also prevalent in the sector
(e.g. bribery or fraud between contractors and subcontractors), these interactions are defined as corruption only if
the firm/organisation has been entrusted with public office.
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Table 1 (continued)

Donor o
financing,

funding and

fiscal transfers

Management
and programme
design

Tendering and .
procurement

Public—public

Donor-government
collusion in negotiations
to meet spending targets,
progress and quality, to
influence type of

sector investment
Bribery, rent-seeking and
kickbacks to ensure fund
transfers between MoF and
sector ministries

Corruption in personnel e Bribery to shift design

management
- payments for lucrative
positions (e.g. utility
directorships, project
management posts)
— bribes for promotions,
transfers, salary perks
Distortionary decision-
making (collusion with
leaders in selection/
approval of plans,
schemes)
Corruption in LG and
departmental planning
and budget management
Bribery to distort water
management and canal
construction to benefit
officials

Administrative o

corruption (fraud,
falsification of

documents, silence o

payments)
Inter-department/
agency collusion over
corrupt procurement,

fraudulent construction e

Cover-up and silence
payments linked to
corrupt procurement
Kickbacks in cash or
jobs to help politicians

secure preferred o

contractor

Public—private

Public—consumers/civil

eldl=14%

e Donor and national

private operator collusion
(outside legal trade
agreements)

¢ Influence project
decision-making to
benefit some users
(project-level site
selection,
equipment,
construction)

e Bribery to distort
water management,
canal construction,
sequencing to
benefit rich or
powerful users

to increase potential for
kickback and fraud

Bribery/kickbacks to
influence contract/bid
organisation
Kickbacks to win large-
scale projects: to secure
contracts, to influence
negotiations, for
information
Corruption in supply
procurement/inflated
estimates for capital
works, supply of
chemicals, vehicles,
equipment

Corruption in
delegating O&M:
awarding contracts,
overestimating

assets, selection, type,
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Table 1 (continued)

Public—public Public—private Public—consumers/civil
society
duration of concessions,
exclusivity, tariff/subsidy
decisions

¢ Fraudulent documentation,
uncertified materials in
construction

Construction e Cover-up and e Bribery and fraud e Corruption in
silence payments in construction community-based
linked to corrupt - not building to construction (with
construction specification, similar types of

concealing substandard practices as for
work, unspecified public—private
materials, underpayment interactions)
of workers

— failure to complete
works, delays

e Fraudulent invoicing
— marked-up pricing,

over-billing by suppliers

Operation and e Over-billing by suppliers, e Administrative

maintenance theft/diversion of corruption for water
inputs (chemicals) (access to water —

e Avoiding compliance installing/
with regulations, concealing illegal
specifications, health connections,
and safety rules avoiding

e Falsification of accounts disconnection,

e Bribery for diversion of illicit supply, using
water for commercial utility vehicles)
irrigation or industry e Administrative

¢ Bribes to cover up corruption for
wastewater discharge speed (or preferential
and pollution treatment) —

irrigation canal
repairs, new
connections

Payment (for e Bribery for excessive e Administrative

services) extraction by industry corruption
Bribery, collusion in - repayment/billing
falsified billing in for WSS and

commercial irrigation
and industry

irrigation water

— fraudulent meter
reading, avoidance
or partial payment,
overcharging

Source: Adapted from J. Plummer and P. Cross, 2007.13

13 ‘EIA’ stands for ‘environmental impact assessment’, ‘MoF’ for ‘Ministry of Finance’, ‘LG’ for ‘local government’,
‘O&M’ for ‘operation and maintenance’ and ‘WSS’ for ‘water supply and sanitation’.
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Linkages and legality add to the complexity of any map of corruption in water. These inter-
actions reinforce each other and double the impacts. A legal decision to construct a dam may
enable officials to capture resources, private contractors to skim profits and officials to use the
power of their office to divert the dam’s water to powerful landowners for kickbacks. The accu-
mulative cost of this network of interactions is high, with many losers along the way.

Ultimately, however, corruption scenarios play out very differently in different contexts.
Political regimes, legal frameworks, the degree of decentralisation, regional disparities, power
relations, cultural norms and levels of accountability (e.g. between state and civil society) will
influence the patterns and risks. Understanding the channels where corruption can occur
helps in its prevention. Mapping makes it possible to identify ‘hot spots’, in a particular
context, where corruption tends to concentrate along the water value chain.

The impact of corruption: putting billions of lives at stake

The impact of corruption can be described in financial, economic, environmental and socio-
political terms, and can also involve issues of security.

Putting an exact financial cost on corruption is difficult. While a best-case scenario might
suggest that 10 per cent is being siphoned off from the sector annually in corrupt practices, a
worst-case scenario places the figure at 30 per cent. If estimates are correct that an additional
US$11.3 billion is needed each year to achieve the MDGs on water and sanitation, a 30 per
cent leakage rate would mean that corruption could raise the costs of this pivotal develop-
ment initiative by more than US$48 billion over the next decade.*

Weak governance and endemic corruption exact a social impact that financial calculations can
never estimate. The barriers to access fall disproportionately on the poor in all regions.
Chronically low levels of access are found among poorer households and, accordingly, many
households find ways — often creative ways — of obtaining water informally. They vary the
sources from which they obtain water and pay higher prices when they can afford it. The
poorest households in countries such as El Salvador, Jamaica and Nicaragua spend more than
10 per cent of their income on water while their cohorts in rich nations such as the United
States pay only a third as much.'> In many situations elevated costs can be attributed to the
corrupt transactions between informal providers and utility officials.

But poverty is multidimensional and household costs are not all financial. Whether poor
households engage in corrupt transactions or not, they suffer due to the inefficiencies that
corruption produces. Where corruption removes or increases the costs of access to water
effects can be measured in terms of lost days, human development and lives. Close linkages
have been found between access to safe water and infant mortality, girls’ education and the
prevalence of waterborne disease.'®

14 World Health Organisation (WHO) and United Nations Children’s Fund (UNICEF), ‘Water for Life: Making it
Happen’ (Geneva: WHO Press, 2005).

15 UNDP, 2006.

16 See articles starting on pages 28 and 40.
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It is not only with poverty that water problems are strongly associated. Water is also a key
driver of growth, being an indispensable input to production (in agriculture, industry, energy
and transport). Currently, the extremely low levels of hydraulic infrastructure and limited
water resources management capacity in the poorest countries undermine attempts to
manage variability in water availability.!” Water reservoir storage capacity (per capita) in
countries such as Morocco or India is less than one-tenth of the volume that Australia has in
place.'® In many countries in Africa, highly variable rainfall and the regular droughts that
devastate parts of the region all ripple through national economies. In Ethiopia, for example,
the lack of hydraulic infrastructure is estimated to cost the Ethiopian economy over one-third
of its growth potential.’ Reports of the disaster in New Orleans in 2005 suggest that it was
not only natural, but exacerbated by unsubstantiated, unaccountable decision-making.?°
Corruption reduces the levels of investment in infrastructure, reduces resilience to shocks
and undermines growth.

The impact of corruption in water can also be environmental. The lack of infrastructure for
water management whether man-made (e.g. dams, inter-basin transfers, irrigation, water
supply) or natural (e.g. watersheds, lakes, aquifers, wetlands) in developing countries pres-
ents a management challenge almost without precedent.?! The ever-increasing impact of
climate change and the lack of human and financial capacity to manage the water legacy
result in far greater shock in developing countries, making the poorest countries ever more
vulnerable. Corrupt practices that increase pollution, deplete groundwater and increase
salinity are evident in many countries and are closely linked to deforestation and desertifi-
cation across the globe. Stemming the leakage of funds from the sector is vital to address
these issues.

The importance of water — on health, poverty, development and the environment — under-
scores how it is fundamentally linked to questions of power and security. Corruption can turn
the control of water into a force that aggravates social tensions, political frictions and regional
disputes. Tensions over water are frequent within states. Dire water shortages in Egypt trig-
gered widespread public protest and roadblocks in the summer of 2007. The outcry was fuelled
by the perception that corruption had caused the water crisis.?? In Sierra Leone, a director of
the Freetown utility was killed in 2007 during a clampdown on firefighters over their illegal
resale of water.?® Inevitably, internal pressures also spill across borders. Over the last fifty years

17 World Bank, ‘Managing Water Resources to Maximize Sustainable Growth: A Country Water Resources Assistance
Strategy for Ethiopia’ (Washington, DC: World Bank, 2006).

18 UNDP, 2006.

19 UNDDP, 2006. Ethiopia is ranked 138 out of 180 countries, based on the TI Corruption Perceptions Index.

20 See article starting on page 28.

21 D. Grey and C. Sadoff, ‘Water for Growth and Development: A Framework for Analysis’, baseline document for
the fourth World Water Forum (Washington, DC: World Bank, 2006).

22 Al-Ahram (Egypt), 12 July 2007; Al-Ahram (Egypt), 2 August 2007; Land Center for Human Rights, ‘Water
Problems in the Egyptian Countryside: Between Corruption and Lack of Planning’, Land & Farmer Series no. 32
(Cairo: Land Center for Human Rights, 2005).

23 Live from Freetown [blog], 2 June 2007, available at www.livefromfreetown.com/2007/06/.
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water has been the source of twenty-five international conflicts, such as communal clashes at
the Mali-Mauritania border over access to watering holes in 1999.2¢ The potential for future
disputes is ever present. Water basins that span more than fifty countries on five continents
have been identified as hotbeds of conflict.?> Corruption, particularly grand corruption, is a
potential trigger to ignite these latent tensions.

The drivers of corruption

The equation Corruption = Monopoly + Discretion — Accountability, developed by Robert
Klitgaard,?¢ is very useful and relevant for understanding the problems posed for the water
sector. It highlights the aggregate effect of monopoly and discretionary power, which are
common in water institutions.?” The water and sanitation sub-sector tends to be highly
monopolistic and has many traits such as high capital costs and economies of scale?® that help
to keep it that way. In hydropower, the need for many tailored, non-standard investments
serves as a barrier for new entrants to the market and reduces levels of competition. In
addition, agencies and officials involved in all different aspects of the water sector have his-
torically seen enormous discretionary power in the planning, design, contracting and
implementation of water projects. Their influence is difficult to address because the sector is
highly technical and the professionals involved have a clear information advantage.

Other idiosyncrasies of the water sector also suggest a high potential for corruption. Water
investment involves a large flow of mostly public money, often with inadequate planning and
oversight. In developing countries, funding sources for projects are often uncoordinated and
spending and decision-making are non-transparent. And the sector is a costly one — water serv-
ices assets, for instance, can be three to four times higher than telecommunications and
power.? Because water policy, planning and budgeting decisions impact on inputs vital for
agriculture, industry and property, political interference is significant. The result is a game of
winners and losers who often adopt alternative means to gain access to water.

The funding provided by donors to the sector through official development assistance (ODA)
creates additional opportunities for corruption to occur. Financing to the water supply
and sanitation sector reached almost US$6 billion in 2005.3° While this represents roughly 5
per cent of all aid flows, secondary spending leads to a multiplier effect for the money coming
into the sector. The flows are particularly vulnerable to corruption, high levels of manipula-

24 See International Water Event Database, www.transboundarywaters.orst.edu/data/.

25 S. Postel and A. Wolf, ‘Dehydrating Conflict’, Foreign Policy, no. 126 (2001).

26 R. Klitgaard, Controlling Corruption (Berkeley, CA: University of California Press, 1988).

27 A number of anti-corruption advocates including Klitgaard and Susan Rose-Ackerman identify four key factors
that engender opportunities for corruption: monopoly power, wide discretion, weak accountability and lack of
transparency.

28 A reduction in unit cost achieved by increasing the amount of production.

29 C. Kirkpatrick ef al., ‘State versus Private Sector Provision of Water Services in Africa: A Statistical, DEA, and
Stochastic Cost Frontier Analysis’, Paper no. 70 (Manchester: University of Manchester, 2004).

30 See Organisation for Economic Co-operation and Development (OECD), Official Development Statistics
Database.
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tion and patronage can occur and donors are often under pressure to disburse — be it grant
money or loans.

In water and sanitation services it is also the failure of monopolistic state delivery that creates
opportunities for petty corruption. A multitude of small-scale providers fill the gap in provi-
sion, often functioning in an informal zone that makes them and their clients vulnerable to
exploitation. Government institutions are not well structured to deal with these informal
water providers or the forms of bribery that develop.3! Another driver of corruption in the
water sector is related to the fact that the demand for accountability is very limited in devel-
oping countries. This is particularly true in relation to the service provider/consumer account-
ability relationship.’? When civil society is weak and the concept of customer rights
undeveloped, the challenge is multiplied.

The existence of state and non-state actors, systems, service levels and institutions creates a
highly complex sector. Responsibilities for water affairs can be found in a multitude of
different ministries and agencies and at various levels of government. The lack of clarity in
the roles and responsibilities of all these stakeholders results in a lack of transparency and
accountability and, inevitably, in a severe asymmetry of information between user,
provider and policy-maker. The diversity of arrangements for delivering water services adds to
the challenge. Utilities, alternative providers, community management and self-supply,
whether formal or informal, all exist side by side in the context of different government
structures and institutional challenges. These unique characteristics make water a fertile sector
for corruption.

In addition, water has many linkages to other sectors that are particularly vulnerable to
corruption. As part of the high-risk construction sector,** water displays the resource allocation
and procurement-related abuses which arise when the public and private sectors meet. As water
services and resource management is one of the functions of a country’s administrative or civil
service, the sector also confronts a different set of obstacles: low capacity, low wages, lack of
clear rules and regulations, and dysfunctional institutions. These conditions make it suscepti-
ble to the common practices of fraud, bribery, embezzlement and favouritism.

Addressing incentives for change

Preventing corruption from taking root is less costly and complicated than having to tackle
the problems once they begin. Effective prevention involves identifying and understanding
the incentives at play. Corruption can be driven by need, greed, the opportunity for money
or power? — or simply the basic need for water.

31 See article starting on page 40.

32 C. W. Gray and D. Kaufmann, ‘Corruption and Development’, Finance and Development, vol. 35, no. 1 (1998).

33 See Transparency International, Global Corruption Report 2005 (London: Pluto Press, 2005).

34 R. Klitgaard et al., Corrupt Cities: A Practical Guide to Cure and Prevention (Oakland, CA: Institute for Contemporary
Studies, 2000).
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Understanding the incentives of individuals, communities and firms requires careful analysis
and knowledge of the local context. Incentives are influenced by a range of interconnected
factors: social, political, economic and institutional. As corrupt activities unfold, stakeholders
are pulled into a complicated web that connects various institutional levels and involves one
or more types of corruption. Powerful patronage networks and patron—client relationships
shape and solidify these interactions, making the fight against corruption exceptionally diffi-
cult. The corruption risk map (see page 7) provides a framework for identifying these stake-
holder incentives, potential conflicts of interests and the points along the water value chain
that are most vulnerable to capture.

Irrespective of the actors involved, corruption flourishes whenever the short-term benefits out-
weigh the expected losses. The calculation of costs and benefits will depend on the risk of getting
caught and being held accountable. A key element of any sustainable anti-corruption strategy
is to change these trade-offs so that stakeholders are no longer motivated towards corrupt behav-
iour — whether for national policy-makers allocating sector funding or the actors (politicians,
managers and community leaders) involved in a community irrigation project. Shifting incen-
tives involves minimising the frequency of transactions, reducing the potential gain from each
one, raising the probability of detection and increasing the magnitude of penalties.3

Incentives need careful diagnosis in each setting. The corruption map can be used to identify
the incentives of all actors along the value chain but these are highly context-specific. The
incentive structures for officials managing utilities in Russia, for instance, are very different
from those affecting the operation of irrigation channels in remote areas of Pakistan, or from
the logic that determines how international contractors, financiers or policy-makers in indus-
trialised countries respond to corruption risks. This demands knowledge of local settings, par-
ticularly of social and institutional norms, and engaging local actors is key.

The chapters that follow provide illustrations of how these incentives make water and
corruption such a destructive partnership. Each chapter examines one dimension of the sector
and profiles the specific corruption risks, their impacts and the possible policies and
instruments to tackle them. Although interlinked, the sub-sectors come with their own par-
ticular characteristics, stakeholders, governance challenges and corruption risks. Analysing
them individually permits a better comprehension of the challenges each confronts and a
broader vision of the obstacles the sector faces.

Chapter 2 focuses on water resources management and outlines the fundamental concerns for
the sector. It examines how corruption affects the basic parameters of water availability, sus-
tainability and allocation between different uses and users. It addresses the role of corruption
in water shortages, water pollution and inequitable distribution.

Chapter 3 considers the problem of corruption in water supply, the water that people need to
live. It describes how corruption affects the way people, particularly the poor, access and pay

35 J. Huther and A. Shah, ‘Anti-corruption Policies and Programs: A Framework for Evaluation’, Working Paper no.
2501 (Washington, DC: World Bank, 2000).
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for adequate and safe water services. It also analyses how corruption risks differ between indus-
trialised and developing countries, and between public and private providers.

Chapter 4 provides key insights into the impact of corruption on food security and agricul-
ture. Agricultural production accounts for one the largest uses of water around the world.
Irrigation processes — both sophisticated and simple — feed water to the fields of large-scale and
small farmers alike. When corruption is present, food security, poverty reduction and equity
are compromised, allocations are distorted and limited water resources are often captured by
commercial agriculture producers at the expense of small farmers.

Chapter 5 covers another dimension of the sector: water for energy use. It describes how cor-
ruption in hydroelectric power comes with a unique set of characteristics that reflect the size
of projects and funding. To turn water into power, dams must be built, and, inevitably, indi-
viduals, communities and the environment are subject to involuntary change.

Chapter 6 provides a summary of the policy lessons highlighted in the report. It illustrates
how accountability can be created and anti-corruption reforms established. Recommenda-
tions draw on the experiences profiled in the report and selected best practices from the sector.
By looking at how each actor can make a difference, the chapter sets forth approaches for dis-
cussion and future action.

This Global Corruption Report, focused on water, aims to provide information on the practical-
ities of corruption and anti-corruption activity in a sector that is critical for people, food,
energy and the environment. The first step in the process of tackling the many and varied
forms of corruption in water, however, is to improve our understanding of it. Much more
effort is needed to develop knowledge about the nature and scope of corruption in the water
sector, and to improve knowledge and awareness of its impact. Change will not come about
without first establishing the demand for action. This report is an important step forward in
building the commitment that is so urgently needed to fight against ‘corrupt water’.

15
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Corruption in water — a matter of life and death
Charles Kenny!

Everyone needs water to live. Yet many households in the developing world are without
access to piped water — either because they are outside the reach of networks, or the systems
have fallen into collapse. Maintaining and building water supply systems are the clear
responses. But, even when hard-to-find funding is made available, corruption exerts a tax
that distorts allocation decisions, wastes resources and, ultimately, takes lives.

A survey of corruption in water provision in South Asia suggests that contractors have fre-
quently paid bribes to win contracts, in addition to the petty corruption that occurs at the
point of service delivery. The study, which was done between 2001 and 2002, shows that the
cost to companies and the sector represents a sizable burden and loss of resources when the
bill is finally tabulated. Bribes on average ranged from 1 to 6 per cent of the contract values.
Kickbacks paid during construction escalated the costs to companies by up to another 11 per
cent of the contract value. The formation of ‘sanctioned’ cartels added to the problem of
inflated costs, since they helped to push prices 15 to 20 per cent higher than what the market
would have demanded. What is worse, these payments actually facilitated companies’ failure
to meet contract obligations. Kickbacks tended to cover low-quality work and the non-
delivery of goods. Materials worth between 3 and 5 per cent of the contract value were never
supplied.? The economic cost of each dollar of missing materials can be calculated at US$3 to
4 as a result of the water network’s shorter life and limited capacity. These costs add up to
another 20 per cent on top of already inflated contract prices. This double impact of corrup-
tion in the construction of water networks may raise the price of access by 25 to 45 per cent.

What is the economic and social cost of this corruption? An analysis of household survey
data for forty-three developing countries suggests a strong correlation between access to
water and child mortality. For each additional percentage point of household access, there
was a reduction in the under-five mortality rate: a decline of one death for every 2,000 chil-
dren born.?

Comparative country work suggests that the cost for a household water connection is
around US$400.4 Taking the high-end estimate for the cost of corruption in water provision,

1 Charles Kenny is a senior economist at the World Bank, Washington, DC. The opinions expressed are those of the
author and do not necessarily reflect those of the World Bank, its executive directors or the countries that they represent.

2 ]. Davis, ‘Corruption in Public Service Delivery: Experience from South Asia’s Water and Sanitation Sector’, World
Development, vol. 32, no. 1 (2004).

3 D. Leipziger et al., ‘Achieving the Millennium Development Goals: The Role of Infrastructure’, Policy Research
Working Paper no. 3163 (Washington, DC: World Bank, 2003). It is worth noting that this estimate is open to dis-
pute: see M. Ravallion, ‘Achieving Child-Health-Related Millennium Development Goals: The Role of
Infrastructure - A Comment’, World Development, vol. 35, no. 5 (2007).

4 M. Fay and T. Yepes, ‘Investing in Infrastructure: What is Needed from 2000 to 2010’, Policy Research Working
Paper no. 3102 (Washington, DC: World Bank, 2003).
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the price for households would increase by 45 per cent to US$580. As this case demon-
strates, the failure to combat corruption results in fewer households being connected,
tempered progress on lowering child mortality and increased challenges for achieving the
Millennium Development Goals related to water, health and poverty.

Taking the estimate of connection costs being US$400 per household, an investment of US$1
million in piped water projects in countries with under-serviced water needs would benefit
2,500 families and might save nineteen children per year.> Having access to water would have
other positive impacts, such as on household health, education, women’s empowerment and
poverty. Yet the costs imposed by corruption over twenty years would mean that from the
same investment nearly 30 per cent fewer households would gain access, perhaps 113 fewer
children would survive and the related development affects would be undermined.

One recent estimate to assess investment costs based on past trends indicates that low-
income countries would have to invest US$29 billion in water projects to meet user demand
over the decade ending in 2010.¢ The impacts of corruption would inevitably create leak-
ages and lost resources, undermining the effectiveness of such investment. Assuming a
context of low corruption, each year the global toll of child deaths could be 540,000 lower
thanks to a decade’s investment in water access. A high-corruption environment would save
30 per cent fewer lives.

This is only a partial estimate. As signalled, the impacts of corruption on household access
to water go beyond increased childhood mortality. Access affects illness and death among
older children and adults as well. Less water and more illness means missed days at school
and work. The pass-through effects of reduced water access leave lasting marks on house-
hold educational outcomes and income generation. Other household members have to
take time away from economically productive activities to care for sick family members.
When there is no household access, considerably more time is spent collecting water from
elsewhere. Women and children often bear these responsibilities and are forced to make
trade-offs between education and other activities.” Weak governance and high levels of cor-
ruption combine in different forms that affect households and undermine their livelihoods
through multiple channels. Yet the most startling impact remains the cost they exert in
matters of life and death.

5 Based on an average household size of five people and a crude birth rate of thirty per 1,000 people (the average for
low-income countries). The exact estimates are 18.75 and 12.93 deaths averted, respectively. The calculation for
the low-cost case is as follows: each US$1 million invested connects 2,500 (US$1,000,000/US$400) households
containing 12,500 people (2,500 X 5). These households give birth to 375 children each year (0.03 X 12,500). For
these households, coverage increased from O to 100 per cent, resulting in 100 fewer child deaths per 2,000 chil-
dren born. This suggests each US$1 million can save an average of 18.75 children per year (375 X 100/2000).

6 M. Fay and T. Yepes, 2003. The cost estimates are for the period from 2000 to 2010 in order to increase and ade-
quately maintain water infrastructure networks. It is not based on the infrastructure needed for MDG achievement.

7 See article starting on page 40.
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2 Water resources management

Kristen Lewis and Roberto Lenton introduce the major challenges for water resources management in
their lead piece, sketching out the different forms of corruption in the sector and presenting their
consequences with a set of case studies that cover water pollution and environmental sustainability,
watershed management and water allocation. They conclude with a set of recommendations on how
to tackle corruption in the sector. Transparency International explores how corruption in the water
sector affects the mitigation and adaptation efforts with regard to climate change. John Butterworth
discusses under what circumstances integrated water resources management (IWRM) offers a
promising framework for making water resources management more accountable. Drewery Dyke
presents a case study from Afghanistan that shows how local power plays and corruption seize water
resources. Enriqueta Abad’s contribution on Spain underscores that corruption in industrialised
countries can also have serious consequences on local water availability. A final contribution by TI
to this section explores the important transboundary dimension of water resources management and
examines how corruption in this area runs the risk of undermining regional cooperation and security.

Corruption and water resources management: threats
to quality, equitable access and environmental

sustainability
Kristen Lewis and Roberto Lenton!

Few things are more fundamental to sustainable development than ensuring that the man-
agement of the world’s water resources is sustainable, equitable, efficient and free from sig-
nificant governance failures, including corruption. Unfortunately, this ideal has yet to be
realised. Water resources management (WRM) means all actions required to manage and control
freshwater to meet human and environmental needs. These actions include not only an array of
governance and management measures but also investment in physical infrastructure for
storing, extracting, conveying, controlling and treating water. WRM also includes efforts to
protect groundwater, control salinity and promote water conservation.

In short, water resources management is about the fundamental rules of the game. How should
water resources be shared among agricultural, industrial, environmental and recreational uses?

1 Kristen Lewis is the co-director of the American Human Development Report and an independent consultant
specialising in international development and environment issues. Roberto Lenton is currently chair of the
Technical Committee of the Global Water Partnership and chair of the Water Supply and Sanitation Collaborative
Council; he co-authored this chapter in his individual capacity.
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How should water sustainability, quality and aesthetic appeal be valued, and to what extent
should they be traded off against competing uses? Who is entitled to use how much? Given
the defining role of water for health, livelihoods, economic development, settlement patterns,
food production, competitive industrial advantage and, increasingly, tourism, these questions
are intimately linked to fundamental decisions about national development strategies and
urban planning, as well as political alignments, social equity and cohesion.

The challenges for WRM are formidable: in many places in the world, a large gap between water
supply and demand has opened, and it is expected to grow dramatically in the near future.

Competition for water is heating up everywhere. Continuing population growth and urbani-
sation, shifting dietary habits towards more water-intensive foods, spiralling demand for new
fuel crops and expanding water-intensive industries all contribute to ever-growing demand.
At the same time, water pollution, degraded ecosystems and global warming? endanger local
water recharge, quality and sustainable supply around the world.

The numbers speak for themselves.

® Over the past 100 years the world’s population has quadrupled while water consumption
has risen sevenfold. Water scarcity already affects local regions on every continent, in par-
ticular South Asia, China, sub-Saharan Africa, the Middle East, Australia, the western United
States and South America’s Andean region. By 2025 more than 3 billion people could be
living in water-stressed countries. Most distressingly, some of the most affected countries
already exhibit a high incidence of poverty and population growth.?

® One-fourth of the African population faces chronic water stress,* and by 2025 the popula-
tion in water-stressed regions in sub-Saharan Africa is expected to rise from 30 to 85 per cent.’

® Due to overuse and pollution, water-based ecosystems are considered the world’s most
degraded natural resource. In northern China, 25 per cent of the Yellow River’s flow is
needed to maintain the ecosystem around it, but human overuse only leaves 10 per cent
for one of the greatest arteries of life in East Asia.® In Africa, the ecosystem of Lake Victoria,
the second largest lake in the world, is in serious decline partly due to pollution.”

® Overuse and deterioration of surface water resources has led to a pumping race for groundwa-
ter, rapidly depleting aquifers and often leading to saltwater intrusion that makes them unus-
able. In Yemen, parts of India and northern China, water tables are falling at more than one
metre a year, and in Mexico extraction from a quarter of all aquifers exceeds sustainable levels.®

Competition for water, already intense, will worsen still with climate change. This competition
revolves around water systems that are increasingly vulnerable to pollution, overexploitation
and desiccation. Tackling corruption in such a context is as difficult as it is imperative.

2 See article starting on page 28.

3 United Nations Development Programme (UNDP), Human Development Report 2006. Beyond Scarcity: Power, Poverty
and the Global Water Crisis (New York: Palgrave Macmillan, 2006).

4 World Water Assessment Programme, United Nations Educational, Scientific, and Cultural Organization

(UNESCO), ‘Water, a Shared Responsibility’, World Water Development Report no. 2 (New York: UNESCO, 2006).

UNDP, 2006.

Ibid.

World Water Assessment Programme, 2006.

UNDP, 2006.
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An overview of corruption in WRM

It is important to begin with a caveat: the nature, extent and effects of corruption in irriga-
tion and drinking water supply are well documented, but there have been few systematic
inquiries into corruption in water resources management. Nonetheless, it is clear that factors
that allow for corruption to take hold in water service sectors also exist in WRM, and, indeed,
many cases of corruption in WRM have come to light in recent years.

Corruption in water resources management appears to be closely interlinked with a range of
other unethical practices, as well as with governance failures. It is difficult and of limited prac-
tical value to draw a strict line between corruption on the one hand and the lack of laws,
frameworks, resources, awareness and capacity on the other. Indeed, corruption can be a cause
for, consequence of and contributing factor to wider policy failures. Corruption in WRM can
therefore be broadly grouped into three areas.’

e Corruption related to water allocation and sharing, including bribes to obtain water permits
and cover up overuse of water resources; patronage or policy capture to skew decisions on
water transfers; and allocations favouring specific interests in exchange for money or polit-
ical support.

e Corruption related to water pollution, including kickbacks to regulatory officials to cover up
pollution or to distort environmental assessments; and policy capture or bribes to enable
deforestation in watersheds.

e Corruption related to public works and management, including bid-rigging and collusion
among contractors, embezzling WRM funds, buying appointments and promotion in WRM
bureaucracies, and favouring construction of large infrastructure projects over other
options because of policy-makers’ corruption opportunities.

Importantly, corruption and policy failures indirectly related to water resources management
often have a strong impact on water quality, availability and distribution. Allowing illegal
logging in watersheds, for example, can affect watershed management, modifying streamflows,
hurting downstream water users, harming wildlife and causing soil erosion. Unauthorised
urban development can adversely affect local water regimes. And allowing overdevelopment
of coastal resorts can impact on local water sustainability, for example by exacerbating salinity
intrusion. Corruption-fuelled overdevelopment along Spain’s coast has aggravated concerns
about water shortages while landing dozens of politicians and officials in jail.1®

The effects of corruption in WRM also have three components.

® Impacts on economic efficiency. Water is an important input factor in many economic sectors,
including agriculture, fisheries, industry, transport and, in its recreational function,
tourism. Corruption can distort the most productive allocation of water among these com-
peting uses while generally inflating the overall cost of supplying and treating water.

9 Examples drawn from P. Stalgren, ‘Corruption in the Water Sector: Causes, Consequences and Potential Reform’,
Policy Brief no. 4 (Stockholm: Swedish Water House, 2006).
10 See article starting on page 35.
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® [mpacts on social equity, cohesion and poverty reduction. Water allocation equals power, and
policy capture can instrumentalise WRM to favour specific ethnic groups or business
interests — with adverse consequences for poverty reduction, social equality and political
stability.

® [mpacts on environmental sustainability and health. Corruption that leads to water pollution
and overexploitation not only has serious consequences for human and animal health and
sustainable water supply, it also contributes to degradation of wetlands and other valuable
ecosystems, with long-term consequences for livelihoods, development prospects, and
wildlife preservation and restoration.

What makes WRM vulnerable to corruption?

Corruption can find fertile ground in water resources management for a number of reasons.
First, some stakeholders cannot raise their voices to demand accountability. The fight against
corruption in irrigation, drinking water supply and hydropower finds natural allies in those
corruption affects most: farmers, households, and communities to be resettled. But in WRM,
some important stakeholders are not directly represented in the domestic political arena and
thus go unheard: the environment, future generations and, in the case of transboundary
waters, water users in foreign countries.

Second, water resources management is extremely complicated, both conceptually and prac-
tically. WRM is interlinked in complex ways with environmental systems that themselves are
highly complex and often poorly understood by decision-makers and the general public.
Similarly, WRM is tasked to deal with a resource that sometimes stretches across vast areas and
crosses borders, literally often underground in the form of aquifers, generating multifaceted
hydrological interconnections between uses and users that are far from being fully mapped.™
The resulting veil of obscurity breaks the direct link between a corrupt act and its impact,
making it difficult to apportion blame and helping corruption go undetected and unpunished.
And, to a much greater extent than in water service sub-sectors, systematic research on cor-
ruption in WRM is in short supply, raising doubts about its nature and extent and further con-
tributing to its low profile on the policy agenda.

The large scale and technical complexity of many WRM infrastructure projects can make
oversight difficult, rendering the sector vulnerable to corruption. Many large water man-
agement projects, such as water storage or inter-basin transfers, are customised engineering
endeavours that require expert input for environmental, hydrological and geological
questions, as well as for socio-economic, legal and financial issues. Private sector experts —
consulting firms, financiers and specialised building contractors — are called upon to help
implement such projects. But public authorities in many countries may find it difficult
to muster the breadth and depth of expertise to oversee such multifaceted projects
effectively.

11 World Water Assessment Programme, 2006.
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Big-ticket, fast-paced public construction works offer many opportunities for personal
enrichment, and WRM includes many such projects. Such projects require numerous layers
of official approval, use large amounts of tax money and face various risks of delay and over-
runs. These factors offer multiple opportunities and incentives for hold-ups, extortion and col-
lusion in awarding contracts, granting permits and concealing poor-quality work.

In addition, a weak framework for environmental protection and flimsy enforcement mechanisms
often let corruption in WRM off the hook. Legal and regulatory weakness is pronounced in the
environmental area in many countries, and corruption contributes to environmental degradation.
Limited monitoring capacities and toothless punishments for environmental pollution offer little
deterrence to water polluters. Developing countries in particular face serious resource and capac-
ity issues with regard to their legal and regulatory framework for addressing environmental issues,
including water and watershed management. Even those with strong laws on the books can find
themselves hamstrung by a lack of resources when it comes to enforcement.

Mobilising against corruption in WRM is also not easy. The diversity of stakeholders and inter-
ests that are involved in WRM makes it difficult to find common ground. In water resources
management, many different and often competing actors and sectors vie for the same
resources. But they are not pursuing common ends, they operate on very different value
frameworks and they often have very few connections and shared organisational structures.
These factors make establishing a cross-cutting anti-corruption platform very ditficult.
Common professional standards, values and organisational structures to discuss and negoti-
ate frameworks for resource sharing can help instil anti-corruption norms and community
pressure for responsible behaviour and prevent a corrupt free-for-all.

Finally, WRM has many public masters and often insufficient coordination. Domestic water
supply often resides in the health ministry, and irrigation in the agricultural ministry. But water
resources management often falls between the stools in terms of institutional responsibility
and accountability. Responsibility for water resources is sometimes housed in environment
ministries or paired with forestry — but this arrangement leaves out water for household use,
water for agriculture, water for energy, water for industry and water for transport, all important
aspects of WRM. This lack of clear accountability can create opportunities for corruption to take
hold.

Sustainability, water-sharing and corruption: where things have
gone awry
Enrichment in watershed management: India

In India, watershed management programmes were launched by the government at a signifi-
cant scale in the early 1970s. Research'? shows that, in the early stages of the programmes’
development when the main implementing agencies were government departments, financial

12 C. Lobo, ‘Reducing Rent Seeking and Dissipative Payments: Introducing Accountability Mechanisms in
Watershed Development Programs in India’, presentation at World Water Week, Stockholm, August 2005.
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‘leakages’ were of the order of 30-45 per cent of approved amounts. Approved plans included
costs that were overestimated by at least 15-25 per cent through the overdesign of structures
and misrepresentation of labour requirements, deceptions that then set the stage for the diver-
sion of funds during implementation. This was achieved in several ways, such as forcing
labourers to pay a fee in order to gain entry into the workforce, or not adhering to design spec-
ifications — using less cement than required, digging trenches to less than the specified depth,
planting fewer saplings than the design called for, etc. The net result was not only an increase
in implementation costs but also a reduction in capacity to mitigate droughts, augment usable
water resources and improve productivity. Later on, when the government actively involved
people in implementation, devolved funds to a village body and issued new guidelines, finan-
cial leakages were reduced to 20-35 per cent of approved amounts — largely because villagers
became more aware of how much money was received and for what purpose.

Water pollution and corruption: China

China’s water pollution problems have reached shocking levels. Estimates suggest that
aquifers in 90 per cent of Chinese cities are polluted, more than 75 per cent of river water
flowing through urban areas is considered unsuitable for drinking or fishing and 30 per cent
of river water throughout the country is regarded as unfit for agricultural or industrial use.

The consequences are equally devastating. Two-thirds of China’s approximately 660 cities
have less water than they need and 110 of them suffer severe shortages. About 700 million
people drink water contaminated with animal and human waste. Water pollution has sick-
ened 190 million Chinese and it causes an estimated 60,000 premature deaths every year.
Environmental degradation and pollution is believed to cut into China’s GDP by 8-12 per cent
annually.

The situation is not surprising, given that 13,000 petrochemical factories out of the national
total of 21,000 were built along the Yangtze and Yellow rivers, and an estimated 41 per cent
of China’s wastewater is dumped in the Yangtze alone.

Corruption is a significant factor in the problem. Although China has more than 1,200 anti-
corruption laws, bribery, kickbacks and theft account for an estimated 10 per cent of govern-
ment spending and transactions, with infrastructure projects and procurement among the hot
spots. Only a half of the money earmarked for environmental protection between 2001 and
2005 was judged to have been spent on legitimate projects.!?

Laws and regulations against environmental pollution do exist,'* but they are weak, poorly
monitored and rarely enforced. Only a fourth of factories in 509 cities properly treat sewage
before disposing of it, according to a 2005 survey. A company owner admitted in an interview

13 M. Pei, ‘Corruption Threatens China’s Future’, Policy Brief no. 55 (Washington, DC: Carnegie Endowment for
International Peace, 2007); E. C. Economy, ‘The Great Leap Backward?’, Foreign Affairs, vol. 86, no. 2 (2007).

14 L. Buckley, ‘Valuing Ecosystem Services: An Answer for China’s Watersheds?’, Worldwatch Institute, 11 September
2007.
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he would ignore guidelines to install cleaner technologies since they would cost as much as
fifteen years’ worth of fines. The national environmental protection agency (SEPA) tries to
enforce regulations with fewer than 1,000 full-time employees, less than one-tenth the staff
at the disposal of its US counterpart. This makes environmental protection an uphill battle.
SEPA director Zhou Shengxian, as reported by Xinhua News Agency, put it the following way:
‘The failure to abide by the law, lax law enforcement, and allowing lawbreakers to go free are
still serious problems in many places.”'> He further complained that some local government
leaders directly interfere in environmental enforcement by threatening to remove, demote
and retaliate against environmental officials. Local enforcement agencies usually report to
local officials, who often have personal or financial relations with polluting factories. And
these officials have been found in many cases to put pressure on courts, the media or even
hospitals to cover up pollution.’®

Bribery and bid-rigging in water transfer projects: Lesotho

Managing water resources includes massive investments in infrastructure for storage, extrac-
tion, conveyance and control. ‘Grand corruption’ in WRM can arise in the design and con-
struction of such big-ticket projects.

Perhaps the best-known case is the Lesotho Highlands Water Project, a US$8 billion project
involving the construction of dams and canals for water transfer and supply, hydroelectric
power generation and rural development. The chief executive of the Lesotho Highlands
Development Agency was found guilty of accepting more than US$6 million in bribes from
multinational companies to secure tenders, and in 2002 he was sentenced to eighteen years
in prison. Multinationals from the United Kingdom, France, Germany, Italy, Canada and
other countries were also prosecuted for seeking to influence the tendering procedure.!’

The Lesotho case raises two issues of particular relevance to WRM. The lure of milking big-
ticket projects for private gain may keep officials from exploring a wider range of alternatives,
such as water conservation. In particular, corrupt decision-makers may favour projects where
corruption rents are concentrated, and can be easily appropriated by them or their chosen
cronies, over smaller projects, which disperse corruption rents more widely.

Second, because the Lesotho case occurred in the context of a large international water-
sharing arrangement, the question is whether these agreements may offer incentives or dis-
incentives for corrupt behaviour. Admittedly, these arrangements can be highly complex —
technically, financially and administratively — and thereby provide potential entry points for
corruption.'® But this means comparing them to a situation without any joint governance

15 Statement made by Zhou Shengxian on 26 December 2006, reported in many sources including
www.chinadaily.com.cn/china/2006-12/27/content_768328.htm.

16 Financial Times (UK), 5 July 2007; E. C. Economy, 2007; Financial Times (UK), 24 July 2007.

17 The Lesotho case has been extensively documented. For more, see Global Corruption Report 2007. Examples of
media reports include Business Day (South Africa), 23 August 2004, and Pambazuka News (Africa), 8 August 2004.

18 See article starting on page 37.
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frameworks and thus without the mutual gains from joint projects and without any regula-
tion of excessive water abstraction or pollution across borders.

In addition, water-sharing arrangements can also open new opportunities for keeping cor-
ruption more effectively in check. In essence they are power-sharing agreements that give
each party a strong incentive to watch the others to ensure they do not take more than their
fair share. As such, ‘competitive oversight’ among riparian nations, coupled with assistance
in capacity building provided by supporting governments and international institutions, can
create an environment less conducive to corruption. Indeed, one could argue the Lesotho
scandal came to light because of the involvement of other interested and engaged countries.

Practical measures to prevent and limit corruption in WRM

The fight against corruption in water resources management can be advanced through a mix
of initiatives.

Institutional reform

Governments can undertake institutional reforms that clarify the WRM responsibilities of
different agencies and establish formal mechanisms for public participation, as well as trans-
parency for the entire decision-making process. They can lay down clear criteria for decision-
making that also recognise social and environmental factors, such as the need to maintain
environmental flow, the minimum volume of water throughput required to safeguard the basic
functioning of a hydrological system. Water resource agencies should adopt policies and pro-
cedures that require the systematic analysis of project alternatives prior to decision-making.?
Such policies would help ensure that major investment decisions are made based on clear eco-
nomic, social and environmental criteria, and reduce the opportunities for decisions to be
made because of their potential for private gain. Such policies would need to be comple-
mented by clear policies on such issues as procurement of both goods and services.

Such reforms need not reinvent the wheel but can be guided by established principles and
models for water resources management spelled out by the 1992 Dublin Principles (see Box 1),
and by transparency and participation standards included in the 1998 UN Economic
Commission for Europe’s Aarhus Convention.?® With regard to water-sharing across states, the
1997 UN Convention on the Law of the Non-navigational Uses of International Watercourses
provides an important template for cooperation and equitable transboundary water-sharing.?!

19 One example of such a policy is the World Bank’s operational directive 4.01, which states that the analysis of
alternatives should include ‘a systematic comparison of the proposed investment design, site, technology and
operational alternatives in terms of their potential environment impacts, capital and recurrent costs’.

20 UN Economic Commission for Europe, ‘Convention on Access to Information, Public Participation in Decision-
making and Access to Justice in Environmental Matters’, 25 June 1998. See www.unece.org/env/pp/documents/
cep43e.pdf.

21 Convention on the Law of the Non-navigational Uses of International Watercourses, adopted by the General
Assembly of the United Nations on 21 May 1997. See untreaty.un.org/ilc/texts/instruments/english/conventions/
8_3_1997.pdf.
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Donors and international financial institutions can also do their share by adhering to proac-
tive information disclosure and consultation for WRM projects they finance and commission,
and by putting in place effective sanctions against corrupt employees and contractors.
Development projects can be designed so they do not reinforce local power structures that
underpin corrupt water-sharing arrangements.??

Box 1 Integrated water resources management and the Dublin
Principles

IWRM is a process that promotes the coordinated development and management of water, land
and related resources with a view to maximising economic and social welfare in an equitable
manner without compromising the sustainability of vital ecosystems.?? IWRM has three goals:
environmental and ecological sustainability, economic efficiency in water use, and equity and par-
ticipation.*

At the heart of IWRM lie the Dublin Principles,?® established at the 1992 International Conference

on Water and the Environment in Dublin, which was held in preparation for the 1992 Rio Earth
Summit.

e Principle no. 1: fresh water is a finite and vulnerable resource, essential to sustain life, develop-
ment and the environment.

e Principle no. 2: water development and management should be based on a participatory, public
approach, involving users, planners and policy-makers.

e Principle no. 3: women play a central part in providing, managing and safeguarding water.

e Principle no. 4: water has an economic value in all its competing uses and should be recognised
as an economic good.

A second set of approaches recognises that a larger constellation of stakeholders are essential
for tackling corruption in WRM.

Shining the spotlight on irresponsible WRM

A better understanding of water flows, interdependencies and environmental dynamics such
as recharge rates and critical thresholds is required. This will make the implications of WRM

22 See article starting on page 33.

23 Global Water Partnership, ‘Integrated Water Resources Management’, Technical Advisory Committee (TAC)
Background Paper no. 4 (Stockholm: Global Water Partnership, 2000).

24 See article starting on page 31.

25 M. Solanes and F. Gonzalez-Villarreal, “The Dublin Principles for Water as Reflected in a Comparative Assessment
of Institutional and Legal Arrangements for Integrated Water Resource Management’, TAC Background Paper
no. 3 (Stockholm: Global Water Partnership, 1999).
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choices more visible and encourage decision-making that considers all stakeholders in a
shared river basin context.?¢ The research community can make an important contribution by
developing and implementing more refined indicators for equitable and sustainable water
sharing and modelling the implications of specific decisions on all involved stakeholders.
These steps would provide important information tools for consultation and inclusive WRM
decision-making.

An instructive example is the eco-regional assessment of the upper Yangtze River, which com-
bines detailed hydrological, environmental and socio-economic datasets. The resulting simu-
lation model not only informs WRM decisions but also provides a planning platform to bring
together different stakeholders and forge a consensus around specific WRM strategies. All
these measures make policy capture more difficult.?”

Shaming water polluters into cleaning up their act

Civil society initiatives and the media can help put the spotlight on environmental polluters.
This can be particularly effective where powerful local corruption networks thwart attempts
by weak regulators to enforce environmental regulations. In 2006 the Institute of Public and
Environmental Affairs in Beijing launched the China Water Pollution Map, a public, search-
able, online database that meticulously records water pollution by more than 2,500 polluting
enterprises, including some foreign-owned ones. Similar disclosure and shaming initiatives,
such as the Toxic Release Inventory established in 1986 in the United States, have successfully
contributed to a sharp reduction in environmental pollution.?

Strengthening communities for more accountable watershed management

The public at large is critical in the fight against corruption in a number of ways, from voting
corrupt politicians out of office, to demanding greater accountability, to becoming involved in
environmental monitoring and protection. In response to the corruption in Maharashtra, India,
in watershed management, the Watershed Organisation Trust in Maharashtra has developed an
approach based on participation, transparency and accountability that has shown promising
results. The NGO'’s initiatives include support for establishing self-help groups for local groups
and villagers, and participatory impact monitoring and peer group reviews, in which villagers
visit watershed projects in other villages to compare experience and performance. In addition
to strengthening accountability of watershed management, the participating villagers have
developed greater confidence and ability to deal with officialdom — which has translated into a

26 World Water Assessment Programme, 2006.

27 S. Zhang, ‘China Blueprint: Eco-Regional Assessment of the Upper Yangtze River’, presentation at World Water
Week, Stockholm, August 2007.

28 P. H. Sand, ‘The Right to Know: Environmental Information Disclosure by Government and Industry’, in
F. Biermann, R. Brohm and K. Dingwerth (eds.), Proceedings of the 2001 Conference on the Human Dimensions of
Global Environmental Change, Report no. 80 (Potsdam: Potsdam Institute for Climate Impact Research, 2002).
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lower tolerance to being short-changed. In addition, several of these tools have by now been
adopted by government and donor-funded watershed programmes in the country.?’

Filling the research and awareness void

Finally, developing practical ways forward is clearly hampered by the paucity of research on
corruption in the context of water resources management. There is a virtual absence of rigor-
ous studies documenting the scope and impacts of corruption across the spectrum of water
resources management, despite the clear evidence that some types of water management
actions are prone to corruption. This situation undoubtedly reflects the relative lack of
detailed field-based research on how water resources management actually works and the
practicalities of administering and financing it. It needs to be remedied, however, if we are to
understand more fully the role of corruption in the management of water resources and put
in place measures to prevent and limit corrupt practices.

29 C. Lobo, 2005.

Climate change: raising the stakes for cleaning up

corruption in water governance
Transparency International

Few informed people doubt climate change poses the single most important policy challenge
to global human development, world peace and prosperity — even the sheer survival of soci-
eties in their current form. It is little wonder, then, that this far-reaching problem would affect
the issue of water and corruption.

For starters, if global warming continues on its current trajectory, it is expected to change our
hydrological systems fundamentally — altering rainfall patterns and river flows, diminishing
water storage in the polar ice caps and driving up sea levels, leading to saltwater intrusion into
the precious supplies of big cities. The world will see more and larger storms, floods and
droughts. Climate change will thus alter the basic properties of water systems around the
world and therefore the basic properties on which water governance is built.

More droughts and local water scarcity will increase competition for
water — raising risks of corruption
By 2020 between 75 and 250 million people in Africa alone are projected to be exposed to

increased water stress due to climate change. This comes on top of already severe local water
shortages throughout the world and ever-intensifying competition for water due to
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population growth and rising industrial and agricultural demand.! When water flows more
sparsely, powerful farmers, rich urban dwellers and water-dependent industries will have
strong incentives to secure a larger share and continuous supply through bribes at the service
level and political lobbying at the policy level.

Less water means more corruption, both grand and petty. And water shortage in conjunction
with corrupted water governance increases the risk of social and political conflict. The abysmal
conflict in Darfur has been convincingly linked to corrupted governance and local water
shortages intensified by climate change.? Many more such conflicts can be expected in the
future, if global warming continues to unfold.

More extreme weather requires building new water infrastructure —
raising the scale of construction and exposing corruption hot spots

Climate change creates additional urgent demands for upgrading existing water infrastructure
and building new facilities. Rising sea levels are estimated to create tens or even hundreds of
millions more flood victims each year. This will increase demands for coastal protection
systems in many parts of the world.? Climate change is also expected to require the modifi-
cation of many existing dams and therefore additional investment in this sector.* Global
warming could also shrink yields of rain-fed crops in many regions by up to 50 per cent by
2020, raising demand for more irrigation systems.> And, in urban areas, more frequent and
intense flooding means overflowing sewers and the risk of contamination of shallow ground-
water resources. These effects will make investments in floodproof water networks and ade-
quate sanitation infrastructures more urgent.°

Given all these predicted implications, global warming is likely to trigger additional demand
for new water infrastructures from flood controls and urban water systems to irrigation and
hydropower projects. The United Nations Development Programme estimates that at least
US$86 billion need to be allocated annually for climate-proofing infrastructure and building
the resilience of the poor to the effects of climate change.” This makes it even more urgent to
tackle corruption in the water sector, so that valuable resources are not squandered.

1 Intergovernmental Panel on Climate Change (IPCC), Working Group II, ‘Climate Change 2007: Climate Change
Impacts, Adaptation and Vulnerability’, Summary for Policymakers, April 2007.

2 United Nations Environment Programme (UNEP), ‘Sudan: Post-Conflict Environmental Assessment’ (Nairobi:
UNEP, 2007).

3 N. Stern, The Economics of Climate Change: The Stern Review (Cambridge: Cambridge University Press, 2007).

4 World Conservation Union (IUCN), ‘Adaptation Framework for Action for the Mediterranean Region: Views from
the Athens Roundtable’ (Gland, Switzerland: ITUCN, 2002).

5 Intergovernmental Panel on Climate Change, 2007.

6 ActionAid International, ‘Unjust Waters — Climate Change, Flooding and the Protection of Poor Urban
Communities: Experiences from Six African Cities’ (2006); see www.actionaid.org/assets/pdf/Unjust
WatersSHI%20(2).pdf.

7 United Nations Development Programme (UNDP), Human Development Report 2007/2008. Fighting Climate
Change: Human Solidarity in a Divided World (New York: Palgrave Macmillan, 2007).
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Changing water flows and more floods require resettlement at a
massive scale and more frequent emergency relief — both particularly
vulnerable to corruption

Even cautious climate change estimates suggest 200 million people may become permanently
displaced due to rising sea levels, heavier floods and more intense droughts.® As chapter 5
shows, resettlement is a hot spot of corruption, inviting fraud, bribery and embezzlement in
reimbursement schemes and land transfers on a massive scale.” Emergency relief efforts for
floods and storms are equally prone to corruption, as mobilising short-notice help often
results in suspending sound procurement rules.

In Bihar, India, eleven government and bank officials and a private contractor were charged
with embezzling some US$2.5 million in state funds designated for flood relief efforts in
2005.1° Similarly, Hurricane Katrina, whose devastation of New Orleans may have been inten-
sified by global warming, spawned scandalously corrupt relief and clean-up efforts. Up to US$2
billion in assistance may have been lost to fraud and waste, more than 250 people have been
convicted of fraud and some 22,000 reports of fraud, abuse and waste have flooded into the
US Hurricane Fraud Hotline.!!

Climate change aggravates the global water crisis, and corruption
slows down mitigation efforts

Not only does climate change increase corruption risks in the water sector, the relationship
also works the other way round: corruption makes it more difficult to tackle climate change
and thus further exacerbates the global water crisis.

Attempts of science and policy capture

Arriving at a robust scientific and policy agreement on the existence, effects and urgency of
climate change was exceedingly difficult because of the complexity of the subject matter. But
the scientific pursuit was also bogged down and inexcusably delayed by the rather dubious
activities of some industry players and their government allies. They sponsored and promoted
pseudo-scientific claims casting doubt on the reality of global warming in the face of over-
whelming evidence to the contrary. And they ruthlessly pushed a special interest policy agenda
at a time when the disastrous implications for low-level island countries and future generations
were already plain to see. These activities have delayed the timely development of an inter-
national policy response to global warming, thereby aggravating the global water crisis.!?

8 N. Stern, 2007.
9 See article starting on page 85.
10 Wall Street Journal (US), 16 August 2007.
11 M. Worth, ‘New Orleans-Style Corruption Taints Katrina Recovery’, Water Integrity Network, 15 March 2007.
Available at www.waterintegritynetwork.net/page/375/#_edn4#_edn4.
12 G. Monbiot, Heat: How to Stop the Planet Burning (London: Allen Lane, 2006).
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Emissions tradings: the corruption risks of a new currency

Curbing greenhouse gas emissions is an integral part of tackling climate change. Emissions
trading — trade in ‘permits’ for generating carbon dioxide and other greenhouse gases — is becom-
ing an important incentive to reduce emissions. But, as with any new currency and market
mechanism, this system can be corrupted at several levels. Creating and certifying emission
credits must be transparent and follow independently verifiable criteria. The infant market for
emissions must be carefully established and regulated to avoid price manipulations. And the
consumption of permits requires credible monitoring and sanctions in case of violations. All
these considerable governance challenges have already been subject to fraud and corruption.'s

The many linkages between climate change, corruption and the water sector have potentially
grave implications that demand our prompt attention. Global warming is already exacerbating
the global water crisis and amplifying related corruption risks, pushing water governance at
many places to the brink of collapse. Climate change makes tackling corruption in the water
sector even more urgent and will continue to raise the stakes even further in the coming decades.

13 Times (UK), 25 April 2007; Financial Times (UK), 28 June 2007.

Can integrated water resources management

prevent corruption?
John Butterworth!

Reforms based upon a strategy known as integrated water resources management (WRM) are
well under way in much of the developed and developing world. They aim to address water
scarcity crises, especially in the developing world, and water quality problems, particularly in
post-industrial societies such as Europe. IWRM’s key feature is promoting decentralisation and
user participation while enhancing the regulatory role of states.

Measures typically include appropriate basin or catchment institutions; integrated planning to
meet agreed-upon water quantity to quality targets; a system of formal administrative
water rights, such as licences to extract or pollute water; cost recovery and water pricing (the ‘user
pays’ principle); market-based mechanisms for reallocating water; and better environmental pro-
tection, such as reserving water for ecological purposes and the ‘polluter pays’ principle.

Can IWRM open the door to corruption risks? What happens when informal water providers,
which still probably supply most of the world’s water users,? transition to more formalised,
and supposedly more transparent and accountable, public administration systems?

1 John Butterworth is a programme officer at IRC International Water and Sanitation Centre, Delft, Netherlands.
2 ]. Butterworth et al., Community-based Water Law and Water Resource Management Reform in Developing Countries
(Wallingford, UK: CABI Publishing, 2007).
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IWRM calls for intensive coordination and cooperation among previously independent gov-
ernment agencies.® Along the way, IWRM also introduces complexity. And, by adding another
administrative layer that prolongs the decision-making chain, it may open up new opportu-
nities for rent-seeking. Research suggests corruption risks increase at the interface between
actors without a previous history of interaction. This is because the level of social control and
administrative monitoring decreases as interactions occur outside or on the margins of estab-
lished organisational systems. Catchment agencies, for example, tend to be new, frequently
understaffed in the developing world, and lacking established checks and balances that help
to prevent corruption.

Tanzania is an instructive, if worst-case, example. Water resources management reforms have
been introduced to address problems related to a large number of rural water users and a rel-
atively weak government infrastructure. With World Bank assistance, the Tanzanian govern-
ment has introduced a new water permit system over the past decade that aims to improve
basin-level management, reduce conflict and improve cost recovery of water resources man-
agement services. It sits alongside, but is eroding, a wide variety of customary or traditional
systems for locally controlling access to water by farmers. These reforms amount to ‘corrup-
tion by design’.#

A lack of objectivity and transparency creates conditions in which corruption can occur
within the Tanzanian system in several ways. Permits based upon agreed extraction volumes
may seem objective and fair, but in practice they can be highly subjective. Irrigation systems
do not allow for volumetric measurements and delivery; enforcement of fee payments is dif-
ficult and costly because of limited staff and large distances; and handling permit funds by
water officers is not subject to the same checks as government investments. Some argue that
water taxes should focus instead on large-scale users, because the current system costs more
to run than it raises in revenue.®

A key lesson from Tanzania is that ‘modern’ governance cannot be easily imposed in rural
settings dominated by small-scale water use. In such a setting it may be more effective to
amend customary systems carefully and strengthen the position of marginalised small-
holders, such as women or the poor. Better water laws and regulations along IWRM princi-
ples for larger users are needed in many countries, including Tanzania and other African
countries, as well as in Latin American countries such as Guatemala and Bolivia. In these
countries, traditional systems without effective alternatives struggle to control some large
water users.

Along with new laws and agencies, IWRM can be prevented from opening the door to
corruption with the help of strong capacity building among traditional institutions and

3 P. Stalgren, ‘Corruption in the Water Sector: Causes, Consequences and Potential Reform’, Policy Brief no.4
(Stockholm: Swedish Water House, 2006).

4 B. van Koppen et al., ‘Formal Water Rights in Rural Tanzania: Deepening the Dichotomy?’, Working Paper no. 71
(Colombo: International Water Management Institute [IWMI], 2004).

S Ibid.
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regulatory bodies, well-resourced and transparent administrative systems, and checks and
balances, including mechanisms for citizen complaints.

Afghanistan’s upstream powers, downstream woes
Drewery Dyke!

For downstream villages in much of rural Afghanistan, access to water is hampered by
more than just sub-par infrastructure and other resource limitations. They are also disadvan-
taged by upstream villages’ better access, as well as by local power brokers who either dictate
the terms of water usage or induce officials to ignore complaints of people living downstream.

A traditional system under stress and vulnerable to corruption

In much of Afghanistan, managing water from the point it enters an irrigation system is gener-
ally supervised by a water master, or mirab.? Pivotal figures