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Executive Summary

Presentation

This paper contains the strategy of the Inter-
American Development Bank for its involvement in
integrated water resources management in Latin
America and the Caribbean. The strategy was
developed through an iterative step by step procedure
in consultation with country water resource officials,
Bank staff, nongovernmental organizations, and
international lending and technical assistance
organizations. It draws on five background
documents, available for consultation in SDS/ENV,
the REX/ENx and the IDB Country Offices.

Key Issues

Although theregion iswell endowed with fresh water
resources, and vast and diverse freshwater
ecosystems, there are extreme variations in
availability within and between countries. Due to
rapid population growth and trends in urbanization,
tourism, rural development, and other developments,
water withdrawals in South America are expected to
increase by 70 percent by the year 2025. Already
three continenta Latin American countries and many
cities are facing moderate water stress as measured
by the available annual volume of water per capita.
Increased demand means that surface and ground
water resources aswell as coastal areas, especiadly in
small idand states, will suffer from increased
pollution, increased conflicts between competing uses
and between these uses and the environment. As a
result, the region’s freshwater ecosystems are also
under increasing stress.

Current water resources practices cannot deal
effectively with these conflicts and are not
sugtainable from elther an economic or environmental
point of view. Elements that undermine the
sustainable use of this vital resource are subsidized

water ddivery by centralized and overextended
agencies, emphasis on regulatory approaches through
centralized government, rather than markets or other
incentive-based approaches; inadequate stakeholder
participation; the absence or inadequate enforcement
of legidation; inadequate data; scarcity of trained
personnel; and a general emphasis on subsectoral,
fragmented  project-based  water  resource
development without regard to integrated water
resource management, including conservation of the
environment. As a result, despite massive
investments, more than 84 million people in the
region still had no access to clean drinking water in
1995, and approximately double that number (over
165 million) had no adequate sewer service.

Response

There is a growing consensus in the international
water resources community that fresh water is a
renewable but finite and vulnerable resource, that its
development and management needs an integrated
participatory approach at all levels, and that water
also has an economic value in all its competing uses
and should be recognized as an economic good.

Bank financing of water-related projects has been
substantial during the past 35 years (approximately
US$33 bhillion). According to the Eighth General
Increase in the Resources of the Inter-American
Development Bank (IDB-8), Bank programs in the
water resources sector must reflect the socioeconomic
and environmenta needs of the borrower countries
and servetheinterests and neads of water users at the
local and community level. Due regard must be given
to conservation and sustainable use of al sources of
water, taking an integrated management approach
using the watershed or river basin as the basic

! Approxim at estim ates for i Bistrative

purposes on'l.



management unit. IDB-8 also cals for the
development and implementation of guidelines on
integrated water resources management.

Bank Strategy for Integrated
Water Resour ces M anagement

The strategy poses a comprehensive, incentive-
oriented, participatory and environmentally
conscientious approach, and gives operational
guiddines for Bank operations in support of the
effortsin the region towards a shift from an emphasis
on fragmented (subsectoral) to an integrated
(sectoral) approach and from an emphasis on
development to an emphasis on sustainable
management, recognizing the social, economic and
environmental value of water, with due participation
of the communities and the private sector and due
consideration of socia equity. These guidelines will
enable the Bank to support more efficient ways to
allocate water and better ways to resolve conflicts
among competing uses. The components of the
strategy include its goals and aobjectives, its guiding
principles, the strategic instruments and the 1DB
insruments and actions. The core of the strategy are
itsguiding principles: (i) support for the development
of national comprehensive water resources policies
and strategies; (i) focus on ingtitutional? innovation
and capacity building; (iii) distinguish between and
give due atention to both short- and long-term efforts
for Bank actions; (iv) conform to Bank’s and
countries objectives and to internationally accepted
principles for integrated water resources
management; (v) provide incentives for country
involvement and for internal Bank coordination of
individua approaches; and (vi) seek cooperation and
coordination  among  international  lending
organizations. The strategy applies to all Bank
proj ects whether they have a government guarantee

Asused in this paper, “institutional”
refers to laws, customs, regulations, and
the agencies and organizations that en-
force and manage. Sometimes, when
additional emphasis on lawsis desired,
theterm“ laws and ingtitutions” is used.

or not.
Supporting Actions

Accordingly, actions to be considered with priority
for Bank financing in the water resources sector will:

a. Develop or strengthen national water resource
policies and strategies that recognize the social,
economic and environmental value of water and
the need for sustainable management, with the
participation of communities and the private
sector.

b. Provide comprehensve water resources
assessments, including definition and fulfillment
of common standards, integrated planning by
river basins with cost recovery mechanisms,
market-based and other  incentive-based
adlocation mechanisms, and mechanisms for
community and private sector participation and
for resolution of conflicts with due regard for
social equity and ecosystemn conservation.

c. Facilitate adjusting the ingtitutional framework,
when needed, to enable and promote coordination
and integration between water subsectors and
between these and the environment, including
adequate legidative frameworks and mechanisms
for compliance

d. Seek innovative ways to finance water resource
data acquisition and exchange networks, human
resource development and other capacity
building needs, with particular attention to
ground water and water quality assessments,
water use and water demands, and assessments
of freshwater ecosystem characteristics and
functions.

e. Support innovetive project approaches that focus
on integrated water resource management,
conservation, pollution prevention and ecosystem
conservation.



I ntroduction

This paper contains the strategy of the Inter-
American Development Bank for its involvement
in integrated water resources management in
Latin America and the Caribbean, in response to
the mandates of the Eighth General Increasein the
Resources of the Bank.

The strategy was developed through an iterative
step by step procedure in which country water
resources officias, Bank upper and middle
management and technica staff, consultants, non-
governmenta organizations and international lend-
ing and technical assistance organizations were
consulted.

The strategy draws from a background paper and
initial exploratory survey made in six LAC
countries by two consultants commissioned by the
Bank® and discussed at the seminar on the subject
held at IDB headquarters in November 1995 with
the participation of staff from the Bank, USAID
and other Washington-based international lending
and technical assistance organizations. A strategy
profile was then presented to the Policy Committee
of the Board and consulted with Washington-based
environmental NGOs and organizations.

Six more thematic short papers were then
commissioned* and discussed with Bank staff, US
and international organization representatives,

William Lord, University of Arizong;
and Morris Isragl, University of Cali-
fornia, Davis.

Morris Israe § Uninersity of Callfor-
nia, Daus zEnrique Agui br Am i ba,
consu Bant, México ;Lori Barg, Stp
by Stp NGO, USA Arm ando Lbp,
Director CELAA/INCyTH , Argen-
tina ;M igue ISobnes, ECLAC, Chilk 3
CarIBauer, Uninersity of Calfornia,
Berke By.

officias from al LAC countries and invited
NGOs® at the Bank-convened workshop (81
participants), and subsequent IDB/World
Meteorological Organization (WMO) Latin
America and the Caribbean Water Resources
Assessment and Management Conference® held in
San Josg, Costa Ricain May 1996.

Following the recommendations of the participants
at these meetings, an international NGO’ was
commissoned to undertake an additional
background paper covering fresh water
ecosystems. In addition, four researchers were
invited to present short thematic papers on
economic instruments for integrated water
resources management® These papers were
presented and discussed in a seminar held at IDB
headquarters on December 2, 1996, with the
participation of the authors, invited panelists from
IFPRI, ECLAC, the World Bank and IDB,° and
Bank staff.

The strategy aso benefits from comparisons with
experiences and recommendations presented at
other international forums on the subject, inside

PRISMA, E 1Salador ZIWRA, USA 3
CESA, Ecuador zIMA, Peru.

150 participant, inc kiding t ose from
te prevous workshop.

WWF

Mat een Tobani, W or B Bank 3

De Nortt Gardner, Brighan Young
University sRichard H ow it; Univer-
sity of CalHornia, Daws zand Charls
H owe, University of Co brado.

Mark Rosegrant, Migue §So lnes,
JDhn Briscoe, Geoffrey Spencer,
Larry Sim pson and Gabrie IMonts.



and outside the region, such as the Globa Water
Partnership (GWP) meeting sponsored by the
World Bank/United Nations Development Program
(UNDP)/Swedish  International  Development
Cooperation Agency (SIDA), held in Stockholm in
August 1996; the Second Interamerican Dialogue
on Water Management sponsored by the
Organization of American States (OAS) and the
parallel workshop sponsored by the World Wildlife
Fund (WWF) on freshwater ecosystems, held in
Buenos Airesin September, 1996; and the meeting
on Capacity Building in Water Resources held in
Ddft, The Netherlands, in December 1996,
sponsored by UNDP, the Economic Development
Institute (EDI) of the World Bank and the
International  Institute  for  Infrastructural,
Hydraulic and Environmenta Engineering (IHE) of
Delft. The strategy is aso consistent with, and
complements, the principles set forth in the Bank’s
Public Utilities Policy (OP-708) which was
recently approved.

This document is organized in two parts and
complementary annexes. Part One (Chapters |
through V) presents an overview of water
resources in LAC, asummary of Bank financing in
the water resources sector, a summary of situations
and conditions that justify the shift to integrated
water resources management in LAC, and the
reasons for the Bank”s involvement in support for
that shift.

If interested in additional material, the reader is
referred to the following background documents
avallable at SDS/ENV, the RExX/ENx and the
Country Offices, prepared as part of the strategy
development process:

1. A Proposed Srategy to Encourage and
Facilitate Improved Water Resources
Management in Latin America and the
Caribbean, by William Lord and Morris
Israel, with the assistance of Douglas Kenney;
IDB/SDS/ENV, March 1996.

2. Proceedings of the Workshop on Strategies
for Integrated Water Resour ces Management,

San José, Costa Rica, May 6-7, 1996,
IDB/SDS/ENV, December 1996.

3. Conference Report and Proceedings of the
WMO/IDB Conference on Water Resources
Assessment and Management Strategies in
Latin America and the Caribbean, San Josg,
CodgtaRica, 8-11 May 1996, WMO-IDB/SDS/
ENV, June 1996.

4. Proceedings of the Seminar on Economic
Instruments for Integrated Water Resources
Management: Privatization, Water Markets
and Tradable Water Rights, Washington,
D.C. December 2, 1996, IDB/SDSENV,
December 1996.

5. Integration of Freshwater Ecosystem
Conservation into a Comprehensive Water
Resources Management Srategy for Latin
America and the Caribbean, by Enrique
Bucher, Gonzalo Castro, and Vinio Horis.
WWF-IDB/SDSENV, December, 1996.

Part Two contains the strategy itself in four
additiona chapters and a summary. Chapter V
includes the objectives of the strategy, both
external and interna to the IDB. That is, the
objectives sought by shifting to integrated
management of water resources in LAC, aswell as
those sought by the involvement of the Bank in that
process. Chapter VI contains the guiding
principlesthat comprise the general philosophy for
the Bank’ s involvement and serve as a guide for the
development and implementation of the Bank’s
assistance in the water resources sector. Chapter
VIl deals with well-known strategic instruments
that can be used to achieve the objectives of
integrated water resources management in LAC,
within the Bank context. The last chapter, Chapter
V111, deals with the use of the main instruments
and actions that the Bank will use to provide
support and assistance for integrated management
in the water resources sector. It also includes
specific supporting actions for the implementation
of the main strategic principles. Chapter 1X isthe
summary.



In Part Two, text boxes are used to summarize
and/or emphasize the conclusions of important
paragraphs and/or sections. These text boxes also
give the highlights and can be read in sequence, to
obtain a quick overview of the IDB strategy.

The section on References lists the sources of
information cited in the document. Although
explanations are given the first time they are
mentioned in the main text, a Glossary of the
meaning of terms, as used in this strategy paper, is
also included at the end for those readers who
would liketo refer to them in a single section of the
document. Two Annexes include additional
explanatory information that complements what is
presented in the main body of the document.

Finally, it must be said that the strategy is
conceptualized as a continuum involving a
succession of actions of a diverse nature, that does
not start or end with this strategy paper. It started
with the strategy development and consultation
process, whose conclusions and resulting actions
are reflected in this document. It shall continue
with an iterative implementation procedure, whose
results ought to be reflected and evaluated in the
fidd. Thus, it will befollowed by the developmemt
of “ good practice” papers, technical papers about
specific issues and guiddines for solving integrated
water resources management issues within specific
operations dedling with water supply and
sanitation, irrigation and drainage, flood control,
hydrodlectric generation, etc., as dictated by the
needs of the Bank’s operational regions.



PART ONE: BACKGROUND



An Overview of Water Resources
In Latin America and the Caribbean

A. THE WATER RESOURCES SECTOR
1. Introduction

Although water, similarly to the environment,
cannot strictly be considered as a sector dueto its
across-the-board presence in many other sectors,
the term water resources sector is helpful for the
purpose of looking at water from a hierarchical
holistic point of view. Therefore, as used in this
document, the term water resources sector refers
to the portion of the hydrological cycle! that
provides overall economic, social and life-support
functionsto all possible needs for water, including
economic, social and environmental needs.
Although generically it would aso encompass
coastal and marine brackish and saline waters, by
common convention it refers only to major inland
surface and groundwater bodies such as rivers,
wetlands, lakes and aguifers, mainly of fresh
waters and only occasionaly, of brackish waters.
It does not specificaly refer to water in other
portions of the hydrological cycle such as
precipitation, evaporation and evapotranspiration,
or infiltration, although needless to say, they have
to be accounted for and may be of similar
importance in some specific instances and
locations.

2. Latin America and the Caribbean

Latin Americaand the Caribbean, as a region, with
only 8.4 percent of the global population is well

10 Some autiors allo refer te watr

resources sector o e “f ater re-
sources institutions””r o e “f ater
resources industry”?

endowed with fresh water resources. The region
has an annua runoff average of 13,120 cubic km,**
which represents 30.8 percent of the globa total
annual runoff average of 42,655 cubic km (Davis,
1996). Although more difficult to quantify, thereis
also abundant groundwater. The average annual
precipitation in the region has been estimated to be
in the order of 1,500 mm, over 50 percent of the
world average (ECLAC, 1985). Therefore, it is
basically a humid region.

However, there are extreme variations in time and
geographical availability within and between
countries. In Mexico, for example, four mgor
basins that cover about 10 percent of the country
account for about 50 percent of the mean annual
streamflow. Three South American basins, the
Orinoco, the Amazon and the Plata, account for
about two thirds of the region’s average annual
runoff. Almost 25 percent of the land in LAC
(some 5 million square kilometers) - corresponds to
arid and semiarid regions as a result of the
irregular distribution of rainfall (Aldama and
Gomez, 1996). Theseregions are located mainly in
northern and central Mexico, northeastern Brazil,
Argentina and the Pacific coast of South America
from Peru to northern Chile ( the Atacama desert in
Chile has been labeled the driest place on earth).
Smdller areas are aso in Dominican Republic and
northern Central America

The mountain systems of the Sierra Madre in
Mexico and Central America, continuing into the

1 These and otrer sim i Br figures given

intisand oter Chaptrs are for il
Lstrative purposes on¥, and are not
te resulkof any imlventory undertaken
by te Bank .



Andes mountains in South America, separates the
Atlantic and Caribbean dope from the Pacific
slope. The mgor rivers and water bodies of the
region such as the Orinoco, Amazon and Plata are
in the former, which represents 84 percent of the
total area of the region. These rivers drain mainly
tropical areas, have small gradients and relatively
constant flow in their lower reaches. Large areas
in north-eastern Argentina and Paraguay are flat
and flood prone. The Pacific dope covers only
about 11 percent of the region's area. Its
watersheds have steep slopes, many with scant
vegetation cover and subject to flash flooding and
mud dides and transporting large quantities of
sediment. Somefive percent of the region—mostly
in the high central Andean plateau—has no direct
drainage to the oceans (ECLAC, 1985).

Apart fromflooding related to tropical cyclonesin
countries belonging to the Caribbean basin, there
aretwo mgor types of areas subject to flooding in
the region: (i) the lower valleys of mgor rivers
such asthe Paraguay and the Paranain Argentina,
Bolivia, Brazil, and Paraguay; the Magdalena in
Colombia; the Orinoco in Venezuela; the Guayas
in Ecuador; and the Beni in Bolivia; and (ii) the
lower reaches of mountainous rivers such as those
in the Pacific dopesof Centra and South America.
To give an idea of the importance of these
phenomena, the 1983 hydrometeorological events
in Bolivia caused losses estimated at US$836.5
million (Basso, 1995).

Although surface water is important in Belize,
Surinam and Guyana and in the island country of
Trinidad and Tobago, groundwater provides most
of the supplies in many other Caribbean idand
countries, where the coastal and marine resources
cannot be congdered in isolation from inland water
resources, to the extreme that some small idands
are consdered, for dal practical purposes, as
“coastal zonesin all their entirety” (Kenny, J.S. et
al, 1996).

The mgjor source of supply for the region’s water
bodiesisrainfal. Only south of Latitude 28° S, the
high eevation Andean watersheds receive

significant amounts of water from glaciers and
melting snow (ECLAC, 1985).

B. WATER RESOURCES SUBSECTORS
1. Principal Subsectors

Those areas of the water resources sector that
relate individually to specific economic, socia or
environmentd activities that depend in whole or in
part, on water to fulfill their ams and goals, are
called the water resources subsectors. The
principa intheregion asawhole are irrigation and
drainage, water supply and sanitation including
water transport of wastes, and hydropower.
Navigation, prevision of natural disasters such as
droughts and floods, fisheries, recreation, tourism,
consarvation of wildlife and of fresh, brackish and
salinewater ecosystems are a so important in some
subregions and countries.

2. Water Use by Subsector

The consumptive use of water variesin the region
by country and by water subsector. In some large
countries such as Mexico, for example, 64 percent
of the use is for energy production and 29 percent
for agriculture, whereas in some small countries,
such as El Salvador, agriculture uses dominate. In
somesmall Caribbean idands, the largest useisfor
domestic and other forms of water supply.

The manner in which water is used also varies in
theregion for different subsectors. The subsectors
may divert or extract water volumes from rivers,
streams, lakes, reservoirs and groundwater. Thisis
called extractive use or water withdrawal.
Efficiency of water use also varies between sub-
sectors. For example, the efficiency of use for
irrigation (ratio of the water volume actually
applied to plants to that withdrawn from a given
source) averages 45 percent, and the percentage of
water “ not accounted for” (total volume of water
withdrawn from the source or treatment plant
minus the volume of water billed to the user, as a
percentage of the total volume withdrawn) varies
from 30 percent to 50 percent.



Water is aso used without extracting it from its
source. Themgjor instream or flow use of water in
the region is for hydropower generation, although
the dilution and transport of wastes, navigation,
recregtion, tourism, aguaculture, and the
conservation of ecosystems are aso important.

3. Water Withdrawals

In 1990, 64 percent of the estimated 152 cubic km
per year of water diverted or extracted in South
America from water bodies, including reservairs,
were for agricultural purposes including irrigation
and stock watering; 18 percent for municipal needs
including domestic uses in urban and rural aress;
11 percent for industrial use, including thermal
power plant cooling; and even if not a
“withdrawal” per se, 7 percent represented the
amount of water “lost” to evaporation on
reservoirs, Not al of thewithdrawals result in final
consumption. For example, water withdrawn for
cooling of thermal power plants, and domestic or
industrial use, is usualy returned to the river
downstream without major loss of quantity,
although with significant changes in quality. In
contrast, most water withdrawals for agricultural
purposes are evaporated or transpired to the
aimosphere and are, therefore, temporarily “lost”
as a source of supply (Davis, 1996).

In 1990 in South America, 60 percent of the total
volume of 152 cubic km per year diverted or
extracted was consumed or “lost.” Of these 91.2
cubic km per year consumed or lost, 81 percent
was for agricultural uses, 12 percent evaporated
from reservoirs, 5 percent corresponded to
municipal needs and 1 percent corresponded to
industry (Davis, 1996).

It has been estimated that on the average, for each
unit volume of used water (domestic and industrial)
that is returned to the recelving waters,
contamination spoils 8 to 10 equivalent volumes of
natural water, requiring large investments to
restoreits quality and causing large social costsin
terms of human health (WMO Secretariat, 1996).
Water related diseases are of considerable

sgnificance as causes of both sickness and death in
almost any part of LAC.

Despite progress made in some countries to meet
demands associated with nationa environmental
regulations and those associated with trade
agreements (such as NAFTA) pollution control is,
in general, the area where there is least
management experience in the region (Lee, 1996).
In general, less than ten percent of the municipal
wastewater is treated in the region as a whole.
Two cases are illustrative of the genera situation
in the region: four of Mexico's 218 watersheds
receive 50 percent of the total wastewater
generated in the country (Aldama and Gomez,
1996), and in Colombia, not more that 5 percent of
the 1,155 municipalities provide some wastewater
treatment before disposal into receiving waters
(Marin, 1996).

There are, therefore, unfulfilled needs and great
challenges in this area that will demand large
investments. Also, adequate answers to important
questions about the economic efficiency, continuity
and financia sustainability of wastewater treatment
infrastructure will have to be found given its high
cost, uncertain and hard to measure benefits, and
financially insolvent executing agencies.

4. Patternsof Use

Water use has not been homogeneous in the region
and can be described as highly concentrated in
relatively few areas. One genera characteristic is
that human population (about 90 percent) and
human activity is concentrated mainly in the
region’s dry and sub-humid zones. Much activity
is also concentrated in coastal areas.

Patterns of use have aso been non-homogeneous
intheseareas of concentration. For example, large
metropolitan areas such as those around Mexico
City, S8 Paulo and Santiago, and areas of
concentrated growth around particular natural
resources, such as minerds in Venezuela, had
patterns relying heavily on withdrawals and con-
sumptive use, with heavy demandsfor the transport



of effluents. In rural areas with high population
growth rates not out weighted by emigration, the
patterns were dominated by withdrawas and
consumptive usefor irrigation and drainage, and by
flood and erosion control. Instream uses other than
transport of effluents such as hydroelectric power
generation, on the contrary, have generaly been
concentrated in the more humid areas.

As a result of these patterns, the impact of the
major water use subsectors took the form of flow
regulation, changesin land use and in vegetation
cover, and degradation of water quality and eco-
systems, both inland and in coastal areas (ECLAC,
1985 and 1991).

C. MAJORWATER USE TRENDS
1. Water Stress

Outside of natural year to year variations and in
the absence of major global climatic changes, the
overdl availability of water has been considered to
remain constant. However, its availability per
capita has decreased with time and its quality
deteriorated with use, causing “ water stress.” An
indicator that has been used to measure the water
stress is the annual volume of water per capita.
According to a recent report (UNDP/UNESCO,
1995) three continental Latin American Countries
are now facing moderate stress. In Peru, for ex-
ample, availability per capita has decreased from
about 4,800 cubic metersin 1955 to about 2,100 in
1990 and is expected to be around 1,050 cubic
meters by the year 2025 (Serageldin, 1995).

Recently, a smulation of the most likely future
scenarios for water use to the year 2022 was made
for the continental freshwater assessment program
that is being implemented by the Stockholm En-
vironmental Institute (SEI) with UNESCO and
other specidized United Nations agencies (Fernan-
dez, 1996). In this smulation using the mode

Globesight,> when population was assumed to
doubleand al other conditions remained equal, the
results suggested that five more countries would
experience water stress. When a projection on
deteriorating water quality conditions due to
pollution was added, the total number of countries
facing water stress increased to fourteen.

2. Water Withdrawals and Consumption

Water withdrawals are expected to continue to in-
crease in the region. In South America, this
increase has been estimated to be approximately
70 percent between 1990 and 2025, athough not in
the same amountsfor every water subsector. Asfor
consumption, agriculture, which in 1990 accounted
for 81 percent of the water consumed (64 percent
of thewater withdrawn), is forecasted to decline to
69 percent by 2025, while the largest percentage
increases in water consumption are forecasted to be
in the industrial sector and evaporation from
reservoirs. Nevertheless, agricultureis forecasted
to remain as the mgjor water consumer with a
projected volume of 84.7 cubic km per year.
Evaporation from reservoirs will remain second
with aforecasted volume of 24 cubic km per year,
ahead of municipa uses which is forecasted as
third with an estimated volume of 7.8 cubic km per
year, and of industry with 6.2 cubic km per year
(Davis, 1996).

3. Water Withdrawal Ratio

An indicator used to measure the difficulty of
managing limited national water resources is the
ratio of water withdrawals as a percentage of water
availability on an annua basis. For developing

12 Globesight is an integrated computer-

based prototype, developed by M.
Mesarovic and other researchersin
Case Western Reserve University. It
belongs to the class of active decision
support systems investigated by Y.
Takaharaet al in “ A Hierarchy of De-
cision making Concepts - Conceptual
Foundation of DSS’, J. Of General
Systems Theory, 1994.



countriesaratio greater than ten percent generally
indicates that water supply is inadequate and
significant future investments may be required in
the water resources sector. Presently, most LAC
countries have alow ratio (less than 2.5 perce), six
countries have a moderate ratio (2.5 percent to 10
percent) and at least four countries (Barbados, the
Dominican Republic, Mexico and Peru) have a

ratio over ten percent (Davis, 1996). However,
due to the size and diversity of many of the
countries and the concentrated patterns of use by
the water subsectors, local and regional scarcity
can occur at much lower nationa ratios. Also,
some countries are highly dependent on trans-
boundary waters, given that the origin of most of
their water resources is not within their territory.



Bank Financing of Water-Related Projects

Table 1 and figure 1 show that the Bank has been
active in the water sector since its creation.

The figures for sanitation include water-related
projectsin the Bank categories of basic sanitation,
water supply, sewerage and pollution control
projects. “ Other” includes water-related projectsin
watershed  management, integrated  rural
development, flood control, and waterway projects.

Investments in hydroel ectric projects dominate over
the 35-year period, followed by investments in
sanitation projects. Hydroelectric investments
started gradually and became dominant during the
15-year period from 1971 to 1985, to decline

Tablel
Water-Related Projects Approved by the Bank, 1961-1995
(In 1995 US$ million)

appear from the 1997-1999 pipdline.”®

Investments in sanitation projects dominated during
the Bank’s early years, to decrease somewhat and
then gradualy increase to dominate during the
1991-1995 period. This trend is also evident in
the 1997-1999 pipeline, where sanitation
investments represent about 73 percent of the
water-related projects. This may be due, in part, to
the large investments in water pollution control
projects of recent years.

The “ other” category, which includes watershed
management projects, appears in 1971 and
increases somewhat during the last few years. In

Period Sanitation | Irrigation Hydroelectri Other TOTAL % of Total
and c Bank L oans
Drainage
1961-65 1,390 409 283 0 2,082 26
1966-70 873 961 728 0 2,562 23
1971-75 1,036 1,009 3,293 54 5,392 35
1976-80 1,532 1,862 3,262 110 6,766 31
1981-85 1,806 816 3,541 0 6,163 27
1986-90 2,058 147 1,893 123 4,221 25
1991-95 3,191 352 1,298 243 5,084 16
TOTAL 11,886 5,556 14,298 530 32,270 25

somewhat from 1986 to 1995, and practically dis-

10

As ofOctober 20, 1997.



Figure 1: WATER-RELATED PROJECTS APPROVED (1961-1995)

1995 US$ Billion

oy

1

1961-65 1966-70 1971-75

_ Hydroelectric
D Irrig. & Drain.

the 1997-1999 pipeline, they represent about 12
percent of investments. Investments in irrigation
and drainage projects reached their peak in 1976-
1980 and show the greatest rate of decrease from
there on, representing roughly ten percent of the
water-related investments, a proportion that is
maintained in the 1997-1999 pipeline.

These investments have mostly been subsectoral
and project-based developments; multi-purpose
proj ects were the exception rather than the rule.
However, useful lessons have been learned during
these past 35 years, and the data yield some
interesting trends:

a. Concern for the Watersheds: Most
hydroelectric  projects were originaly
conceived without due regard for their
relationship with the watersheds in which they
were located.  This motivated specific
recommendations from Bank  project
evaluations, to integrate water impoundment

1976-80
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1981-85 1986-90 1991-95

_ Sanitation

D Other

projectswith regiond river basin development,
environmental pollution control, and watershed
management programs; as well as requiring
that investments on hydroelectric projects be
the result of, among other considerations, an
adequate optimization of river basins,
whenever relevant (documents GN-1724 and
GN-1551, in IDB/EVO, 1996). The origin of
the watershed management projects in the
Bank (Paute, Chixoy, El Cajon) responded to
an increassng concern of the effect of
inadequate land use practices in the upstream
watersheds. Although this was a step in the
right management direction, the center of
attention was still the large infrastructure
projects. The watershed management activities
were initially concelved as remedial measures
for these projects. Later hydroelectric projects
have increasingly considered their effects on
the environment in general. These concerns
evolved from the application of the Bank's
environmental policy (OP-703).



b. Concern for the Quality of Receving

Waters: Recommendations for incorporating
sanitary excreta disposa systems in rural
potable water projects were presented as a
result of an evaluation of this type of
operations (document GN-1722, IDB/EVO,
1996). However, a general concern for the
quality of receiving waters was absent during
the initial years when the priority was to
increase the water supply. The magnitude of
the problems caused by the pollution and
contamination of receiving waters prompted a
surge in invesments in water pollution control
during recent years. Thiswas further fueled by
the emphasis on pollution prevention resulting
from regional meetings at the highest political
level, such as the 1994 Miami Summit.
Although most of these investments are
project-related, basin-wide projects (such as
Guaiba) which represent a step toward
integration, are beginning to emerge (although
within the same subsector).

Concern for Management: An increasing
concern with management in the water supply,
hydrodectric energy, and irrigation subsectors
initially resulted, in part, from specific
recommendations in Bank evaluations of irri-
gation investments and small and medium-
scale irrigation projects, water impoundment
projects, rural potable water and water supply
and sewerage projects, and hydroelectric pro-
jects (IDB/EVO, 1996). This concern was
initially over specific project matters such as
ingitutiona strengthening, economic efficiency
and effectiveness of tariffs, participation of
farmers and beneficiaries, community
promotion and participation of women in rural
potable water projects, financia sustainability
of projects, reducing unaccounted-for water
lossesin water supply projects, water metering
and improvement of rates of collection,
efficient use and management of irrigation
water, adequate maintenance of works,
reaching adequate cost and demand estimates,
and conditions that warranted the justification
of subsidies to low-income groups. This trend
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was later reflected in an increase in the
importance given to restructuring of the water
supply subsector in recent investment projects,
to be further supported by the recently
approved Bank policy on public utilities.

This concern about management aspects in the
water-use subsectors may also have had an
important effect on the hydroelectric project
pipdine, as the current trend is to re-structure
the subsector within the broader concept of the
energy sector strategies now under preparation
by the Bank.

Recent privatization experiences in severa
countries have also fueled the need for Bank
support regarding regulatory entities for both
water supply and energy. In theirrigation and
drainage subsector, several Bank operations
have given attention to the need for water-use
management of the irrigation systems to in-
crease efficiency in their operation and
maintenance. Also, thereis a trend to include
this type of project in broader agricultural,
hybrid and time-dice loan frameworks. Recent
emphasis on operationsthat foster the modern-
ization of the State hasled to an increase in the
attention given to the ingtitutional aspects of
water-related subsectors such as energy and
water supply, athough in a fragmented
manner. Ingtitutional strengthening and reform
have a so been incdluded in some environmental
operations where water is placed under that
broader umbrella.

Concern for Integrated Water Resources
Planning: While Bank evaluations and
resulting follow-up actions dealt extensively
with management issues within specific water-
use subsectors (as stated in the previous
section), concern for integrated water
resources management has been more limited.
Nevertheless, it appears in some evaluations,
including the following:

I Smal and Medium-Scale Irrigation
Projects: GN-1433 states that “...in the



case of projectsand programs that involve
multiple uses of water, these uses must be
clearly studied and the rights of each user
defined...”;

Water Supply and Sewerage Projects: GN-
1299, regarding the use of groundwater,
states that the Bank must “...be certain
that the borrower can contral drilling by
outside parties in the zone of influence of
these sources...”;

Hydrodectric Projects: GN-1551 calls for
“..an optimization of river basin
development, whenever relevant...”; and
Water Impoundment Projects: GN-1724
notes that “ ...impoundment projects fund-
ed by the Bank should be integrated with
regiona river basin development,
environmental pollution control, and
watershed management plans and
programs whenever the size and nature of
the project makes integrated planning
desirable...”. However, it was not until
IDB-8 that specific follow-up actions in
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this regard were clearly articulated.

f. Private Sector Investments: The creation of
the private sector |oan window led to a shift in
the emphasis on hydroe ectric projects by other
types of generation more amenable to private
investment. These types of operations have
also started in the 1997-1999 pipeline for
water supply, athough the effect that this will
have in the subsector project pipdine is not yet
apparent. However, a general characteristic of
the operations presented so far, has been that
they are project-oriented and not specifically
concerned with subsectoral or sectoral water
resources development and/or management.

These trends in the water-related activities of the
Bank, in asense, reflect the general situation in the
region which is discussed in the next chapter.
Some changes have been occurring and attempts
are being made to move away from the solutions of
past years.



The Need for Integrated Water Resources Management

A. BENEFICIAL USES OF WATER

In this document, the term beneficial use of water
is applied broadly to any use that provides a ser-
vice to society and/or the environment by removing
water from its source, using its flow, or leaving it
in place, such as potable water, energy,
transportation, conservation of biodiversity and
wetlands, waste digposal and dilution, deposition of
fertile soilsin flood plains, etc. None of these uses
are a priori “good’ or “bad.” Any of these uses
may be complementary to other uses or may enter
into conflict with one or more uses.

B. WATER USE CONFLICTS

Water use conflicts may be in volume and/or in
quality. Conflicts are increased where water is
scarce and the maximization of benefits from a
single use (for example irrigation or hydropower
generation) are attempted without due regard for
other possible uses of water from the same source,
reservoir storage volume, or watershed.

As a result of increasing water use trends in the
region, it has been estimated that investments in
water resources infrastructure in the order of
US$100 billion will be required in the next 20
years (WWF, 1996). Many of these investments
will bein new reservoirs to regulate streamflow,
thus increasing water losses from evaporation.
And, as a consequence of the region’s patterns of
water use (discussed above), many subregional,
basin, local and water use conflicts will appear or
will be exacerbated mainly in the region’s highly
popul ated water scarce areas. For example, the
number of Latin American citieswith more than 10
million inhabitants will increase, and it has been
estimated that by the year 2025, about 85 percent
of the total population of the region will be urban
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(United Nations, 1995), thus increasing water
withdrawals and instream use for transport of
wastes.

Theforecasted increase in demand for human con-
sumption, agriculture, industry and tourism (the
latter is increasing in some countries), means that
surface and groundwater resources as well as
coadtd areas, will suffer from increased pollution.
Thiswill, in turn, increasing conflicts between the
established beneficia uses and between these and
new uses and the environment, endangering land,
freshwater and marine biodiversity. The small
idand states of the Caribbean, with their high
reliance on groundwater and interaction between
inland and coastal resources, face a number of
unique challenges in the future.

These trends will aso have serious effects on the
region’ s freshwater ecosystems. Extensive wetlands
are being transformed into rice fields, and new
technologies are being applied to drain native wet
grasslands for plantations with little consideration
for thelong-term groundwater needs of these areas.
Shrimp farms have aso replaced once-extensive
mangroves in certain  aress. Dams and
channdization could aso potentialy undermine
important wetland resources (Bucher et al, 1996).

C. WATER USE PROBLEMS

One or morewater use problems may be present in
the described situations. The most common are
externality, open access, public interest, and
scarcity problems.*

The definitions for these four water-
use problems that follow are taken
from Lord and Israel (1996).



Externality Problems: an externality, whether pos-
itive or negative (i.e. a benefit or a cost), is said to
exist when the actions of one party affect the well-
being of a second party, and the first party cannot
itself gain by considering this effect and modifying
its behavior accordingly. It is a purely asymmetric
situation. There is nothing that the bearer of the
externdity can do directly to lessen the impact. An
example of a cost (negative) externality would be
an upstream paper mill which discharges wastes
into a river, thereby reducing downstream fish
populations upon which others depend.

Open Access Problems: an open access problem is
said to exist when access to the use of the resource
is open to al, and when the rate of use of that
resource affects the amount that can be used. An
open access problem is a symmetric one, because
each user creates a cost which is spread over al
users, including him/herself. However, the cost
which asingleuser bearsis minor in relation to the
total cost imposed upon al, and thus no user takes
into account the full implications of his/her actions.
An example would be excessive pumping of an
unconfined aquifer lowering the water table and
eventually, reducing yields.

Public Interest Problems: a public interest problem
is sad to exist when a particular good must be
provided to all in equal amounts. No one can be
excluded from consuming it, and the cost of
providing it to one person is as great as the cost of
providing it to all. The problemis that these goods
are likely to be undersupplied because no one will
undertake to produce them, since they cannot be
withheld from others, thus cannot be sold at a
profit. Thesegoods must therefore be provided by
government, but it is usually impossible to
determine how much should be produced because
no one pays, disclosing what the good is worth to
him/her. An example would be the preservation of
an endangered species or of a unique ecosystem.

Scarcity Problems: a scarcity problem exists when
the users desire more of a good than the quantity
available at a given price. Economic markets
handle scarcity by alowing competition, in which
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those with the most purchasing power, and to
whom the resource is most valuable, will bid it
away from others. To safeguard the low-income
strata of society and environmenta needs, the
negative real income effect of scarcity on the poor
iscommonly dealt with by non-market institutions
such as river basin councils or the government.

Among the main problems identified in the survey
of water resources management in LAC (Lord and
Israel, 1996), four are at the water use level. These
are: (i) contaminated surface and ground water
supplies due to poorly controlled pollution
(externdity); (ii) shortage of potable water supplies
(scarcity); (iii) saltwater intrusion and/or excessive
pumping costs dueto aquifer mining (open access);
and (iv) excessive urban flood damages (public
interest, in some cases). Although these situations
may include aspects from more than one type of
problem, they have been so grouped for illustrative
purposes.

D. FRAGMENTED APPROACH

When population and economic development
pressures were relatively low and water use
conflicts both in quantity and in quality were
relatively rare, most countries in LAC reacted to
the above types of problems, especially the scarcity
problem, by increasing investments in water
resources development, as reported by ECLAC
(1991). That is, by developing new sources of fresh
water and increasing the supply for the
corresponding beneficia uses. Emphasis was on
subsectoral  project-based  water  resources
development, rather than on integrated water
resources management. As used in this document,
these terms have the following meaning:

Water Resources Development: projects or actions
amed at increasing the supply of water for one or
more specific subsectors. They can be single or
multi-purpose, depending on the number of
beneficial uses of water for which the projects or
actions are envisioned, designed, operated and/or

applied.



Water Resources Management: projects and
actions aimed at increasing the conservation of
water and the efficiency in its use and increase
complementarity and/or decrease conflicts between
competitive uses, both in quantity and in quality in
a given subsector, by managing both supply and
demand and by enabling adequate organizations,
regulatory frameworks (laws, policies, strategies,
plans, programs and rules) and human resources.
For example, water resources management in the
water supply and sanitation subsector.

Integrated Water Resources Management: water
resources management where the aim of its actions
and projects aso includes the allocation of water
and decreasing of conflicts between competitive
water resource subsectors and uses, both in
quantity and in quality. Sometimes it is also
referred to as comprehensive water resources man-
agement. For example, how much water from a
given source in a given watershed and how will it
be dlocated to irrigation, how much to water
supply and sanitation, how much to the
environmental needs of ecosystems, how much
should be left unallocated, etc. It is the process of
diagnosing, responding to and resolving water use
problems acknowledging their interrelationships.
Integrated water resources management is much
more than the physicdl provision of water services.
It is both supply- and demand-oriented, and
recognizes that choices must be made and trade-
offs must be analyzed to achieve the best use of
limited resources among competing USes, USers,
and generations.

Needless to say, there is no need for integrated
water resources management when all present and
prospective uses and users of water, including the
preservation of ecosystems, can be satisfied with-
out difficulty. That is perhaps why, traditionally,
the focus of water entities has been toward water
resources devel opment which, as previoudy noted,
is supply-oriented and concerned primarily with
independently facilitating single purpose water
uses, such asirrigation, municipa water supply, or
navigation. Considerable investments have been
made in the region in this respect, as can be seen
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from the history of Bank financed projects
presented in Chapter 11.

But increasing popul ation and per capita demands,
rising costs per cubic meter of supplied water
(which, according to the World Bank (1992) is
estimated to double by the next generation), and
pervasive poverty and low water supply and
sanitation coverage (in rural and urban areas), have
raised concerns about the efficiency and equity of
such a narrow approach. By trying to
independently maximize the specific benefits in
each usg, conflictsin quantity and quality were and
will be created, and potential complementarities
between water uses and users and between these
and the environment were and will be overlooked.

Despite massive investments, estimates indicate
that about 78 percent of the people now living in
theregion have access to safe water. Results from
an UNICEF/WHO sample of 19 countries in the
region with a total population of 131.3 million,
show that only 69 percent of the people have
access to sewerage services (Aldama and Gomez,
1996). When digtinction is made between urban
and rural areas, estimates indicate that in 1990, the
access to water supply and sewerage in the region
reached about 87 percent and 79 percent, respect-
ively of the urban population, and 62 percent and
37 percent, respectively, of the rural population
(WWEF, 1996).

Even though the amount of land under cultivation
has increased in the last 25 years, there are large
areas of agricultural land that lack proper
irrigation. Chile, Ecuador and Peru have irrigation
infrastructure in more than 30 percent of their
irrigable land, but in other countries such as
Argentina, Brazil, Honduras or Venezuela, the
coverage is less than 10 percent. As for power
generation, 64 percent of which is produced from
hydrod ectric sources, LAC has devel oped less than
22 percent of its total capacity (Aldamaand Go-
mez, 1996).

Even if water resources management has been at-
tempted in specific water resources subsectors



(such as water supply and irrigation), in general
there is no adequate administrative structure in the
region to manage water resources in an integrated
manner or those compromised by urban growth. In
fact, most of the existing institutional systems
hamper, rather than promote, an effective
management relationship between large urban
centers and the water users elsawherein the basin
(Davis, 1996).

E. A CHANGE OF PARADIGM

Because of similar findings in other regions, a
consensus has devel oped among some international
lending organizations that current practices are not
sustainable from either economic or environmental
perspectives (Serageldin, 1995). The lessons of the
last decades have compeled professional
associations and international organizations to
recommend and attempt a decisive break from past
policies and to embrace a more sustainable
approach (ASCE, 1996; World Bank, 1993;
UNICEF, 1995; Asian Development Bank, 1995;
UNDP, 1996).

In LAC, the changes in political and economic
policies which have taken hold in many countriesin
response to the conditions of the "lost decade” of
the 1980s, have had a noticeable impact on the
trestment of water resources problems. More than
in other regions of the world, some important
characteristics and trends have become evident
(Lord and Isradl, 1996). The central government's
roleis being redefined through a series of structural
reforms, such as the expansion of market principles
and the privatization of state run enterprises amed
at reducing direct government intervention in the
economy. The decentrdizing and liberdizing
policies have given LAC water managers room to
experiment and test new options, and they have
become pioneers in many market-oriented,
incentive-based measures. A number of incentive-
based instruments are available to water managers
and policymakers, including marginal cost pricing,
groundwater use charges, water rights markets and
effluent charges. Many have been contemplated or
implemented in LAC and their adoption is likely to
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increase in coming years with the continued
encouragement and support of international lending
institutions and the accumulation of local
experience.

Thisis causng ashift of emphasisin the treatment
of water resources problems, in accordance to
generalized international and LAC consensus.™
The shift has been initiadly from an emphasis on
water resources devel opment (supply-oriented) to
water resources management (supply- and
demand-oriented), within the maor water
resources subsectors, mainly water supply,
irrigation and hydropower generation. Increasing
the emphasis on demand management, for example,
would contribute to minimizing the size of
treatment plants, supply farmers with nutrient-rich
water (thus saving on fertilizer costs) and provide
a source of revenue for the wastewater trestment
plants. Additiondly, it allows for more fresh water
for other uses such as human consumption and for
ecological conservation.

Accordingly, many water resources organizations
in LAC aso favor a shift from a subsectoral
approach in which projects and demands for uses
such as water supply, irrigation or hydropower
generation are consdered in isolation, to an
integrated water resources approach. This does not
mean that al problemsare to be solved at the same
time, but rather favors a “thinking globally but

United Nations Water Conference
(Mar del Plata, 1977); WMO Interna
tional Conference on Water and the
Environment (Dublin, 1992); United
Nations Conference on Environment
and Development (Rio de Janeiro,
1992); The Netherlands Ministry of
Housing, Spatia Planning and Environ-
ment’s Ministerial Conference on
Drinking Water and Environmental
Sanitation (Nordwijk, 1994);
WMO/IDB Conference on Water
Resources Assessment and
Management Strategiesin Latin
America and the Caribbean (San Jose,
Costa Rica, 1996); OAS Second Inter-
American Dialogue on Water
Management (Buenos Aires, 1996).



acting specifically” approach, in which individual
projects are evaluated against a framework that
takes hydro-economic-socia and environmental
systems into account, where demands for al
beneficia uses of water from a given source,
including ecologicad uses, are given due
consderation. Integration occurs at the framework,
not necessarily at theindividua project level. Table
2 illustrates the point in a very simplified manner.

Another important trend related to an issue that
will becomeincreasingly important and noteworthy
in the future, but one that will require additional
research efforts, is the consideration of all
freshwater ecosystem functions and services in

integrated water resources management. That is, all
the benefits that they can provide to society in
addition to water supply or flood regulation, such
as protection from natural forces, micro-climate
stabilization, globa carbon sink, high rate of
production per unit of land, habitats for threatened
Species, etc.

However, thereare still many obstacles that hinder
integrated management (Lord and Israel, 1996;
IDB/San Jose Proceedings, 1996; WMO/ IDB,
1996; OAS, 1996). These are discussed in detail
in the references cited and are summarized in Table
3.

Table 2: Paradigm Shift

Project-Oriented Water

Subsectoral Water Resour ces

Subsectoral Water Resour ces

Integrated Water Resour ces

navigation, recreation, etc.

Each project triesto maximize
the benefits for that particular
project. Animplicit assumption
isthat a given source of water
exists exclusively for that project.

What happens with water use
return flows has lesser
importance.

Emphasisis on solving individual
water use problems such as
scarcity or public interest by
increasing the supply.

May create serious conflicts
between users and uses, but may
be adequate if water is abundant
and user requirements can be
easily satisfied.

May create serious
environmenta problems.

Benefits for the subsector are
maximized. Animplicit
assumption is that the sources of
water exist solely for the
purposes of that subsector, for
example, irrigation, hydropower,
€etc.

Projects are generally derived
from subsectoral master plans,
such asirrigation and drainage,
energy, water supply and
sanitation, tourism, etc.

Emphasisin solving problems by
supply augmentation remains,
but generally regarding the needs
of aparticular subsector.

May solve conflicts between
users, but may till create
conflicts between uses. May bea
under similar conditionsasin the
previous case and when only a
few uses are predominant.

May till create serious
environmenta problems.

externality or open access,
through infrastructure projects
and/or institutional innovation.

These projects and/or actions
evolve from subsectoral
restructuring or modernization of
the State programs (such as for
the water supply and sanitation
subsector, the energy sector, the
agricultural sector, etc.), where
an attempt is made to
individually maximize the
benefits for given subsectors or
sectors. For example, the
unilateral assignment of water
use permits by the energy sector.

It isamore efficient way to solve
problems, especially when
important conflicts exist between
usersor the scarcity isa
consequence of the inefficiency of
the providers. May till cause
conflicts between uses. May still
create serious environmental
problems.

Resour ces Development Development M anagement M anagement

Isolated projects for water Projectsfor similar beneficia Similar approach as before, but Similar approach as before, but
supply, irrigation and drainage, uses, but conceived within a tries to solve water use problems individua projects and/or actions
hydroelectric generation, subsectoral framework. such as scarcity, public interest, result from consideration of all

uses, including the environment.
Tries to solve conflicts between
users and uses through increasing
the supply but aso through
ingtitutional innovation and
demand management.

It usually responds better to the
adjectives of “ comprehensive,”

“ environmentally conscientious,
“incentive oriented” and

“ participatory,” that the water
resources activities need to have
associated with in order to be
sustainable.
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Tab B 3: Main W ater Resource Prob Im Identified in LAC

Main shortcomings in water resources management identified in LAC to whose solution the Bank could
contribute:

C

The delivery of water services typically is centralized in government organizations and
agencies which are often overextended, underfunded, and ill-organized to provide quality
services, resulting, for example, in deteriorated infrastructure and low efficiency.

Traditionally, regulatory approaches have been favored over marketing or other incentive-
based approaches. Changes in management have occurred mostly through centralized
government and without the participation of the stakeholders.

In many instances, legislation for management of water resources includes provisions which
may no longer be relevant and may actually constrain new management initiatives. A more
significant concern is the general lack of rules and regulations for monitoring and enforcing
existing legislation.

Water resources management often is hindered by alack of adequate and reliable hydrologic,
meteorologic, and water quality data, as well as information on socioeconomic characteristics
and indicators of water use efficiency and, in general, reliable indicators to be used as a basis
resolving conflicts.

High rates of urbanization pose unique problems and challenges to water resource managers.
Water resources management activities are dispersed and fragmented and, more often than not,
divorced from environmental management. Water resources management is often hindered by

ignoring the many ecosystem functions and services.

Water resources management often is hindered by shortage of adequately trained human
resources at all levels.

SOURCE: (Lord and Israel, 1996; IDB/San Jose Proceedings, 1996; WMO/IDB, 1996; OAS, 1996).
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V.

Rational e For Bank Involvement

The period leading to the next century has been of
rapid ingtitutiona changein Latin America and the
Caribbean (LAC), and changes are occurring (and
more can be expected) in policy, law and other
ingtitutions to increase efficiency and attain
sustainability, permitting the participation of civil
society in the process of making decisions about
issues that are important to the affected
communities. Water isone, if not the, most vital of
these issues. Water is the natural resource on
which human life, food security and the health of
the ecosystems depend.

Increasingly in LAC, the growing demands and
scale of developments; the need to make the best
use of scarce resources among competitive uses,
users and generations; the need for environmental
sugtainability; the recognition that water is both of
economic and social value, and the fact that
independent maximization of benefits for each
specific use creates serious conflicts in quantity
and quality, are the forces driving this shift.

The Inter-American Development Bank is
committed to the sustainable development of its
borrowing member countries. Since 1961, the Bank
has been investing almost one hillion US Dallars
per year in water-related projects, and thistrend is
expected to increase in the near future. This effort
undoubtedly has contributed to fulfilling many of
the needs of the region in water supply and sani-
tation, energy and food production, but this has
been accomplished mostly through project-oriented
and/or subsectoral water resources development.

Thereisconsensusthat the fragmented approaches
of the past and the attitude that water can be
treated as an unlimited resource, are rapidly
leading to increased conflicts, inefficient use and
deterioration of thisvaluable resource. Investments
may still be necessary but have ceased to be
sufficient for resolve these problems. Lessons
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learned through the execution and evaluation of the
Bank’ s water-related operations (IDB/EV O, 1996;
see Chapter I1) have prompted shifts toward sub-
sectoral water resources management, lately
reinforced by the recently approved Bank policy on
public utilities (OP-708). However, drastic changes
in attitudes and behavior are still needed in order to
shift to an integrated water resources management
approach. Obviously, the economic consegquences
involved in resolving the many water use problems
have been enormous. In fact, the largest and most
costly Bank investmentsin water-related projects
have been those designed to decontaminate and
recuperate water bodies, supply water to cities
from new, increasingly distant sources and protect
growing urban centers from flooding. It is likely
that the cost of these projectsto society would have
been far lower if an integrated approach to water
resources management had been followed.

One of the greatest benefits of integrated water
resources management islikely to be the prevention
of these otherwise costly damages to society. The
shift toward integrated water resources
management, however, will take time and
consderableeffort. Thisisadifficult political task,
given the powerful interests vested in the status
guo. In the water resources sector, as in other
sectors, the countries recognize the importance for
these changes to be wisdy conceived and
effectively implemented. They know what to do,
but need support to do it. There is a cdl in the
region for the international aid and lending
organizations, especialy the Bank, to use ther
capabilities of making conditionad loans and
providing technica assistance to encourage and
facilitate the implementation of what may
otherwise be very difficult innovations in the water
resources field.

As dtated in the evaluation of environmental
planning and management for the Bank’s water



impoundment projects “...it has long been
recognized that individua water projects need to be
planned within the broad outlines of a plan for the
entire drainage area to yield maximum benefit...”
(GN-1724, in IDB/EVO, 1996). Furthermore,
despite advancesin following a water management
approach when financing projects within the water
supply and sanitation subsector, for example, one
of the main problems remaining is that the use of
water resources has been regarded as one of
production and consumption, and not one of
integrated management, which would also include
its links with other water uses (hydroelectric
generation and irrigation, for example), as well as
consderation of the quality of the water supply and
wastewater disposal (Corredor, 1996).

Therefore, a Bank strategy is needed to support a
process of sustainable changes for the
implementation of the well-known and recognized
principles of integrated water resources
management, derived from Dublin and Agenda 21;
namely,

1 to apply the most convenient methods to
allocate limited natural and economic
resources among competitive needs in the
best possible way;

to promote efficiency in water use,

to choose between highly water consuming
productive activities, highly polluting
societal water uses in municipalities and
industries, and long-term environmental
conservation needs;

to properly assess how much water is
available for meeting expected demand and
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evauating the impact of development works
and pollution on the water system in
particular and the environment in general;
to help bridge the gap between what is
technically desirable and what is politically
feasible.

Furthermore, there is presently atrend in LAC to
allow participation of the private sector in the
financing and provision of servicesthat for along
time were the sole domain of the public sector.
Some of these (like hydropower, water supply and
sanitation, and irrigation), dea with the use of a
common resource at both ends of the spectrum: the
source of supply and the receiving bodies for the
wastewater. Although regulatory agencies can be
successfully established in each of these subsectors
to ded with matters pertaining to the services
themselves (like energy or water supply and
sanitation) they cannot effectively perform the
function of alocating water among competing
subsectors sincethey are adl interested parties. This
function must be assigned to an independent water
resources body which is capable of looking at
water in an integrated manner.

This is consistent with the requirements of the
Eighth Genera Increase in the Resources of the
Inter-American Development Bank which calls for
guiddlines supporting an integrated water resources
management approach. Similarly, the Summit of
the Americas for Sustainable Development held in
Santa Cruz, Bolivia, in December 1996, included
among its approved initiatives, the implementation
of integrated water resources management actions.



PART TWO:
THE BANK’'S STRATEGY
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V.
Goals and Objectives

Responding to the needs described in Part One, the
Bank started a process of review and analysis of
water resources management problems in the region
and the strategy approaches that are best suited to
resolving them. This helped identify priority issues
where Bank involvement could make important con-
tributions. 1t aso heped define the components of the
IDB’s strategy. The goals and objectives are part of
this, aong with the guiding principles, the strategic
instruments and the Bank’ s instruments and actions.

Box 1
Stratgy Com ponents

Goall and Ob pctives
Guiding Princip Bs
Stratgic Instrum ent

IDB Instrum ent and Actions

F. GOALS

The external goas of the Bank’s strategy are to
support a process of change regarding water
resourcesissues, namely, a shift from development to
management and from a sectoral to an integrated
approach. Thisfollowsthe accepted principles of the
Dublin Declaration, Agenda 21, the San Jose
Declaration and the Declaration and Action Plan
approved by the Heads of State during the Summit of
the Americas on Sustainable Development held in
Santa Cruz dela Sierra, Bolivia, in December 1996.
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These changes, which have already been initiated in
Latin Americaand the Caribbean, have the following
ams:

C Moreefficient waysto alocate and conserve water
with due consideration of social equity.

C Better ways to resolve conflicts among competitive
uses and users, including environmental ones.

CAccount for the socia, economic and
environmental value of water in the process of
sustainable development.

C Give due participation to the communities and the
private sector.

Box 2
The Goal

Generallgoal are © supportim p Em entation in
LAC oftie principlls of Dub In, Agenda 21, te
San Bse Dechration, and e BoIa Sum m iton
Sustainab® Dewe bpment, regarding watr
resources m anagem ent

Specifical¥, te goall are © supporta paradigm
shiftwhich has akeady starkd in te region,
from dewe bpment o management and from
secorall © intgratd approaches in watr
resources. This shiftwilBad t:

C more efficient ways o albcat and
consenne watr and  sole conflct
am ong com peting uses 3

account for tie sociall economic and
environm entahvalle ofw atr zand

increase participation of com m unities and
te privat sector.




In addition, the Bank will be sensitive to other goas
that individua countries may pose. These might
include such issues as strengthening water resources
management, strengthening regiond trade, reaching
agreements on the use of transboundary water
resources, strengthening subregiona links among
groups of countries, or using natural advantages for
subregional development.

B. OBJECTIVES

The internal general objectives for the Bank's
involvement in integrated water resources
management are set forth by the conditions of 1DB-8,
namely: poverty reduction, socia equity, modern-
izetion, integration, and the environment. Subsumed
in these overarching internal objectives, IDB-8 calls
for assistance to the borrowing member countries to
develop viable freshwater sources and systems throu-
gh a variety of initiatives, such as: developing and
implementing guidelines; devising and employing
integrated approaches that will converge over time
upon least-cost solutions for investments in water
resources development; identifying and preparing
projects and project components, including water
conservation programs, and encouraging better use of
water resources and advances in water technology.

IDB-8 specificaly calsfor the Bank to “ develop and
implement guidelines on water resources management
which support an integrated approach to watershed
management based on consideration of al sources
and uses of water in a particular river basin”
(IDB,1994).

The strategy incorporates some practices already
being applied by the Bank and proposes new ones,
providing a coherent set of guidelines and specific
and concrete actions for operational activities, con-
ducive to the improvement of integrated water
resources management in the region. However, it is
not intended to be a detailed guide on how to treat
specific subsectoral projects, such as water supply,
sanitation, water pollution control, irrigation and
drainage, flood control, hydroelectric generation or
watershed management. Itsobjectiveisto enable the
inclusion of critical aspects of integrated water
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resources management related to the country’s
water resources sector in general, in the water-
related operations of the Bank (see Chapter V1I1).

Thefocus of the strategy is on principles and on the
application of instruments, not on the instruments
themselves, such as privatization, tradable water
rights, river basin councils, community participation,
watershed management, or investments in civil
works. How the Bank chooses to use these
insrumentsfor the objectivesit has chosen to pursue,
needs to be clearly identified and agreed with each
country on a case by case basis. However, the dia-
logue with the countries will not be passive, in the
sense that information about how these instruments
operate will be given to the countries at the same time
that information on local conditions is obtained.

Although some guiddlines for analysis of water-
related Bank projects are provided, the strategy is
flexible, and cannot be considered a "cookbook."
Different countries and regions within countries may
be at sgnificantly different levels of development and
management with respect to water resources, they
may have very different needs, and may have very

Box 3

The inernallobgctives oftie strakgy are ©
provide operationalguide Enes for te

Bank Tinwolementin intgratd watr
resources m anagem entin Latin Am erica
and te Caribbean, in supportoftie re-
gion 3 effort tow ard sh ifting from a sub-
sectorallo an integratd approach and from
an em ph asis on deve bpm entt one on
management This wilbe done whilk
recognizing te sociall econom ic and
environm entalhalle ofwatkr, ensuring tie
participation of com m unities and tie privat
sector, and giving due consideration 0
socialequity issues. The aim ofthese

guide Enes is 1o supportm ore efficientw ays
0 albcat and consene wakr and beter
ways o sole confllct am ong com peting
uses, inc iding environm entallones. To
produce sustainab B resulks, te stratgy




different resources available to address water
problems. The Bank will strive to work within the
existing political, legal, economic, and sociocultural
frameworks and management practices to the greatest
extent possible, but will propose ingtitutional changes
in the water resources sector, when necessary.

The strategy is aso adaptive and recognizes that
different water use problems as well as conservation
of fresh water ecosystems may be structuraly
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different, each type requiring drastically different
approaches. It is a problem-solving strategy that
recognizesthe substantial contribution that the Bank
can make to water resources decison-making in
LAC.

In summary, as briefly described above, the strategy
ismeant to be a guide for the Bank's involvement in
integrated water resources management (IWRM) in
Latin America and the Caribbean.



VI.
Guiding Principles

This chapter describes the principles that comprise
the genera philosophy of the IDB’s strategy for
involvement in integrated water resources
management. These principles will serve asa guide
for the development and implementation of Bank
assistance programs in the water resour ces sector.

A. PROMOTING COMPREHENSIVE SUB-
REGIONAL AND/OR NATIONAL WA-
TER RESOURCES POLICIES AND
STRATEGIES

The relationship between a country’ s water resources
and its socioeconomic development isin-tricate. The
diversity of hydrologic regimes, legal and
administrative infrastructure, relative degrees of
development, cultura characteristics, socia
aspirations, investment priorities, and geographical
conditions precludes the development of a general
water resources strategy for all subregions or even
for al countries within a subregion.

There is little hope for improved water resource
management in LAC countries unless the countries
possess national policy and legal environments which
are conducive to effective water resource
management. Many countries do not possess such
fundamental ingtitutions, or if they do, these are not
structured effectivdy. Only minor structural changes
will be needed in some countries, but more
substantial changes will be needed in most.
Formulation of national water resources strategies
should begin by evauating the effectiveness of
existing top-level organizations, current legidation
and policies, and unique administrative and
governmental features. The result would not be a
national water plan, in the sense that a plan has come
to mean a collection of proposed water resource
development projects, based upon hydrologic,
engineering, and economic analyses, but a series of
steps aimed at removing existing bottlenecks for
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effective integrated water resources management.
Severa  international  organizations  (World
Bank/Frederiksen et al, 1994; World Bank/Le Moi-
gne et. a, 1994; FAO/World Bank/

UNDP, 1995) have established guidelines for de-
veloping national water resources management
strategies.

A mgjor component of the national strategies will be
afocuson subregiona or basin level water resources
management. This requires a careful identification
and assessment of available water supplies,
projections of future use (including ecologica use),
and presentation of development options and their
potentia impacts (water budgets or balances). It aso
requires the establishment of water rights systems
and the ways to assign them that are socialy and
politically feasible. Economic efficiency should be
sought but equity and environmental considerations
must not be forgotten.

The dstrengthening and/or  rehabilitation  of
hydrometeorological collection networks and the
building of capacity to properly quantify and forecast
hydrometeorological events such as floods and
droughts caused by phenomena such as hurricanes
and El Nifio Southern Oscillation, are of importance
not only for this purpose but also for disaster
prevention and mitigation as well.

A basin-level water resource management approach
also require consistency of each new activity or
project with the over-all basin plan or program.
Whereastechnical assistance is more important than
financial assistance in the analysis and decision
making phases of basin-level water resource
management, financial assistance becomes the most
important tool for international organizations to use
in the implementation phase. To satisfy short-term



Box 4
The Guiding Princip bs

prom oting com prehensive nationa lw ater
resource m anagem entpo Icies and
stratgies 3

focus on institutiona linnovation and
capacity bui Bing 3

atention © bot short and bng- €rm
effort for Bank action ;

conform ing © Bank T and countries
obpctives and © intrnationa ¥ acceptd
princip s 3

incentives for country inno lem entand for
intrnalBank coordination ;and

cooperation and coordination am ong
int rnationa Minancia Borganizations.

needs, and dtill ensure a reasonable prospect of
consstency with future comprehensive national
strategies and river basin management plans,
procedural consistency requirements will be based
upon the conduct of a problem assessment process to
assure that the proposed project would be likely to
effectivly solve areal problem (see section VI1I1.B).

Available resources, both financia and technical,
cannot support the simultaneous undertaking of
national water resource assessments in each country
in the region, nor would every country be equally
receptive to undertaking such an assessment.
Undertaking just a few assessments at a time,
perhaps in the wake of drought, serious water
contamination, or other water use problems, offers
the additiond advantage of testing and modifying the
program as experience grows.
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B. FOCUSON INSTITUTIONAL INNOVA-

TION AND CAPACITY BUILDING

Priority must be given to institutional analysis and
change (both within the water use subsectors and the
water resources sector) over or ona par with building
physical infrastructure. Not only does water
resources management consist mostly of institutional
design and implementation, but even the successful
operation of individua projects depends
fundamentally upon having appropriate institutions
inplace. Many of the activities involved in integrated
water resources management (demand management,
community participation, or the preservation of
ecosystems, for example) have little to do with
building projects, and a continued focus solely upon
infrastructure projects will fail to identify the needed
institutional changes.

A shift in approach from subsectoral to integrated
and from development to management will be easier
for some countriesthan for others. Many factors may
work against change.’® Difficult or not, this shift in
focus must be recognized as the first essential step
for improving water resource management,
improving that water ingtitutions must be inventoried,
characterized, and analyzed just as explicitly,
comprehensively, and carefully as are hydrologic and
economic conditions (see sections VIII.A and VIII.-
B).

From a generic point of view, taking into
consderation thelessons learned form the evaluation
of past Bank water-related operations (IDB/EVO,
1996), and given the present maors shortcomings
and trends that have been identified in LAC (Lord
and Israel, 1996; IDB, 1996), the following basic
principles can be enunciated: (i) the regulatory
function of the water resources sector should not be

16 Lord and Israe 1(1996) be Be\e tiattese changes are

not easy for some countries o make: custom, habit,
bureaucratic inertia, organizationa Istructure,
professionallspecialzation, and po Hicaladvantage all
weigh inon the side ofbusiness as usuall Institutionall
change can ewen be po Itical unpa btab B because it
carriers e poentiallto threatn existing power
structures.



within any of the water use subsectors; (ii) the water
resources entity should favor atwo-track approach to
dlow for effective community and user participation;
(i) it should favor an incentive-based approach for
water alocation among competitive uses, avoiding a
vertical, mainly top-down discretionary approach;
(iv) it should facilitate the participation of the private
sector in the corresponding water use subsector; and
(v) it should favor an integrated approach for water
resources management, giving due consideration to
ecosystem services and functions. A limited
indicative modd is presented in Table 4 for
illustrative purposes only. It does not cover the full
range of possible situations relevant in some of the
water use subsectors which may not directly relate
than integrated approach, but are useful to emphasize
the management approach. It isstrongly emphasized
that real individual solutions must evolve from the
analysisof specific situations, and specific solutions
should be sought, and tailored to these situations
through a problem-solving approach using an
analytical framework such as the one presented in
Chapter VII1. The Bank will strive to encourage and
facilitate indtitutional innovation to improve
integrated water resource management within the
LAC countries, but not to directly control or manage
that process. In responding to the needs and desires
of the individual countries, the Bank will seek to
ingtill integrated water resources Mmanagement
practices that are reasonable, efficient and
sustainable give the conditions under which they are
applied, ant to encourage the kind of analyses and
planning which will lead countries to adopt better
institutional arrangements, to improve existing
infrastructure, ant to encourage integrated
sustainable water resources management (see
sections VII1.B and VI11.C). Inthis process, the Bank
will refrain form pushing, forcing, or otherwise
influencing countries to adopt policies and measures
which they are not prepared to handle, but will assist
the countries to develop that capability.

The Bank will have to exercise considerable
ingenuity in identifying and using opportunities for
accomplishing, or at least initiating programs to
accomplish, the needed institutional changes, when
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deemed appropriate, but which will aso be
acceptable and desirable to those whose cooperation
is essential to their success. Generic strategies for
institutional innovation as part of capacity building
have been developed by international organizations
(UNDP, 1995).

Box 5

To focus on te specific charackristics of INRM,
te Bank wiBconsider a series ofsubregionaland/or
country-specific national assessment, wit te
participation of the stakehoBers, aimed at
de\e bping intgratd nationall wakr resources
m anagem entstratgies, im promMng w akr resources
data co Bction programs, and/or im proMng waer
resources pollcies and Bws. This wiBMprovide te
high Evelframework which woull enab B and
faciltak IWRM effore and tie consideration of
freshwatr ecosystm functions and serdces, atte
river basin or otier bcallhe I The Bank wi Bfavor
te initiation of subregionall and/or nationall
assessment in @ ose areas and countries where te
sense of need for institutionall change is most
eMdent

The need for capacity building is not a one-shot
affair. The process must be sustainable and thus, it
needs to be systematic and continuous. Capacity
building can be carried out through a number of
existing specidized inditutes in LAC, some of which
have in fact been doing this kind of work. To be
considered, each institute should have a small
permanent staff dedicated to issues of water
resources management, amendable to collaborating
with visiting specialists on short- and long- term
assignments. The institutes would serve, in part, as
think tanks, conducting research and analyses of
water resource management capacity building
projectsin their respective subregions. The dedicated
staff should have the analytical skills needed to
conduct state-of the art ex post evaluations of the
large experience base which already exists. They
could also serve as expert consultants to new
programs and projects involving capacity building in
water resource management.



Box 6

The Bank wilassisttie nations of Latin Am erica
and te Caribbean in bui Bing or improvng teir
IWRM capabi Ities ataBwhich action and decision-
making occur. Speciall cases at hand are te
organizations t atw i Mbecom e responsib b for watr
resources ma-nagementas a consequence for tie
descentrallzation process (such as m unicipa Hies,
user associations and groups, and river basin
councill)z;and te entities whose rolk wilbe te
merging oftie m acro concerns reflctd in tie “top-
dow n”’approach wit te micro concerns inherentto
te “Botiom -up”approach .

Since professional water resources staffs in many
countries are dominated by engineers with little
training in or familiarity with other disciplines (such
asinstitutional analysis and environmental matters),
the programs offered at the institutes should have a
strong interdisciplinary focus. Fellowship programs
and cooperative agreements with qualified uni-
versities throughout the world could also be worked
out.

C. APPLICATION OF THE STRATEGY:
ATTENTION TO BOTH SHORT- AND
LONG-TERM EFFORTS FOR BANK AC-

TION

Deveoping an indtitutional structure (in the water use
subsectors as well as in the water resources sector)
which will lead to improved water resources
management is a long-run, indeed, never ending
process of experimentation, adaptation, learning, and
improvement. Public and private decison makers
need timeto change ways of thinking and acting that
have been long established. Likewise, the water users
themsalves need time to adapt to changing water
management measures, practices, and rules.
Furthermore, enacting far-reaching changes in
national or regiona water policies and laws is not
something that should be done in haste, without
serious analysis and informed debate by
representatives of all maor stakeholder groups.
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There is little prospect that country interest in loans
for individud water resource development projectsin
the traditional mold, will cease just because the
emphasis of the programs of international aid and
lending organizations shifts away from such projects
and towards water resource management. Nor should
there be a hiatus in funding such projects unless and
until a comprehensive national water strategy has
been adopted or until river basin management plans
are far enough advanced to produce project plans.
Therewill be certain projects which are so obvioudly
and urgently needed, community water supply or
municipal wastewater treatment facilities for
example, that no nationa strategy or river basin
management plan will be required to confirm their
desirability. Nevertheless, current knowledge
concerning what constitutes good water resources
management should play an increasing role in
generating and evaluating proposals for such projects
(seesection VIIIL.C.). However, it is the strategy, not
the projects themselves, that needs to be
comprehensive using the river basin or watershed as
the natural evaluation, planning and management
unit.

Box 7

The Bank wi Bapproach capacity bui Bing by he bing
and promoting te financing of o types of
activities: first, te creation ofaknow Bdge base for
institutiona linnovation ;and second, by tie training
ofcountry watr resource prokssionall in te need
and m et ods for m u Kidiscip Inary ana bsis. Training
and education of personne BwiBlcover all e I,
Specialatention wilbe given o training tose
persons who, because ofdescentrallzation, wi Hbe
assum ing w atr m anagem entresponsibi Hies. Since
women phy a central rokd in te prowsion,
m anagem entand safeguarding ofw atr, especialy
at e community Bl all capacity buiBing
program s shou B hawe astrong gender content




Box 8

The Bank wi Bencourage deve bpm entofmedium t© bng-trm watr resources program s, considering \arious

akernatives © reach specific goall atspecific ime inernal (such as five, €n and fifeen years, for exam p ),

tatcan be im pEmentd by phases. One oftie cornerstones ofsuch Bank program s wilbe t© encourage and
faci ek te bng-€m process ofinstitutiona linnovation in te countries oftie region, bott for IWRM as we B
as for naturaldisasr preMsion and m itigation. In para B | tie Bank wi Bcontinue © fund short®rm , or quick

response, propct (as partoftiese program s and as a firstphase ofpriority investn ent) o sole imm ediat

and pressing w akr use and wakr conservation prob Bms. The Bank willhe b recipientcountries © accom p Ish

tis butwi Minstitute increasing ¥ stringentre-quirem ent for com p lance wit standards of good intgratd

watr resource management Exentuall, conform ity wit an intgratd subregiona Band/or nationallw atr
resource m anagem entstratgy, using te river basin as t e naturallm anagem entunit, wi Blbe a condition ofall
bans for watker-re hed profct on a case by case basis.

D. CONFORMING TO BANK'S AND
COUNTRIES GOALS AND OBJECTIVES
AND TO INTERNATIONALLY
ACCEPTED PRINCIPLES

The goals of poverty reduction and socia equity,
modernization and integration, and environmental
protection, adopted by the Bank in IDB-8 will be
stressed as congtraints upon the sdlection and
implementation of options for improving water

Box 9

The Bank wiBcontinue o &stwatr-re kied proposal
under po kcies and under procedures t© ath ave akeady
been dewe bped and promubatd, such as (i)
guide@nes for powerty aB\ation issues, (i)
conducting benefitcostanabses, and (iii) prokction of
te environment The Bank wilallo app ¥ guide Ines
for proposal © conform © te intgrakd watr
resources mangement principlls of Dubln, te
Stockhoh Gbba W atr Partnership and tie San Jbse
and Buenos Aires Dechrations (see Annex 1),
inasm uch as tiey app ¥ © te naturall environm entall
econom ic, polticall and sociall conditions of it
borrower m em ber coutries.

management and for securing Bank assistance. The
Bank aready uses an interna rate of return
constraint, or lower bound, in the search for the
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economic efficiency and financial feasibility of
proposed projects,

as well as lending criteria for addressing equity and
poverty reduction issues. Environmental criteria have
been in use since 1979. The institutiona problems
which are determined in the problem identification
processwill directly drive the search for options, and
these will be to some extent unique to each country.

On the other hand and as previoudy noted, thereis an
emerging international (GWP) and LAC (SanJose
and Buenos Aires Declarations) consensus about
certain principles (whose origins are the Dublin
principles) that should be taken into consideration in
the formulation of water resources strategies. The
Bank strategy deds with the application of these
principlesto real situations in the Latin America and
Caribbean region.

E. INCENTIVES FOR COUNTRY INVOLVE
MENT AND FOR INTERNAL BANK
COORDINATION

1. Country Involvement

Theincentives that are referred to in this section are
those used to encourage countries to pursue
improvements in integrated water resources
management and to cooperate with the Bank and
other international lending agenciesin this effort.



Traditional lending practices have been geared to  in the form of areduced need for capital investment
projects that increase the water supply or water  to support increases in the water supply. The Bank
treatment  projects which, at least in principle,  will support the development and application of
generate marketable products. The potential for  analytical procedures that yield the prospective
revenue form those products creates confidence on  benefits and costs of non-capital projects such as
the part of borrowers that repayment is possibleand  demand management and conservation of ecosystems;
justified. Thus, there is a willingness to borrow for ~ procedures which would not only fairly display the
such projects, even though the loans are not directly  long-term value of such measures but which could
guaranteed by prospectivereturns. On the other hand,  eventually become the basis for evaluating loan
somewater resource management activities, suichas  programs. Loansin support of improved IWRM wiill
the conservation of fresh water ecosystems, do not  have to be associated with programs which are
generate a prospective revenue stream. In fact, they  valued localy to the extend that LAC decison
may even diminish revenue expectations. However,  makers will undertake the debt burden necessary to
such measures may be theoretically justified onthe  pay for them.
basis of their expected reductions in cost, primarily

Box 10

A Bwater-re led propct willbe e Igib B for financing. H owe\er, witiin tie reah , tie Bank wiBassign higher
priority © meritorious and promising IWRM proposa B from borrow ing m em ber countries and/or indiniduall
progct conceined witin an IWRM fram ew ork, inc liding program s and action p bns for so Ling prob Bms
re hed t© urban watr supp ¥ and sanitation and conservation of freshw ater ecosystm s, and strengt ening of
hydrom etroro bgicallnetwvorks for watr resources assessm ent and naturaldisas®r preMsion. The funds will
be m ade avai Bb B for tie im p Bm entation of teir action p hns whenever tey comp b wit at Bastam inim um
setofintgratd watr resources m anagem entconditions. Investm ent noton¥ in infrastructure, butallo in
activties t atprokectupstream and dow nstream w akr resources, w atr quallty and aquatic ecosystm s, inc liding
coastallareas when appropriat zas we Mas ch nicalcooperation activities for restructuring tie wakr resources
sector and bui Bing institutiona Bcapacity, wilallo be e Igib B for financing.

Proposal for assistance loans and/or technical  Other forms of incentives could be envisioned. One
cooperation will be evduated for their ability tomeet  would be to provide assistance grants (technical
such criteria as problem solving orientation,  cooperations) to finance some portion of particularly
consistency with substantive and/or procedural  innovative and promising features (conventional
standards deemed conductive to effective integrated  loans would still finance the larger share of such
water resource management, and compatibility with  projects). Another would be to extend the repayment
the goals of sustainability, alleviation of poverty, and  grace period for proposals which do not generate
protection of the environment. A rating scheme for  directly marketable outputs, but which could be
the proposals could be devised, despite the subjective  expected to improve overd| productivity in the longer
nature of some of these criteria. Then, incentives  term. Y et another incentive could be the extension of
could belinked to theratings level. Oneway of doing  substantial technical assistance to proposals which
so would be to key the priority assigned to  require  sophisticated institutiona  analysis
prospective water-related loans to the merit ranking  capabilities for their success. Different forms of
of the project or program, with particularly deserving  incentives could be devised to be most effective in
proposalsrecaiving a higher priority than those which  encouraging different types of improvements in
are less deserving (Lord and Israel, 1996). integrated water resource management.
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Box 11

An im portante Bmentofte strakgy is © study
the prousion of incentives for tie operations
groups witin te Bank t cooperat and
coordinat teir individuaBapproaches o watr
resources ma-nagement and © strivw for
consisency in how te \various stratgic INRM
instrum ent atteir disposa Bare used. The Bank
will allo study incentives t encourage an
evollition from emphasis on progct Ending
approva o succesfu lprogctim p km entation.

2. Internal Bank Coordination

This strategy is a Bank-wide operational strategy and
thus, relies on its endorsement by the Bank’s
Operational Regions as well as by the Central
Departments. By not proposing a unique and “ must
do” line of action, but rather showing a spectrum of
possibilities within an agreed path leading to agreed
goals (validated as much as possible by internal
consultations as well as consultations with member
countries and nongovernmental organizations) it
seeks to coordinate, not dictate, the message of
individua approaches. It dso hasimplications for the
skills and mix of the Bank’'s professiona staff
(Corredor, 1996) and those of the project teams.
Since the strategy cannot provide prepackaged
solutions but rather gives support to case by case
problem-solving analytical approaches, more staff
and/or consultant hours will be needed for the
asessmentsinvolved in the water-related projects. It
must also be kept in mind that the fundamental issue
will be to produce a shift from an established
approach to a new one. In order for this to succeed,
a sense of country ownership of the proposed changes
iscrucial. Thisinvolves extended consultations with
stake holders at all levels, on issues much broader
than the usua water infrastructure developments, and
involving many more disciplines than the usual water
infrastructure developments, and involving many
more disciplines than the usual engineering or
economics (they will be dealing with hydroeconomic-
socio political and environmental systems). This
justifies the allocation of additiona funds to the
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project teams for hiring a wider variety of
consultants and the need to funding and/or
participating in networks, such as the Internationa
Network of Basin Organizations (RIOC), or the
Inter-American Water Resources Network (IAWRN;
see OAS, 1996) to support those countries that are
not digible for technical cooperation. In some areas
of expertise, consulting services could be very
expendgve and fees could exceed the usual Bank rates
(Corredor, 1996).

Also, since the proposed reforms are complex and
will take longer time to take hold and be accepted,
mechanisms will be introduced to alow for periodic
review and adjustment in atrial and error approach.
For this, the active participation of project teams, of
Bank staff from headquarters and the IDB Country
Offices and of the executors and stakeholders is
crucia. It will thus require setting incentives to
encourage the evolution from a project lending
approval cultureto a successful project im-plementa-
tion culture, as previously posed by the TAPOMA
report (Corredor, 1996).

Water resources management affects numerous
sectorsand activities for which the Bank aready has
or is deveoping an implementation policy or strategy,
including Public Utilities (OP-708), Sa-nitation (OP-
745), Public Hedlth (PO-742), Environment (OP-
703), Natural Disasters (OP-704), Urban
Development (OP-751) and Rura De-velopment
(OP-752); as well as with those for which the Bank
has developed or is in the process of developing
strategies, such as Délivery of Social Services,
Resettlement, Coasta and Marine Re-sources,
Energy, and Sustainable Agriculture.

These policies and strategies —such as the Public
Utilities Policy (IDB, 1996) regarding water supply
and sanitation — deal s effectively with water-rel ated
issueswithin their specific water use subsector. One
such issuewhose principles are included in the policy
and for which * good practices” and guiddines are to
be prepared as a follow-up activity is the concession
of services. However, the links with other subsectors
is not within their scope. The Integrated Water
Resources Management Strategy is consistent with,



and supports, the principles of the public utilities
policy, and also provides those links as well as the
links to the hierarchical water re-sources sector.

F.COOPERATION AND COORDINATION
WITH INTERNATIONAL ORGANIZATIONS

The twin tools of technical assistance and financial
incentives which are available to the Bank and other
international donor agencies can be most effective if
used in a cooperative and coordinated manner. The
undertaking and subsequent recommendations of the
proposed nationa assessments could form the basis
of a cooperative lending program by the severa
international lending agencies involved. This would
provide rea impetusfor adoption and implementation
of comprehensive nationa strategies to improve
integrated water resources management. However, if
international agencies do not cooperate and
coordinate their message and their efforts, it will be
easy for recipient countries to continue to “cherry-
pick” desired water resource development projects
and to avoid undertaking the difficult job of
ingtitutiona innovation at the national level. Thereis
little hope for achieving effective integrated water
resource management under these circumstances.

The establishment of firm coordinating agreements
among the lending organizations can eliminate this
destructive competition. Some cooperative effortsin
support of large development projects have occurred
in the past, such as the Mexico irrigation and
drainage hybrid investment time-diced program,
where the Bank and the World Bank provided
parallel loans but had the same conditionality matrix.
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A substantial expansion of such cooperation and
coordination is now appropriate in the area of
capacity building. Some international cooperative
efforts [such as the World Water Council (WWC)
and the Globa Water Partnership] recently launched
under the sponsorship of the World Bank, UNDP and
other organizations could provide adequate forums to
coordinate general principles and effortsin the water
resources management area. Not only would such a
coordinated approach encourage efficiency in the
region, but it would also remove the ability of
country politicians to play one agency against
another to secure politically useful but questionable
projects.

Transboundary water resources can be important
elementsin subregional integration and devel opment
processesin some countries. Even when the direct or
market economic value of some resources is
margindly sgnificant, their environmental value and
the nead to protect them will necessitate international
cooperation and coordination. Support provided by
regional and subregional entities such as the
Organization of American States (OAS), ECLAC,
the Latin American Parliament (PARLATINO), the
Pan American Ingtitute of Geography Pan American
Institute of Geography and History (PAIGH), or the
Central American Regional Water Resources
Committee (CRRH), for example, can be
insrumental in establishing new treaties; facilitating
the continued operation of existing agreements; and
forging cooperation among the public, private, and
nongovernmental entities that may be involved. The
Bank will seek their collaboration.



VII.
Strategic Instruments for
Integrated Water Resources Management

Much of the literature on water resource management
advocates such instruments as cost recovery,
capacity building, stakeholder participation, decen-
tralization, private sector participation, tradable
water rightsand river basin councils to solve awide
range of water-use problems. Although there is
consensus about the use of most of them, thereisa
plurality of opinions on the inclusion of instruments
like water markets and privatization, or river basin
councils. The strategy supports the application of all
of them as tools to solve particular problems.
However, it is not the purpose of the strategy to
specify the use of any one of these measures, not to
genericaly encourage or discourage their use. These
conclusons should emerge from the national
assessments and evaluations of local conditions and
problems.

Cost Recovery, Capacity Building
and Stakeholder Participation

There is little discussion about the soundness of
searching for cost recovery mechanisms as a basis
for financia sustainability, and that capacity building
may be a neaded pre-requisite for successful IWRM.
There also appears to be a general agreement that
certan  instruments, such as  stakeholder
participation, should be part of al integrated water
management strategies, and the Bank supports it in
this and other sectors.

Stakeholder participation may take different
modalities according to the level at which actions and
decison-making occur. It isspecialy important at the
project level, where water user’s problems are to be
resolved. Water resources ingtitutions must be able to
integrate these needs and concernsinto a

Box 12

The Bank will active b seek © coordinat it
inegratd wakr resource managem ent approach
and activities wit alof te major Ending and
tech nicall cooperation agencies involled in LAC,
such as te Worl Bank , UNDP, UNESCO, te
Wor B Metorogicall Organizaton (WMO), and
otier biktrall donor country watr resources
organizations. Itw i Mallo seek 1 participat active ¥
in gbbalIWRM organizations such as e Worl
W akr Counci (WW C),tie Intrnationa INetw ork of
Basin Organizations (RIOC) and tie G bbalW atr
Partnership (GW P), trough it normall regional
LAC activities.

broader picture shared at the top in a “two-track”
approach. In this manner, representatives of the civil
society can be empowered as decision makers, and as
partners in project execution and monitoring and in
integrated water resources management and
conservation.

Decentralization

One of the Dublin principles'® states that decisions
should be made at the lowest appropriate level. But
it isimportant to keep in mind that it does not mean
that decentraization must be achieved at al costs and
to the lowest possible level. For example, recent
subsectoral attempts at piecemeal decentralization,
decision-making by isolated user groups or sectors,
and privatization experiments in hydroelectric power
generation, irrigation and water supply, have
increased the fragmentation of the administrative
entities that deal with subsectoral water resources,

See Annex .



making it more difficult for them to manage the
process and reinforcing the need for coordination
for taking a more integrated approach to water
resources management (Davis, 1996).

Box 13
Strategic Insttument

Cost recovery

Capacity building

C Ingtitutiona reform and innovation
C Human resources devel opment
Stakeholder participation
Decentralization

Private sector participation

Tradable water rights

River basin councils

QN

OO0O0O0

It is also important to keep in mind that those who
will becomeresponsible for providing water services
at lower levels, such as municipdities, user groups or
rural communities, should be capable of dealing
successfully with those responsibilities. There is a
strong connection with the need for capacity building
in the decentralization process, and the Bank will
support it as a pre or co-requisite for
decentralization in the water resources sector.

Private Sector Participation
and the Role of the Public Sector

It is generally accepted that privatization can have
considerable economic benefits.  Indeed, many
countriesin the region have announced their intention
to increased the particiaption of the private sector in
water-related public utilities (ECLAC, 1995).
However, in general terms and for the region as a
whole, it is dill incipient and in most countries the
greater part of the infrastructure is still managed by
the public sector (ECLAC, 1997)."" It isimportant

17 A bough privak investn entis

increasing ¥ conmon in smalwatr
supp¥ and sanitation sysems,

35

to note that historically, many water-based services
such as dectricity generation, drinking water supply,
and irrigation, were provided by the private sector
and it was not until the 1920s that these services were
givento thestates or municipdities, and not until the
1940s (and in some countries even the early 1950s)
that agencies of the central government undertook
that reponsibility (Lee, 1990). Anditisonly since
the 1970s and early 1980s, beginning in Chile, that
governments started to transfer many public
companies to the commercia private sector to try to
overcome problems such as poor management and
lack of cost recovery (ECLAC, 1995; European
Commission, 1997).

There are many reasonsindeed to believe that private
enterprises will be more efficient than public
enterprises’® as discussed in ECLAC (1995), and “a
perception has developed that donors regard the
turning-over of state-run water-related functions as a
panacea for efficiency gains’ (European
Commission, 1997). However, the provision of water
sarvices, especidly water supply and sanitation, tend
to be natural monopolies (ECLAC, 1995) and
%ountries are faced with difficult decisions, such as;

especial in Caribbean resorts and high

incom e suburban dewe bpm ent, and

am bitious p lns are abundant, tere are

Imnitd exanpls (hrge ¥ Inited ©

countries such as Argentina, Mexico or

Trinidad & Tobago), in which

m anagem entresponsibi Hies for m ajor

watr supp ¥ and sanitation systms

hawe been transferred © privat

com panies (ECLAC, 1996, 1997).
18 Such as reduced political interference,
strengthening property rights and
providing incentives to reduce costs,
avoiding concentration of ownership, and
providing more effective financial
management.
1 There are various forms for private sector
participation in the water resources
sector. These are summarized in Annex
I1. More inform ation can be found in
ECLAC, 1995 and 1996.



Box 14
Key E Iment of Tradab B W atr Righ & Regim es

C They are secure and can be legally traded under the guidelines established by alegal,

regulatory, and institutional framework.

C Thewater rights are separated from land and thus may be traded separately.

C Idedlly, the water rights should be allowed to be sold at freely negotiated prices to anyone for

any purpose.

C Sometimes countries impose restrictions such as requiring the buyer to use it for some
beneficial purpose and to require that they only be sold to a public agency at an

administratively set price.

C Holders of tradable water rights are bound to follow laws and regulations such as those
relating to water quality, ensuring that a certain minimum flow is maintained for
environmental or recreational purposes, and that third party water rights are not damaged by

the water trade.

C Tradable water rights may be defined volumetrically, as a share of streamflow or stock of

water in areservoir, or by shift.

C Enforcement may be carried out by the same means and institutions as conventional water
rights. Water users associations play a strong role, with public authorities playing an

arbitrator’s role.
C Rightsarerecorded in apublic registry.

SOURCE: Holden and Thobani, 1995.

continue provision through a public enterprises,
although capital shortages are prompting the
consideration of other alternatives;

encourage autonomous, self-governing voluntary
cooperatives, dthough this has worked better for
small systemsin rural areas and small towns;

accept that paying monopoly prices for a high
quality service may be better than continuing
with an inferior service; or
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I transfer servicesto private management and use
regulatory policy and instruments as a means to
influence private sector behavior.

The last aternative is favored by many countriesin
the region. This requires the establishment of an
appropriate system of incentives to guide economic
decisions in the private provision of water-related
services under conditions of natural monopoly, where
the regulator acts as a subgtitute for the market,
attempting to provide similar incentives (ECLAC,



1995). Under such conditions, the importance of an
adequate regulatory framework in place cannot be
overemphasized. “Thereis clear evidence that, under
regulation, some kind of private sector involvement
is beneficid to users” But where regulation is
limited or unenforceable, it may genuinely be that
transfer to the private sector is either not viable or
undesirable (European Commission, 1997).%°

TheBank’s Public Utilities Policy (OP-708) includes
important objectives and conditions that must be met
for it to succeed, such as the separation of policy,
regulatory and provision functions, an adequate lega
and regulatory framework, an enabling subsectoral
ingitutiond structure that promotes competition, and
astrong political will on the part of the government.
Moreover, the privatization of water services forces
areconsderation and readjustment of the role of the
state in water management. 1t completely changes
the demands on the water management institutions
and callsfor athorough reconsderation of past water
management policies (ECLAC, 1995). The mere
transfer of assets and institutions from public to
private management simply is not enough.

Lately, many new opportunities for private sector
involvement are appearing, besides the traditiona
hydropower, water supply and sanitation, and
irrigation water-related services. Data gathering and
processing, wastewater treatment, recycling of
wastewater and agricultural return flows and new
environmentd technologies in genera, are fields now
benefiting from the innovative entrepreneurship of the
private sector. This should be encouraged whenever
conditions are favorable.

But as with the rest of instruments described in this
section, private sector participation in the water
resources sector should not be seen as a panacea
nor asan end by itself, but as a valuabl e instrument

2 Furtierm ore, "where regu ltion is

Im itd or unenforceab B, an

uncontro ld privat sector can be
predatory, exp biting te w herabi Iy
oftie poor”*(European Com m ission,
1997).
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that can help reaching further objectives, such as
better service and broader coverage of water supply
and sanitation services, for example. Within that
context, the Bank will support and encourage
private sector participation in all water-related
activities and services, as an important component
of broader actions for the modernization of the
water supply and sanitation, hydroelectric and
irrigation subsectors, aswell as the water resources
sector as a whole.

Tradable Water Rights

The shift to IWRM represents a move toward econ-
omic efficiency, together with a need to protect the
environment and to manage the political and social
effects of resource allocation (Streeter, 1997). Every
LAC country, according to its constitution, laws
and/or tradition, has a system for assigning water to
users?* The criteria for the allocation or reallocation
of water rights must be part of any IWRM policy or

strategy.

Tradable water rights is a favorite tool of resource
economists. If water markets are adequately imple-
mented, they can provide a method of reallocating
water from low-vaue to high-value uses, resulting in
economic efficiency. However, they have a number of
conditions that are necessary for successful
implementation.?

21

Insome countries watr is Inked © Bnd ownership and
in oters, watr is in te publlc domain and perm it or
righ & for use or disposa lofw astes are assigned. As bng
as tere is or was enough wakr in a given watrshed or
region, probBms were minimall H owe\er, as dem and
increases and exceeds supp ¥ and more Bcences or
concessions are given for withdraw all and disposa l B an
is considered sustainab B, po Bition, dried-outwe thnds,
bw-fbw rivers, bw watr tab ks and user conflct
arise. Then te re-albcation of resources from bwer-
valie © higher valle uses becomes an alernatiwe
(Streeter, 1997).

22 For exam ph, te Calfornia W atr Phn
(CaHornia Departm entofW ater Resources, 1994) stakes
tat (i)waer right transfers mustbe vo lintary, resukin a
realtransfer ofresources, m ustnotim pair righ s ofse Brs,
mustnotharm fish and wili Ife habitat 3(ii) wi Enotcause



Streeter (1997) suggests that the areas where a water
rights market could most readily be developed need
to meet thefollowing criteria: (i) limited availability
of “ new” water; (ii) hydrologica conditions that allow
for changing the point of withdrawal; (iii) reasonable
size of resource area with identifiable geographic
boundaries; and (iv) increasing demand with large
number of traders.

Identification of a water scarcity problem in a
national assessment, supported by feedback from
previous experiences and good practice analyses,
could lead to a recommendation for institutional
changes to facilitate water marketing, and, thus,
allow scarce water resources to flow to their
economically most valuable uses. The Bank might
then require that the changes in water resource
management  rules which would permit water
marketing also contain provisions for long- term
viability, for avoiding monopolistic tendencies by
effective beneficial-use clauses, for avoiding
environmental degradation, and for assuring
maintenance of adequate potable water supplies for
the poorest users; goas which unconstrained free
markets might fail to achieve.

The advantages and disadvantages of this instrument
were discussed in a recent seminar organized by the
Bank,2* where most of the participants agreed on the

degradation ofground watr basins 3(iii) efficientuse of
existing water supp les m ustbe dem onstratd by t ose
receimving tie transfer zand (iv) im pact on tird parties,
especial sm aBagricu Buralcom m unities m ustbe
considered.

23 . . - .

Such as in an arid or sem iarid region where

watr resources are scarce and Brge watr uses such as
irrigation are im portant

24Sem inar on Econom ic Instrum ent for
Inkegratd W ater Resources Managem ent Privatization,
Watr Market and Tradab B Watr Righ &, he B atBank
headquartrs on Decem ber 2, 1996 (IDBMW ashington DC
Proceedings, 1996). A more complete discussion about the
advantages and disadvantages of these and other measures,
and examples of experiencesin the US and some LAC
countries can be found in the seminar’ s Proceedings and in
IDB/ San Jose Proceedings, (1996).
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following major points and caveats:

countries have individual characteristics and
specifics, thus there are no universal “cook-
book” approaches to water management, a
point policy makers and advisers should bear
in mind when implementing schemes for water
resources management;

whenwater istruly scarce, current systems of
administration based on public administrative
decison making usualy result in inefficient

dlocations of water and Adternative
mechanisms for realocation should be
considered;

water markets are an economic tool that, if
adequately implemented, provides a method to
reallocate water from low value uses to high
value uses, resulting in economic efficiency
gans;

water market transactions must recognize third
party effects and the market should function
under a regulation that ensures compensation
to third parties negatively affected by market
transactions;

water markets have an impact on public values
such as environmental quality. The
implementation of the market should include
ways to protect environmental quality. It
should aso protect socia and cultural values
that will also be affected by the market;

water user associations play a significant role
in functional markets and should therefore be
strengthened.  Without a water user
supervision, it is unlikely that the market will
provide its stated benefits;

transaction costs must be minimized.
Otherwise, water markets will fail to transfer
the commodity from low value uses to high
value uses;



Box 15

Inte case ofwatr-re hed progctin a trans-
boundary river basin, te evalbation will
inclide te effecton te watr resources and
the envronment on te entire basin. The
Bgitimat inkrest ofte countries involed
willbe taken into account The Bank will
support and encourage all initiatives for
IWRM in transboundary river basins agreeab B
1 te countries involed, especiall butnot
exclisive ¥, tie formation of transhoundary
river basin organizations. The experience,
expertise and coBboration of regional
organizations such as te OAS wiHlbe sought

any water market should limit individual or cartel
market power. The existence of monopolies
inhibits an efficient dlocation of water resources.

there are certain conditions necessary to
implement a successful water market. Certain
capabilities should exist. Among them are an
adequate legal framework (water law), a
minimum ingtitutional setting that guarantees
transparency and credibility, and a competent
system of information that reduces transaction
costs; and

if the effective beneficial-use clause® is required
for parties in the market, it must be clearly
defined in order to avoid bureaucratic problems
due to a variety of interpretations. However, its
use is not incompatible with water markets.

Severa other issues were not fully resolved in the
discussions. Among them are that it is not clear how
awater market would account for social and cultura
effects;, how the market would protect the

% Chuse by which te buyer mustuse te

water for an agreed beneficia luse
witin an accorded tme Emit
Oterwise e watr rightwoull be bst
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environment; how monopolies and cartels could be
avoided; and how to cope with externalities created
by out-of-basin transfers.

River Basin Organizations

The watershed or river basin council approach (the
so cdled “France’'s Modd” or other similar models),
is another example of incentive-based participatory
mechanism for solving conflicts and allocate water
between competitive users or uses, which in some
instances has been considered as an alternative to
market dlocation (Kelman, 1996), such as alocation
by consensus. However, it is not entirely
incompatible with market alocations, since the
councils may decide (by consensus) to leave water
alocation to the market within the irrigation
subsector, for example, or between the irrigation and
the water supply subsectors.

The watershed or river basin council approach is
recommendable to establish integrated water
resources management strategies and to plan for
water resources assessments nationally and sub-
regionaly.

It may adso be advisable to establish basin
committees or councils to coordinate the actions of
several overlapping national organisms and ad-
minidrative jurisdictions and to promote the role and
responsihility of the various interest groups in the

basin, to facilitate concertation as a problem-
solving mechanism. It may aso be a useful
mechanism for achieving greater involvement by the
stakeholders and to agree on schemes to account for
opportunity costs. However, it does not mean that
basin committees or councils must be established
across the board.

Transboundary River Basins

Many countries in Central and South America ere
highly dependent on transboundary waters because
the origin of most of their water resources is not
within their territory. At the highest levd, the LAC



Box 16

Regarding tie use ofthe stratgic instrum ent for
im promMng wakr resources m anagem ent, tie Bank

will assist member countries © do a careful
prob km -so Ling ana bsis ofsit-specific conditions

and probBms, and €hn an anabsis of alof the

stratgic instrument which may be regarded as

avai bbe options for soling tose probBms. A

babnce between te functions and responsibi Hies fo
te spubllc and privak sectores, between centrallzed

m anagement programs and marketorientd

strategies, and betveen te expansion of senices

(supp ¥ augm entation) and dem and m anagem entw i l
be sought Publlc participation in decision-m aking
and due regard for te environment and te

econom ic, polticall and sociall reallties of each

country willbe a com m on denom inator.

countries have expressed the high priority given to
the sustainable use of water resources, including
through the use of existing transboundary
agreements.® Situations in which rivers and lakes
border multiple countries, rivers flow from one
country to another, and aquifers underlie more than
one country are numerous and represent potential
sources of conflict.?” Notwithstanding international

% Summ iton sustainab B deve bpm ent,

Santa Cruz de h Sierra, BoINa,

Decem ber 1996 gneeting ofMinistrs of

Environm ent, Peru, March, 1998.
21 Frederick (1996) identifies two opposite
theoretical doctrines: (I) unlimited
territorial sovereignty, which would give
a country exclusive rights to the use of
waters within its territory, and (ii)
unlimited territorial integrity, in which
one country cannot alter the quantity and
quality of water available to another.
Needless to say, in practice, upstream
countries would tend to favor the first
while downstream countries would favor
the second.
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efforts,®® there are no clear property rights and
universally accepted conflict resolution rules
pertaining to transboundary water resources.

However, agreements for “ equitable and reasonable
use’ have been reached through lengthy negotiations.
Theministries of Foreign Affairs of some countries,
like the United States, Mexico, Guatemaa and El
Salvador, have established bilatera boundary and
water commissions with their neighbors. Others in
South America, have created bilateral or trilaterd
river basin commissions In the subregional domain,
this approach may be useful in solving problems
related to water resources management of trans-
boundary river basins, as a vehicle to promote
subregionaly coherent water policies and legidation,
which may become increasingly needed given present

28 The International Law Association’s

Helsinki Rules dating from the mid-
sixties was a serious attempt. The United
Nations Convention on the Law of the
Non-navigational Uses of International
Watercourses was approved in May 1997
by the General Assembly with 103 votes
in favor, 3 against and 27 abstentions. To
date, only seven countries have ratified
it. However, both of these provide
general principles and rules that could
guide States in negotiating future
agreements on specific watercourses.
2 The watershed approach is also now
under consideration by the U.S.-Canada
International Joint Commission
(American Geophysical Union, 1998).
These mechanisms fall within what
Samson and Charrier (1997) catgorize as
the “prevention” side of conflict
resolution, before diplomatic action,
which would be the mildest form of a
“resolution” effort, before open dispute
arises. However, these actions are not
linear and a dispute may give origin to
these institutional mechanisms to prevent
further conflict.



globalization and integration efforts and trends.*
Application to Given Situations

While it is true that most of these strategic
instruments have been widely promoted, athough yet
underutilized in LAC, it is aso true that noneis a
panacea. Each isfeasiblein some situations and not
feasible in others. Each is a promising solution to
some problems, and is likely to be ineffective in
solving others. And, each is really a generalization
within which considerable variation may occur.®

Too often, a discussion of how and in what contexts
to adopt and implement these strategic instruments
(and in what specific forms) is absent from the
literature. The potential success or benefits of these
measures should be evaluated relative to existing
conditions in LAC countries and the possible long-
term impact they could have on integrated water
resources management, not only on the conclusions
of theoretica models. A more complete discussion

%0 Frederick (1996) proposes the

introduction of markets to promote a
more efficient way to allocate water
resources located in transboundary
basins, but notes that the obstacles for
this are at present formidable, and
recognizes that achieving a sense of
equity among the countries involved may
be amore redlistic short-term goal than
economic efficiency in settling
international disputes.
31 For example, the market approach has
been used in Chile and Mexico and is
being considered by other countries such
as Peru and Ecuador. The river basin
council approach has been used in
Mexico and Colombiaand is being
considered in Costa Rica and other
Central American countries, aswell asin
some Brazilian states.
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Box 17
Key E Iment of France 3 M ode ISysem

We BMdefined hws and regu htions.

H ydograph ic basin m anagem ent covers four
m ajor catchmentareas and tw o areas ofdense
popu Btion and intnse industria lactivty.

Comprehensiwve management,
decentralzation and participation: each of
the six basins has a basin commitie, a
corresponding executing agency and a w atr
board. The basin com m itiees reflctregionall
ratier than centralgovernm ent contro Band
promot te rol and responsibi My of the
differentstakeho Mers within te basin.

Costrecovery and incentives: a portion ofthe
charges colckd by com panies and entities
operating w atr senvices are de Iered © te
basin agencies. Polition fees are Bved.
Supporting research: about 14% of
expenditures go 1 research .

SOURCE: Serage Hin, 1995.

of the advantages and disadvantages of these and
other measures, and examples of experiences in the
US and some LAC countries can be found in IDB-
/San Jose Proceedings, (1996); and 1DB/Washington,
D.C.

The solution process should assess how local
political, institutional, technical, economic and
financial conditions match the requirements for
succesful implementation of the instrument under
consideration.



VIII.
IDB Instruments and Actions

The aim of this chapter is not to present a detailed
guide on how to treat specific subsectoral projects,
such as water supply, sanitation, water pollution
control, irrigation and drainage, flood control,
hydroelectric generation or watershed management.
Itsaimisto provide operational guidelines on how to
use the instruments already at the Bank's disposal
to pursue the integrated water resources management
objective. This will enable the gradua inclusion of
critical aspects of integrated water resources
management related to the general water resources
sector of the countries themsaves, in the water-
related operations of the Bank (starting with those
countriesthat have expressed a willingness to do so).
In this manner, the impact of changes as well as any
additional resourcesthat might be needed both within
the Bank and in the countries themsdves, will be
minimized.

Box 18
AnakticallFram ew ork

Conext
--actors
--environm ent
--ru s

Lexe B atwhich actions occur and
decision are m ade:
--watr use
--w akr resource m anagem ent
--watr pollcy and Bw

A. ANALYTICAL FRAMEWORK

The application of the strategy requires the
assessment of two Situations. The first is the context
inwhich policy is pursued and programs developed.
It is composed of actors, whose actions are shaped
by the environment, whether natural or man-made,
and by rules. The rules define the relationship
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between actors and the environment and describe, for
example, how costs and benefits are allocated among
actors, how authority is distributed, who makes
decisions and how, or who has access to what
information. The second isthelevel at which actions
occur and decisions are made and, by extension,
where integration occurs. For this purpose, three
levels are considered (see Figure 2): the operationa
or water use level, the organizationa or water
resour ce management level, and the congtitutional or
water policy and law level (Lord and Israel, 1996).

Actions at the operational or water use level affect
the environment and are aimed at socia well-being
and the preservation of ecosystems. These actions
include most of the water supply and sanitation,
irrigation and drainage, hydroelectric and other Bank-
financed projects. The fundamentd problems to be
solved by improved water resources management also
occur at this level. In a smplified manner, these
problems can be classified as scarcity, externality,
open access, or public interest (see section 111.C).
Examples of these types of problems are,
respectively: farmers and the hydroelectric entity
competing for the same streamflow volumes, a
municipality discharging raw sewage into a stream,
excess ground water pumping which drives down the
water table, and the preservation of a wetlands
ecosystem. Solving them is what water resources
management basically is, and requires changes in
water use rules, which must occur at the water
resource management level. At thislevel, plans and
programs for utilizing water are designed, adopted,
and implemented. It may be impossiblein some LAC
countries, given the water resource management rules
now in place, to adopt and implement the operational
rules which could effectively address the scarcity,
externdity, open access, and public interest problems
(Lord and Israel, 1996).



Box 19

The analticalframew ork uses astructured prob Im -so Ling approach t ataim s to im prove te identification
ofprob Ims and © awid te im pEm entation of inappropriat m easures. Atany m om entduring te propct
cyck (identification, orientation, anabsis, negotiation and im p km entation) of any watr-re lkted Bank

propct an assessm entw i lbe m ade by tie propcttan, based on te analticalfram ew ork, 0 identify te

inegrakd wakr resources m anagem entprob m s and im p Em entappropriat corrective m easures, ifneeded.
These wiMbe incorporatd witiin tie proposed progct(s), ifpossib B, or recom m ended for future Bank

action. To faciltat tis task, nationallw atr resources assessment, based on tis ana ¥ tica kfram ew ork ,
fo Bbw ed by nationaBintegratd watr resources m anagem entstratgies wi Mbe encouraged, and te Bank

wilco Bborat © tis endwit intrestd countries and otier intrnationa I Ending organizations. When
appropriate, tiese assessment willallo inchide watr baknces by watrsheds or river basins and te

subregiona land/or nationa lstratgies w i Minc lide data co Bction program s.

Box 20

At the water use level, the Bank will promote
realistic (from the social and political points of
view) commitments at the highest possible
political level, for the restructuring of the water
resources sector, so that representatives of civil
society (communities, river basin councils, local
non-governmenta organizations, citizen groups,
local judiciary systems) are empowered as
decison makers, and as partners in project
execution and monitoring and in integrated water
resources management and conservation. The
analyst (project teams or consultants) will
identify what is already being done in the country
to that end, how the Bank can effectively
contribute to this by the project at hand or by any
paralel or complementary operations, and the
actions and resources needed for that purpose.

Creating an effective set of water resource manage
ment rules requires action at the water policy and
law level. These higher level actions are important
because a resulting ineffective set of water resource
management rules virtually assures that basic water
use problems cannot be solved. Changing water
policiesand laws requires country-wide action at the
highest political level. Changing water resource
management and water use rules, on the other hand,
is often best accomplished at the individual basin
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level, where greater specificity is possible and where
stakeholder involvement is more easily gained.
Attempts to improve water resource management at
the basin level, however, may be frustrated by
inappropriate water laws and policies at the national
level. These congtraints need to be identified and ad-
dressed before scarce resources are alocated to
making water resources management and water use
changes at the basin level.

For instance, when LAC water managers cite
inadequate enforcement of legidation, they may mean
enforcement of legidation, of taxes and tariffs, or of
property rights. Somewhat different enforcement
activities may be involved in each case. When they
cite inadequate data, they may similarly refer to an
array of problems requiring monitoring. When they
mention inadequate consideration of environmental
impacts they may refer to weak or nonexistent
environmental protection regulations, to ineffective
incentivesto control pollution, or to lack of property
rights to a clean environment. Each of these
problems may have a different root cause and may
require a different form of solution. The analytical
framework helps finding alternatives for these
solutions.

G. ASSESSMENT

To identify the integrated water resources
management problems and propose the appropriate
corrective measures, the following aspects will be



Box 21

At the wakr resources m anagem ent e | e Bank wi Mprom ok reallstic (fron te socialland po kicall
point of View) comm itment attie highestpossib B poltical e | for te restructuring of te watr
resources sector so tatte coordination oftie integratd watr resources m anagem entapproach (inc hiding
te merging oftie “p-down~”and “Hotiom -up”“approach es), is m ade @ rough a regu hiory entity outide
oftie watr use subsectors. The analst (propcttans or consu lant)wi B identify whatis akeady being
done in te country © tatend, how can te Bank eflective ¥ contribut t© tis by tie propct(s) athand or

by any para I Bor com p Bm enfary operations, and tie actions and resources needed for t atpurpose.

evauated for each level when applying the analytical
framework:
2. AttheWater UseLeve:

C ProblemIdentification and Classification: What
is the nature of the problem to be solved by the
proposed project (socid well-being, conservation
f freshwater ecosystems, or both)? What isthe
type of water use problem the proposed project
intends to solve (scarcity, externality, open
access, publicinterest, or combination of them)?

their rolein project execution? What is the nature of
their participation (water specific or multidisciplin-
ary)?

CEnvironment: What ae the principa
characteristics (natural and man-made) of the
water-use environment that shape or will shape the
future actions of the actors? (See also Tables 2 and
3 in section 111.E, and Table 4 in section VI.B)
(Lord and Israel, 1996).

Box 22

Atte watr pollcy and bw Bwe | te Bank wiBprom ot realstic (from te socialland po Micallpoint of
\ew ) com m it ent atte highestpossib I po Micallve B for necessary changes © be m ade (po Bcies and/or
Bws) so tatpollcy and Bgalinstrument tat faciltak an inktgratd wakr resources management
approach are in p kce and/or constraint are e Im inatd. The analst(propcttams or consulant)will
identify what is aready being donein the country to that end, how can the Bank effectively contribute to this
by the project at hand or by any parallel or complementary operations, and the actions and resources needed
for that purpose.

Does the proposed project affect any important 3.
freshwater ecosystems? What are the main
functions and services of these ecosystems?

At the Water Resour ces M anagement
Leve:

Actors: Who are the actors (public sector, civil
society, private entrepreneurs)? What is their rolein
decison-making regarding the identification and
prioritization of the problem and the proposed
solution(s), including the proposed project? What is

CRulesand Ther Effectiveness: Which are therules
now in place (strategies, plans, programs,
regulations) for utilizing water in the proposed
manner? For solving water use and conservation
conflicts? For water allocation between uses, users
and generations? For water resources development,



Box 23
Bank Instrument

Country dia bgue
Country and regional
E ch nica Icoope rations
Trustfunds

Sector and hybrid bans
Progctspecific bans
Sn aMprogct bans
Privat sector bans
Cofinancing

Bank Com m itiees

(QN@)

OO0O0O0O0O0O0OO0

conservation and/or management? For water
(surface and/or ground water) quality control?
How effectively do these rules address the
scarcity, externdity, open access, public interests
and other water use and conservation problems,
and solve water allocation conflicts?

Approach: Is the approach for using the water
project-based, subsectoral or integrated? Does it
prioritize development or management, or both?
Isitisolated or watershed (river basin) oriented?
Does it considers upstream and downstream
water uses and effects, including the coastal
areas when appropriate? Are there any ground
water resources and water quality issues and are
they duly considered?

Actors: Who are the actors (public sector,
private sector, civil society) involved in the
gpplication of these rules and approaches? What
roleis played by each actor (specialy regarding
to water dlocation, water resources development
and/or management, and water quality control)
and what isitslevel of empowerment?

Coordinating Mechanism and its Effectiveness:
What is the mechanism (entity) in place to
coordinate the implementation of these rules,
approaches and decisions? Does it adequately
merge the micro concerns at the operational
level, with the macro concerns at the
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constitutional level, thus effectively linking the
“top-down” and “bottom-up” approaches for the
conceptualization, design, adoption  and
implementation of water resources projects, within
an integrated water resources management
approach? What is its relationship with the
national (provincia, state) environmental en-
tity(ies)? How effective is the mechanism (entity)
for the implementation of these rules, approaches
and decisions made by each one of the actors? How
effectiveisit expected to be regarding the proposed
project(s)? (See dso Tables 2 and 3 in section
I11.E, and Table 4 in section V1.B)

4. At theWater Policy and Law Leve:

C Are there, at the highest political level, adequate
country-wide policy and legal instruments that
facilitate an integrated water resources
management approach? Are there important
congtraintsthat prevent it? How could constraints
be eased? (Seedso Tables 2 and 3 in section I11.E,
and Table 4 in section VI1.B).

C. BANK INSTRUMENTS FOR IMPLE-

MENTING THE STRATEGY

The Bank has several instruments at its disposal
which can be used to assist borrowing member
countries achieve improvements in integrated water
resources management.

1.  Country Dialogue

The country dialogue is a useful instrument, at the
constitutional level, to create awareness for the
necessary changes that need to be made, in order to
promote comprehensive national water resources
management policiesand strategies. It is also a useful
means for disseminating the objectives and goals of
the strategy. The interlocutors can be Heads of
State, Congresspersons, Governors, and Ministers,
but could aso include politicians and important
lobbying groups. It will be used by the Bank
Programming Missions, Country Divisons, Feld
Offices and/or Identification and Orientation



Missions. The output will be real commitments to
make the necessary changes. The commitments will
be used to define the Bank strategy with the country.
This country strategy will be expressed in the
Country Paper, but could aso take the form of Issue
Papers or other relevant documents. Their expected
results are long term.

2. Country and Regional Technical Cooper a-
tionsand Trust Funds

They will be used at both the constitutional (water
policy and law) and at the organizational (water
resources management) levels. Their am could be
long to medium term, but also medium to short term.
Theinterlocutors can be at the highest political level
but, most frequently, will be at the level of Deputy
Ministers, Directors, Middle Managers, water
resources sector regulatory and coordinating entities,
private organizations, river basin councils, user and
community groups. Expected results will be country
and regional fact-finding assessments, national water
resources policies, strategies, action plans, and
capacity building in general. They will also be used
to identify and/or prepare a portfolio of meritorious
integrated water resources management operations.
They will be used both independently or in parallel
with other Bank-financed operations.

3. Sector and Hybrid L oans

These are important instruments to be used at the
organizationa (water resources management) level,
to implement the required changes and to focus on
ingitutiona innovation and capacity building, due to
their conditionality matrix. Their am is long term,
but hybrid loans can a so have a short-term objective
financing specific and urgent measures and/ or
projects. One particular modality that, when
combined with hybrid loans is very useful to
implement the guiding principles of the strategy, is
thetime-dice. Thisis very effective when combined
with the use of technical cooperations and/or trust
funds. The latter can be used to prepare a long-term
strategy and action plan, with specific goas and
prioritiesfor the short and medium term. The former
can then be used to finance the implementation of the
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action plan by stages. It should be noted, however,
that sector loans have goneto specific sectors such as
energy, agriculture, municipa development, etc. The
challenge would be to find the appropriate executor
and the meansto integrate the various sectors so that
they can comply with loan conditionalities. This is
also a concern in time-dlice operations.

4.  Project Specific L oans, Private Sector
L oans and Small Project L oans

Their am is mostly shor term, to solve specific
environmental or water use problems. The
interlocutors are mainly at the operational or water
use level, generally municipalities, communities,
water users associations, NGOs, individual users,
private entrepreneurs, and regul atory agencies. In the
past (and in some cases this situation persists) the
interlocutors were mainly centralized government
executing agencies, such as the energy institutes,
ministries of agriculture or water supply and
sanitation organizations. These operations now
comprisethebulk of Bank financing in water-rel ated
operations. For the most part, respond to a
fragmented approach. Eventualy, they should
conform to integrated national water resources
management strategies, using the river basin as the
natural management unit, athough their emphasis
will remain on the operational or water use level.

5. Cofinancing

Cofinancing will be sought in all instances, but
especidly in those that will promote and/or strength-
en the cooperation and coordination between the
Bank and the major international lending and
technical organizations, active in the water resources
fiddin LAC.

6. Bank Committees

Within ther mandate, the different Bank committees
will assist the Operational Departments in the
implementation of the strategy. For example, they
can assist the Operationa Departments to:



1.

Review the assessment of all water related Bank
operations following the analytical framework
included in this strategy, so that the problems
and congtraints for integrated management of
water resources (and alternatives for ther
solution) are properly identified; and

Recommend Bank instruments to be used for
solving these problems and easing the
constraints.

PROSPECTIVE ACTION PLAN FOR
IMPLEMENTATION OF THE STRATEGY

Bank Actions

Regarding the internal objective of providing
operational guidelines to enable the incluson of
critical aspects of IWRM in the water-related
operations of the Bank, a time frame of short-,
medium- and long-term actions has been planned.
Since the strategy is seen as a continuum of actions,
as stated in the Introduction, some of these actions
have been completed, others are in process and yet
others are in a planning stage.

a

Short-Term (1996-1998):

During 1996, following the presentation of the
strategy profile to the Policy Committee of the
Board, the activities were focused on an
extensive and intensive internal and external
consultation process, which provided the
necessary background material to draft the

strategy.

Following that, 1997 was a year in which the
proposed strategy itself was amply diffused and

consulted with IDB country office specialists and
LAC water resources speciaists, and in which
some of its principles were initialy brought into
practice in actua projects and activities of the
operational regions. For example: support for
subregional and national water resources strategies
and policies in Central America, Haiti and
Paraguay, through technical cooperations and
Trust Fund financing; initiation of institutiona
innovation and capacity building on the medium-
term in paralel to short-term financing of water-
related projectsin El Salvador and Costa Rica; and
coordination with internationa organizations active
in the region such as the UNDP, ECLAC, the
World Bank and the Global Water Partnership.

Three priority practical guidelines and good
practice material for orientation of project
teams were a'so commissioned through Trust
Fund Financing and administrative financing.
These pertain to the application of the
analytical framework proposed in the strategy
to incorporate IWRM ingtitutiona building in
water-related  projects, minimum  legal
framework needed for IWRM in LAC, and the
integration of freshwater ecosystem’ s functions
and services in IWRM and water-related
projects.

Feasibility studies are also in progress or are
soon to be initiated for capacity building and
strengthening of the hydrometeorologica net-
worksand activitiesin LAC to improve short-
and medium-term weather forecasts and dis-
aster prevention related to phenomena such as
El Nifio, and to rehabilitate the water quality
and hydrologic aert network in the La Plata



Figure 2
Levels of Action for the Bank

Operational Level:
W ater uses and users-

Organizational Level:
River basin management-
allocating water flows,
assimilative capacity,
ecosystem maintenance,
capability, potential energy

Constitutional Level:
Establishing laws and policies-
a national strategy for integrated
water resources management

using water resources, subject to operational rules,
to meet demands and needs

river basin. It is expected that these will result in
investment projects in the medium term.*

Medium-Term (1998-2000):
It isexpected that during this period, the assess-

ments at the water use leved, water resources
management level and water policy and law level

% One, for Brazil, has aready been

submitted to the Bank, and similar
interest has already been expressed in
other countries.

48

have been completed, in a cooperative effort with
UNDP, the World Bank, ECLAC and other
regiona and subregional organizations.

During this period, dissemination of
information and discussions about the
operational application of the approved
strategy are programmed to begin with the
Operationa Regionsand Country Offices. It is
expected that during the same period, the
genera principles of IWRM will start to be
mentioned and discussed during programming
missons when water-related projects are



considered, and that they will be included in
the country strategies and papers. It is also
expected that the analytical framework begins
to be applied operationally for water-related
projects, and that it has been mainstreamed by
the end of the period, along with the
consideration of freshwater ecosystems in
water-related projects.

I During thisperiod, it isexpected that at |east one
water-related project that includes sound IWRM
principles will be approved and initiated at a
national or state level in each operational region.
The purposeis the achievement of one or more of
the following:

(1) AnIWRM regulatory entity which:

(a) is located outside and above any specific
water use subsector, preferably linked to the
national environmental entity;

(b) favors stakeholder empowerment and
participation in a “two-track” approach;

(c) encourages and alows for private sector
participation.
(2) Service providing or subsectoral regulatory
entities and frameworks, independent from the
providers of the services.

Market - or other incentive - oriented
mechanisms to adlocate water in scarcity
situations.

3

(4) Provisions to enssure water supplies to the
poorest users.

(5) Watershed or river basin ecosystem approach to
solving water use problems.

(6) Comprehensive and balanced water resources

laws and regulations and appropriate
mechanisms for their application and
enforcement.
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C. Long-Term (2000 and beyond):

To be determined according to medium-term results.

2. Initial Support

a.  Administrative Actions

Several actions to initialy support the
implementation of the guiding principles of the
strategy have been requested by borrowing member
countries and programmed by the Sustainable
Development Department and the Regiona
Operations Departments and other Bank units.

1 Dissemination and outreach activities, to
explain and disseminate the objectives and
goals of the strategy. These will be executed
at Bank headquarters, Country Offices,
selected  international  and  technical
organizations, and national organizations in
selected countries. For 1997, sub-regional
workshops and/or seminars were held in Costa
Ricain May, Trinidad and Tobago in June and
Brazil in November. These events were held in
collaboration with other international and
financing organizations active in water
resources management in LAC.

Commission of studies for an overall
assessment of the minimum legal framework
needed for integrated water resources
management in LAC. Selected countries were
chosen. The studies were executed by ECLAC
in 1997. A good practice paper was produced
in 1998.

Instruments for water quality improvement-
economic and financid issues: study to identify
the net-benefit maximizing configuration of
investments at the basin level, to improve
water quaity and prioritize  urban
environmental quality investments given
budgetary constraints. The study was started
in 1997; and will be finished in 1999.



I Integration of specific freshwater ecosystem
conservation activities, as part of the water
resources management projects. A preliminary
assessment and a conceptual framework study
were commissoned with NGOs during 1996 and
1997, and published in 1998. Specific activities
will be consdered for execution with
administrative funds programmed for 1999.
Guiddinesfor water resources functionaries and
project team leaderstask managers are to be
produced.

b. Technical Cooperations and Trust Funds

Several regiona cooperations and trust fund
operations have already been initiated, and others are
programmed for 1998. Some of these may eventually
produce investment projects. Additiona nationa
technical cooperations of a similar nature may be
later requested by borrowing member countries and
progranmed by the Regiona Operations
Departments. The onesinitiated and/or programmed
jointly by SDS, INT, REx/ ENx; RE1/FSS and
RELV/TEC, are the following:

I Regional Meeting on Water Resources
Ingtitutions. heldin Brazil in November 1997 in
collaboration with the GWP Technical Advisory
Group. Usad as a vehicle to explain and
disseminate the gods and objectives of the GWP
principles and those amed by the Bank's
strategy. It is expected that an Action Plan for
South Americawill be produced.

Support for Water Resources Management
Srategies and Policies: Regiona technical
cooperationinitiated in 1998, to assist interested
and committed countries in Central Americain
the preparation of water resources management
strategies, with common sub-regional elements.
Participation of up to three countriesis expected.
It will be preceded in each case by a multi-
faceted assessment of the water resources sector.
A subregional water resources action plan is
expected.
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Assessment of the Ingtitutional Framework for
Integrated Water Resour ces Management, to
support appropriate measures for integrated
water resources management institutional
building in IDB water-related operations. A
guiddine paper to assist project team leadersin
the application of the analytical framework of
the strategy was produced in 1998. Financed
by the Netherlands Environment Trust Fund
and participation of IHE-Delft and loca
expertsin its execution.

Human Resources Capacity Building for
Integrated Water Resources Management: Its
am is to drrengthen water resources
ingitutionsin LAC and establish a knowledge
base for ingtitutional innovation by training
water resources professionals and instructors,
managerid staff, and community leaders in the
needs and methodsfor institutional innovation.
Emphasis will be on women leaders. It would
be carried out in selected LAC centers supple-
mented by visiting specialists from abroad.
Participation and/or cofinancing will be sought
from one or more donor countries.

The Ibero-American Climate Project involves
capacity building for the hydrometeorological
organizations of 13 Latin American countries.
A regional technica cooperation for the
feasibility studies is already under execution
with the participation of the World
Meteorological Organization and cofinancing
from the U.S. Evergreen Fund, CIDA of
Canada, and Spain. This project was executed
during 1997 and 1998. It has aready resulted
inarequest for an investment project and will
probably result in additiona investment
projects from 1999 on.

Evaluation of Atmospheric UV Radiation and
Ozonein LAC. This project, which started in
1998, is financed by the Finnish Trust Fund
with the participation of the Finnish
Meteorologicd Institute and WMO. It will
cover 16 countries. In parallel with the Clima
I ber camericano study.



Socioeconomic effects of El Nifio, involves
capacity building for disaster preparedness and
hydrometeorological services of countries of the
Caribbean basin as well as South American
countries affected by El Nifio. A feasbility
study financed by the Japan Trust Fund is
programmed with participation of WMO and
NOAA. Investment projects are expected as a
result.

Water Quality and Environmental Network in
the Rio de la Plata Basin. A regiona technical
cooperation is under execution for the dimen-
sioning of an investment project, involving
governmental and nongovernmental
organizations. It may result in a feasibility study
and eventual investment projects.

Water Resources Management Sudy in
Paraguay: France Trust fund technical
cooperation for assessment and development of
awater resources management plan in Paraguay.
To be executed by REI/EN1 and CPR .

C. Useof Sdlected Operationsin the Pipeline
The operations presently in the Bank’s pipeline
include water-related projects as well as operations

whose am is the modernization of the state and
others that are related to civil society related issues.

Selected sectoral and subsectoral operations in the
pipdine, like those promoting the restructuring of
water use subsectors (such as water supply and
sanitation) or other sectors that relate to the water
resources sector (such as energy, agriculture and the
environment) will initially be used as seeds to initiate
the process of change.
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For example, the Water Supply and Sewerage
Program for El Salvador (ES-0068) includes, in
addition to investments for the rehabilitation of
infrastructure, important institutional innovation
measures for restructuring the water supply and
sanitation subsector, within long-term guidelines to
be provided by an action plan for restructuring the
country’s water resources sector.

A somewhat similar approach is being followed in
Haiti, prompted by the need to articul ate the water-
related activities involved in the Potable Water (HA-
0014), Agricultura Intensfication (HA-0016) and
the electricity component of the Investment Sector
Loan (HA-0046) projects in the Bank’s portfolio,
through a technica cooperation (ATN/SF-5485-HA)
to prepare an intersectoral water resource policy.

Another example is the Rio Tarcoles Watershed
Management Program (CR-0081) in Costa Rica
Recently approved legidation creates a nationa
public services regulatory entity and transfers to the
Ministry of Environment and Energy (MINAE), the
responsibility for water resources management
country wide. MINAE intends to follow an
integrated approach by watershed through river basin
commissions, the first one being the Rio Tarcoles
Watershed Management Commission. The Bank
project will support these efforts.

Other project-specific operations will also be selected
for the same purpose by RE1 and RE3, one each, to
initiate the process. These may be combined with
parallel or complementary technical cooperations and
trust fund financing. Similarly, selected operations
dealing with strengthening the participation of civil
society in decison-making and those related to the
modernization of the state, could also be used initialy
for that purpose. The recommendation as to which
operation is to be sdected will be made by the
corresponding Operational Region of the Bank.



IX.

Summary

To promote and initiate the required changes to
facilitate the integrated management of water re-
sources in LAC, Bank action will be geared at the

Box 24
Bank Action

Bank action inte bng- and medium-trm will
be fargetd at te organizatonall (watr
m anagem ent) and constitutiona B(w atr po Icy
and Bw) hel, primari¥ tirough country
dia bgues, tchnicalcooperations and sectoral
and hybrid bans. In te medium and near-
trm, Bank action wilbe fargetd at te
organizationaland bcal(w atr use) e I by
specific propct, tchnicallcooperations and
bans © te privat sector. A BIhe I coull be
targeted sim uBaneous ¥, ifappropriat.

Operations akeady in tie pipe Ine wi Mbe used
inital, butspecific watr resources sector
operations w i Mbe considered ata ker stage.

It is anticipated that initially, the main thrust of
the new Bank activity regarding integrated
water resources management will be geared at
the organizational level, while maintaining the
necessary linkages to the constitutional level
and taking account of needs and problems at
thelocal level.

constitutional (water policy and law) level where
policiesand laws are formed; at the organizational
(water resources management) level where rules
are formed for the integrated management of water
resources, and at thelocal (water use) level, where
the needs of the various stakeholders are met.

For results in the long- and medium-term, Bank
action will be targeted at the organizational (water
management) and constitutional levels primarily
through country dialogues, technical cooperations
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and funds, and sectoral and hybrid loans, initially
by using sectoral and subsectoral operations
aready inthepipdine. Of specia interest for this
purpose would be those operations which involve
modernization of the state, restructuring of the
water supply and sanitation  subsector,
environmenta and coasta management operations,
and energy and agricultural sector loans; especially
those that include the participation of other
internationd lending organizations. The Bank may
consder new operations at a later stage, including
specific water resource sectoral and hybrid loans.

Bank action for results in the near-term will be
targeted at the organizational and local (water use)
levels through lending for specific projects, tech-
nical cooperations and funds, and loans to the
private sector, initidly through water-related
projects aready inthe pipeline. Of special interest
for this purpose will dso be those operations
dedling with strengthening the participation of civil
society in the decision-making process. Asin the
previous case, new operations may be considered
in the near future.

Capacity building through national water resources
assessments, policy and strategy formulation and
implementation, training and  ingtitutional
restructuring will be encouraged through specific
technical cooperations or trust fund financing, in
paralle to loans or by themselves, both on a
national as well as on a subregiona and regional
scope, and preferably in coordination and/or with
the participation of other internationa lending and
technical organizations.

Table 5 summarizes, in a smplified manner, the
relationships between the guiding principles of the
strategy, the strategic instruments, the levels of
action for the Bank, the interlocutors (main actors
in the decison-making process), the principal types
of problemsto be addressed at each level, the main



items to be assessed in the analysis of country and the main supporting actions to initiate the
Situation and/or Bank water related operations, the implementation of the strategy.
preferred IDB instruments to be used in each case,
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TABLE 4: EXAMPLESOF INSTITUTIONAL SITUATIONS

Context Examples of situations to encour age Examples of situations to discour age
(important exceptions may occur) (important exceptions may occur)
A. WATER 1. Integrated water resources management approach 1. Fragmented approach
RESOURCES for efficient use and conservation of the resource 2. Emphasis only on investments
SECTOR 2. Stakeholder empower ment and participation 3. Centralized, “ top-down” decision making
3. Entity to coordinate “top-down” and “ bottom-up” 4. Centralized government entity that allocates the use of the
gpproaches resource and produces investment plans, programs, and projects
4. Market - or other incentive-oriented mechanisms 5. No relation to other natural resources and/or the environment
to allocate the resource (examples are tradable water 6. Proposed water resources sector restructuring solutions
rights regimes and/or river basin councils) independent from modernization of the state plans and/or efforts,
5. Entity to coordinate and facilitate the process of when they exist
water dlocation placed independent of any specific 7. Absence of provisionsto ensure adequate water suppliesto the
water-use subsector, such as water supply, irrigation, poorest users
hydropower 8. Attempts to regulate the water resources sector through
6. Provisionsto ensure adequate water suppliesto the | subsectoral water laws (i.e., water laws originating and biased to
poorest users the water supply, irrigation, hydropower, or other subsectors)
7. Comprehensive and balanced water resources 9. Water resources entity located within a given water-use
sectoral laws and regulations subsector (i.e., water supply, irrigation, hydropower)
8. Water resources entity with close links to the
national environmental entity for explicit
consideration of freshwater ecosystems services and
functions
9. Multipurpose projects
10. Watershed or river basin approach
11. Consideration of effects on coastal areas
12. Active input and participation of women
regarding the provision, management and safewarding
of water
13. Provisions for strengthening of
hydrometeorologica networks and capacity building
for IWRM water balances and natural disaster
prevision
B. WATER 1. Compliance with the Bank’s public utilities policy 1. Regulatory , planning, and water delivery functions within the same entity
SUPPLY AND | (regulatory, planning and water delivery functionsin 2. Non transparent and non targeted subsidies (subsidies may be
SANITATION | separate and independent entities) necessary in some cases for equity reasons)
SUBSECTOR 2. Metering and cost recovery 3. Centrdization
(In addition to 3. Stakeholder and water users participation 4. Nonaccounted-for losses
A) 4. Private sector participation in water supply and 5. No relation to the water resources sector
sanitation
5. Decentralization or municipaization
B. WATER 6. Capacity building of decentralized entities 6. Emphasis only on water supply with no consideration of
SUPPLY AND | 7. Reduction of nonaccounted-for losses prior to wastewater disposal and treatment
SANITATION | development of new sources of supply 7. Conflicts with other uses
SUBSECTOR 8. Regulatory mechanismsin place prior to 8. Attention only in the provision of services without explicit
(In addition to privatization consideration of theinstitutional situation of the water resources sector, specially
A) (cont.) 9. Maintenance of investments for the assignment of water rights and waste

10. Financial sustainability

11. Long-term programming and investing by stages
12. Explicit relationship with the water resources
sector, regulated by the water resources sector
regulaory entity

13. Waste water disposal and treatment as an integral
part of water supply

14. Ecological approach and techniques for waste
water treatment

15. Active participation of women in project design
and policy formulation

16. Explicit consideration of policies for tariffs and
subsidies

disposal permits




Context Examples of situations to encour age Examples of situations to discour age
(important exceptions may occur) (important exceptions may occur)
C. IRRIGATION 1. Cost recovery 1. Nontransparent, nontargeted and nontemporal subsidies (Subsidies may be
AND 2. Management of irrigation units by farmers and/or considered as exceptions. If so, they must be transparent,
DRAINAGE user associations targeted and temporal)
SUBSECTOR 3. Added emphasis on in-farm operations 2. Emphasis only on main delivery and drainage systems without consideration for in-
(In addition to 4. Rehabilitation of existing systems farm drainage
A) 5. Economic incentives for water conservation, 3. Groundwater depletion
especialy groundwater 4. Conflicts with other uses
6. Maintenance of investments
7. Financid sustainability
8. Complementarity with other uses
9. Farm drainage as part of the project
10. Adequate disposa of irrigation return flows asan
integral part of the project
11. Explicit consideration of policies for tariffs and
subsidies
D. HYDRO- 1.Compliance with the energy strategy of the Bank 1. Isolated projects
ELECTRIC 2. Economic efficiency and effectiveness of tariffs 2. Conflicts with other uses
SUBSECTOR 4. Financia sustainability 3. Non consideration of environmenta or river basin optimization guidelines,
(In addition to 5. Complementarity with other uses whenever possible
A) 6. Integration of hydroprojects with regiona river 4. Non consideration of upstream and downstream effects on and of impoundments,

basin development within broader guidelines for
natural resource optimization, whenever possible
7. Private sector participation

such as resettlement, erosion and sedimentation, river bank instability, changesin
water quality, effects on fish and wildlife

55




TABLE 5: SSMPLIFIED OVERVIEW

GUIDING STRATEGIC LEVELSOF PRINCIPAL TYPES OF MAIN IDB SUPPORTI
PRINCIPLES INSTRUMENTS | ACTION FOR ACTORSIN THE PROBLEMS ASPECTSTO INSTRUME NG
OF THE THE BANK DECISION BE ASSESSED NTS ACTIONS
STRATEGY MAKING
PROCESS
Promote Capacity building Constitutional Heads of State Non-existent, Adequacy of Country Diffusion and
comprehensive inadequate or non- | country (province, dialogue outreach
national water Stakehol der (Water policy Congress persons complied state)-wide policy
resources participation and law) integrated water and legal Sector and Assessment
management Ministers resources instruments hydrid loans studiesin
policiesand management rules selected
strategies Paliticians Congtraints to Technica countries
integrated water cooperations
Focus on NGOs resources and trust Nationa and
capacity building Medium to long- mangement funds regiona
Lobbying and term time frames technica
Attention to pressure groups cooperations
long-term efforts
Strategy and
Conforming to action plan
Bank’s and for
countries integration of
objectives fresh water
ecosystems
Incentives for
country Components
involvement and of projectsin
Bank Bank’s
coordination pipeline
Cooperation and
coordination
international
organizations
Focuson Capacity Organizational Deputy Ministers Non-existent, Rules (strategies, Technica Diffusion and
ingtitutional building inadequate or non- plan, programs, cooperations outreach
innovation and (Water Directors complied plans, regulations) and trust
capacity building Descentraiza- resources programs and funds Assessment
tion management) Middle mangers instruments for Approach (sub- studiesin
Attention to both efficient sectord or Sector and selected
short and long- Cost recovery Private utilization of integrated; hybrid loans countries
term efforts organizations water, for water development or
Tradable water alocation and management) and Components National and
Conforming to rights River basin councils | conflict resolution its effectiveness of project regiona
Bank’s and specificloans | Technical
countries River basin Sectoral regulatory Actors and their cooperations
objectives councils or coordination participation
agencies Short to medium- Regional data
Incentives for Stakehol der term time frame Coordinating management
country participation mechanism (entity) studies for
involvement and and its effectiveness futureloans
Bank
coordination Pilot projects
through
Coordination regional TCs
and cooperation
international Components
organizations of projectsin
Bank's
pipeline
New projects
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GUIDING STRATEGIC LEVELS PRINCIPAL TYPES OF MAIN IDB SUPPORTING
PRINCIPLES OF INSTRUMENTS OF ACTORSIN PROBLEMS | ASPECTSTO INSTRUMENTS ACTIONS
THE STRATEGY ACTION THE DECISION BE

FOR THE MAKING ASSESSED
BANK PROCESS
Focuson innovation Capacity building Organizati Municipalities Socid well- Problem Project specific Diffusion and
and capacity building ona being identification loans outreach
Cost recovery Communities and
Attention to short- (Water Conservation classification Loansto private Assessment
term action Tradable water use) Water-user of freshwater sector studies in selected
rights associations ecosystems countries
Conforming to Actorsand
Bank’s and countries River basin NGOs nature of their Small-project Projects and
objectives councils - participation loans components of
Individual users projectsin Bank’'s

Incentives for Bank Private sector Scarcity Characteristics pipeline
coordination participation Entrepreneurs of the

Externalities environment
Coordination and Stakehol der Regulatory sub- (natural and/or
cooperation participation sectora agencies Open access man-made)
international
organizations Public

interest

Short-term

time frame
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ANNEX |

DECLARATIONS REFLECTING THE INTERNATIONAL CONSENSUS

The DUBLIN PR INCIPLES (1992) h awe been universall adoptd by tie water resources com m unity © guide tie use
ofwater for sustainab B deve bpment

C Fresh watr is a finit and wu herab B resource, essentiallo sustain e, dexe bpmentand te environment;
C W ater deve bpm entand m anagem entshou B be based on a participatory approach , invo bing users, p Bnners
and

polcy-makers atal e B, and m ak ing decisions attie bwestappropriak e k
Women phy acentrallpartin te provsion, m anagem entand safeguarding ofw ater 3
W ater has an econom ic valie in a it com peting uses and shou B be recognized as an econom ic good.

0o

These hawe been updatd in Stockhoh (1996) and presentd for adoption by e GLOBALW ATER PARTNERSH IP:

Recognition t atw atr is a finit g bbalresource essentia lfor hum an surviva kg

Agreementt folbw integratd approaches © sustainab B watr resources m anagem ent3

Wish o coordinat activities in watr resources m anagem entw itt t ose of ot er organizations 3

Aim ©he b peoph, especiall tie poor and ot er wuherab B groups, © benefitfrom im proved water
resources management, whill safeguarding t e environment;

C Recognition tatwomen p by a centrallpartin te provision, m anagem entand safeguarding ofw atr.

OO0

In Latin America and the Caribbean, tiey are allo reflicted in e SAN I SE DECLARATION (1996):

C W ater resource agencies, abng wit ot er appropriat s and com m unities, shoul co-ordinat and intgrat
teir effors for te deve bpm entofnationalpo Icies, stratgies, Bgis ktion and standards zand in addition,
programs shou B refRctt e socio-econom ic and environm entallneeds of countries and serve te intrest and
needs ofwatkr users attie bcalland
community e Bwit due regard o conservation of naturaIresources and bio-diversity.

As we las in te DECLARATION O F BUENO S AIRES (1996):

C Strengtien watr resources m anagem entt rough im proved po Icies and inform ation 3

C Estab Esh mechanisms © address transhoundary w atr resources issues 3

C Strengtien te capacity ofnations © dewe bp and m anage wakr resources in tie conextofsustainab b
dee bpment;

SOURCES: UNDP (1994), GW P (1996), WMO /DB (1996), OAS (1996).
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DIFFERENT FORMS OF PRIVATE SECTOR PARTICIPATION

ANNEX |1

IN THE PROVISION OF PUBLIC SERVICES

Types of institutional forms by increasing degree of private responsibility

Public provision

Ser vice contract

M anagement contract

Leasing

Concessions (including BOT, etc.)

Cooperative and communal arrangements

Private entrepreneur ship (with majority private shareholding)

Distribution of responsibilities under different forms of private sector participation

Responsibility Private or Concessions Leasing Services M anagement
Cooperative (Including BOT) contracts contracts
Owner ship of Private State or mixed State or mixed State or mixed State or mixed
assets
Investment None or state State Contractor or Contractor or Contractor or
planning and agency negotiated with separ ate state separ ate state separ ate state
regulation contractor agency agency agency
Capital Private Private Public Public Public
financing
Working capital Private Private Private Public Public
Execution of Private Private Public Private as Public
works specified
Operation and Private Private Private Private as Private
maintenance specified
M anagement Private Private Private Public Private
authority
Commercial risk Private Private Private Public Mainly public
Basis of Privately Based onresults | Based on results Based on Based on
compensation determined services services and
rendered results
Typical duration Indefinite 10-30 years 5-10 years Lessthan 5 About 3-5 years
years

SOURCE: ECLAC (1995), after K essides (1993)
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