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A. Introduction

It is estimated that 1.1 billion people in the world do not %cve access to safe water,
and 2.4 billion people in the world do not have access to adeqguate sanitation. It
cannot be denied, that the poor especially in the developing countries have been
the most suffering group for water shortages.

In many developing countries, majority of the poor villages and urban slum areas
are not served by the piped water system yet. Often, the alternative water source of
the poor are polluted river, lakes and shallow hand-dug wells. Some of the poor are
dependent on street vendors which costs more than paying fees for piped water.
The middle-class consumers in many countries pay subsidized rates and become the
burden of government and prevent opportunity to expand water infrastructure for

the poor.

Almost everybody in the world realize that water scarcity is the serious problem

today and in the future, so does the International finance institution. The World Bank
and ADB have also recognized that the poor will suffer rfiore for water shortage. The
Bank also recognizes the need to take an urgent action to conserve the water and
to meet the need of water uses by various users. Extending access of clean water for.
the poor and improving water management become the main campaign of World
Bank's and ADB's water policy. Unfortunately, the water policy -of World Bank and
ADB could harm the poor more and worsening the condition of water resource.

B. World Bank's Water Privatization Policy

" The World Bank has initiated water sector reforms, aimed primarily at privatization of
water utilities and commercialization of water resource. The water privatization

policy of the World Bank was articulated in a 1992 paper entitled "Improving Water
Resources Management." The Bank believes that water availability at low or no cost .
is uneconomic and inefficient. Even the poor should pay. As the World Bank states,
the poor are willing to pay for the water even in high price. As pointed out in the
"World Development Report 1992," the poor need to be provided with a wider range
of options so they can choose the level of water services for which they are willing to
pay, thereby giving suppliers a financial stake in meeting the needs of the poor.
(Sara Grusky, Bearing the Burden of IMF and World Bank Policies} '

The Logic of Privatization

The World Bank argues that “Public sector providers waste water, too, typically losing
40 to 50 percent of their volumes through leaks and theft. It makes governments
unable to expand services fo urban slums, small fowns, and villages. The corruption
issue, inefficient water service, and the poor with no piped water access in
developing countries always the reason of Governments fo invite World Bank
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assistance. .

Because of public dellvery fails, the main reason of Worid Bank to supports private
participation. The World Bank also argues that increased cost recovery and
privatization will actually expand access to clean water and sanitation, including for
the poor. The Bank states “Effective water resource management requires that
water be treated as an economic good,” and “private participation in water and
wastewater utilities has generally resulted in shorp efficiency gains, improved service,
and faster investment in expanding service." '

Looking into the background above, The World Bank argues that increasing water
rates will make private companies have an incentive and sustainable profit, in order
to extend water pipes to the poor. The World Bank always claims the poor need on
water as its main concern, as stated in the World Bank urban water and sanitation
policy “to advise and assist countries in developing regulatory frameworks and in
designing viable, clean transactions that reconctle the ln’reresTs of investors and
consumers, and recognize the needs of the poor.”

The privatization policy recommends commercnallzmg Opel’GTIOhS at all levels, private
investment, substantial increase in water prices, increase in agricultural power tariffs,
~and creation of water markets so that, it covers water utilities, water resource, and -
environment issues. The World Bank economic measure's perspective strongly stated
that the current water tariff rates in several developing countries are “below the

market rate".

As Loan Conditionality

The standard policy odvuce of the IMF cmd the World Bank is to pay back the deb’r
by cutting the govemmen’r budget, increasing revenues, and shrinking the public
sector through "privatization” and “seliing public enterprises such as water, electricity
and telecommunications to private corporations”. In relation to the goal, the Bank
and the Fund force the borrowing countries to adopt free market policies. These
policies slash government spending by privatizing government services, removing
"sarriers to trade,” and forcing nations to reorient towards export. Then, the
borrowing countries will quickly repay their debfts. Privatization or selling government
assets providing service, such as health care, water utilities, and education made
services affordable to the poor are eliminated.

Around the world, governments are pushed fo transform their roles from the
exclusive financiers and providers of infrastructure services fo the facilitators and
regulators of services provided by private firms. The Bank argues that private sector
participation in infrastructure can improve the quality and quantity of infrastructure
services while reducing the burden on constrained public budgets. '

The World Bank argues that developmg country governments are too poor and too
indebted to subsidize water and sanitation services. World Bank structural
adjustment loans and water and sanitation loans routinely include conditions
requiring increased cost recovery, full cost recovery or "economic pricing" for water
services. These requirements mean that user fees paid by water consumers must
cover all water system costs, which usually include the costs of operation,
maintenance and capital expenditure, and sometimes ’rhe cost of servicing past
utility company debt. (Sara Grusky in Becmng the Burden of IMF and World Bank

Policies)

The World Bank included water privatization as one of many conditions that



determined the extent of several developing countries access to the porifolio of
loans in the World Bank's Country Assistance Strategy (CAS): World Bank structural
adjustment loans and water and sanitation loans routinely include conditions
requiring increased cost recovery, full cost recovery or "economic pricing” for water -
services. As the answer for bad service of water utilities in Indonesia, Philippine,
Bolivia, Ghana, Argentina, The World Bank came with the “private participation’s”
which means privatization as solely solution. 4

C. The ADB's new Water Policy

Fight years after World Bank policy on 16 January 2001, ADB's Board Directors
approved a comprehensive water policy that recognizes the Asia and Pacific
region's need to formulate and implement integrated, cross- sectoral approaches to
water management and development. In general, ADB state that the policy seeks
to promote water as a socially vital economic good that needs increasingly careful
management to sustain equitable economic growth and reduce poverty. Then, ADB
will advocate a participatory approach in meeting the challenges of water
conservation and protection in the region (ADB, 2002). One of the principal
elements is promoting a national focus on water sector reform. All borrowing
countries must are required to formulate and implement integrated cross-sectoral
approaches to water management and development.

‘The key insfruments ‘ _ _ F

Water use efficiency, cost recovery, institutional strengthening and private sector
particioation are the key instrument of the policy. According to the ADB's. b
perspective, water is considered as an economic good. It states “Water must be
utilized by those who render the most economic advantage" (ADB, 2001 cited in v
Chantawong, 2002, p.3). As consequence, the ones who can afford the cost will be
given the priority, and the poor who can not afford the cost will be on the last
priority. (Shiva, 2000, p.6) cited Kijtiwatchakul, 2002)

The ADB claims that “global experience indicates that public responsibility and
ownership are often best blended with private management” (ADB, 2000). Then
“governments need to modify their role from one of service provider to regulator”
(ADB, 2000b, p.13). (Kijftiwatchakul, 2002)

Surprisingly, ADB Water Policy is designed under Poverty Reduction's Strategy.
Poverty cannot be reduced unless people understand fi.e importance of water in
development, ADB statement following to the World Bank Institute. What ADB stated
by improving water management are water co-modification and privatization.

"Full cost recovery” has been proposed to conserve water and increase system
efficiencies. The ADB claims that "the poor are increasingly willing to pay for water
service that are predictable and effective” and “governments have been _
consistently mistaken in their assertion that charging farmers for irrigation service is
not possible because of their inability to pay” (ADB, 2000b, p.14) '

"Markets of fransferable water rights™ have been proposed to allocate and
reallocate water to "high-value uses"” including licenses, charges and tradable
permits. (ADB, 1999, p.22) The ADB strongly believes that low-value users should trade



their rights to high-value users.

"The Agricultural sector, whose contribution to national income is declining, is
corming under increasing pressure to release water to meet other more productive
needs" (ADB, 1999, p.20). Furthermore, under ADB"s loan, "governments and
regulatory agencies will be persuaded to eliminate direct subsidies to the poor for
the access of basic water service in line with an increasing affordable level™.

Does the néw ADB?s water policy contribute to poverty reduction ?

Despite the recognition of the poor, & market-oriented paradigm has been utilized
for improving performance and efficiency. State-owned has been replaced by
“privatized". Water allocation is determined by the higher prices. Both, World Bank -
and ADB advocate market-oriented mechanisms such g@s privatization, cost
recovery, and the promotion of pricing guided by commercial principles. The

_ market-oriented paradigm of water management will lead fo increased inequality
between rich and poor, between industrial sector and agricultural sector, and
between urban areas and rural areas ‘

There are differences between the ADB and the World Bank policy; the ADB take
step further by emphasizing “Tradable Water Rights” (Kijftiwatchakul, 2002) Even
though “Tradable Water Rights" is not emphasize by World Bank, but the key policies
of World Bank- -especially Cost Recovery and Water Pricing—- create a condition for
“Tradable Water Rights™. o

\

The market paradigm of water management will not lead to decrease water
exploitation. The economical power will result in unlimited exploitation and
aggravating poverty and injustice. The lives-of poor people might be worsened by -
the policy because of environmental degradation. (Shiva, 2000, p.8) Tradable water
rights will allow the transfer of water from the poor fo the'rich, although water is
essential for life. _

Privatization of water utilities and followed by increasing water tariff will keep the
poor far from the access. In many case of water privatization, the increasing water
tariff has taken significant part on the income of the poor. In fact, privatization
pushes the poor away from piped water system and look for alternative water
source which is potentially poliuted. '

Implementation of cost recovery, and market system for water allocation will
endanger the food sovereignty. As we have find, the water consumption for paddy
cultivation is higher than other cash crops and industrial use. Paddy culfivation also
gives smallest revenue among other cash crops and industrial uses. If the water
allocation follows ADB's principle “Water must be utilized by those who render the
 most economic advantage” than paddy cultivation "a main Asian's domestic food
and the symbol of food sovereignty” will be threaten. '

In ’conclusion, the World Bank and the new ADB2s wct’rerfpolicy are far from a pro-
poor policy. Rather, it is extremely likely that it will lead to an even h,eovier‘burden on

poor people.

D. Privatization in the Asian Region



ADB’s Loan and Role

ADB has long history on water sector in Asia, and mainly for project investiment loan.
It's only a few years, ADB loan has intervention on water policy reform, following '
World Bank role. As mentioned before, promoting a national focus on water sector
reform is one of ADB principal elements. Through its loan; technical assistant and
‘national level study, ADB assures that national policy level of all borrowing countries
adopting its key instrument of water privatization. As mentioned on ADB Water Policy
“we will advise to include cost recovery principles in national water policies and
strategies”. Before implementing the policy, ADB had a pilot-test several reforms, like
in Sri Lanka, Lao PDR, PRC, and Viet Nam. - '
Some of the ADB loan is pushing for water policy and reform. It also asked the
borrowing counties to initiate a new Water Policy, and Water Strategy following ADB
perspective and key instrument. In other countries, where the ADB loan goes o
water project investment, implementing ADB water instrument, namely reform water .
sfructure in imigation, increasing the role of Water Regulatory Body are common
requirement. ADB also insist government fo secure more private participation in the
project, and sometimes give a direct loan to private company.

Several countries experience shows how the World Bank and ADB loan influenced
the water management strategy, formally through wateg loan and also indirectly
through providing technical assistant and consultants advice.

Sri Lanka ‘
Government of Sri Lanka is receiving a $10.7 million loan of ADB to improve water
resources management. This is a part of a progressive frend promoted by the World
Bank and the ADB since 1996 to wean farmers away from growing non-export food
crops and charging farming families for imigation water, consequently. Farmers and
the poor who have their own water rights will be forced to sell their rights fo high
value sectors such as export food crops, industrial sectors or modern economic
sectors in urban areas. (Perez-Corral, 2001b, p.4) Already in the 1980s, the previous
government attempted to infroduce a Water Tax to the farmers, but was withdrawn
due to the public pressure. Pressure is mounting again against the proposed policy.

The cabinet of Ministers on the 28th April 2000 approved ‘National Water Resources
Policy' proposed by the Water Resources Secretariat. The particular policy
document is supposed to be an outcome of work done by @ team of government
and NGO of Sri Lanka and the World Bank. One World Bank staff has arrived in Sri
Lanka in 1998 to advice the government on Tradable Water Rights'. :

The major recommendation is that ‘all the water resources shall vest with the
government'. Once implemented every user of water has to obtain water
entitlement on a price. It is only a step in transferring the ownership of the water
resources 1o the international companies for making profits through distribution. In
the history of Sri Lanka, water was always regarded as a common property of
people. The State is only the guardian of those and has no authority tointervene or
change the course of nature. About 12 foreign companies have already visited 5ri
Lanka and held international workshops to explore business opportunities with water.



The agriculture more particularly, the paddy cultivation will be serious affected, if
water is issued as a commodity on market. The World Bank in a document 'Non--
plantation Sector Alternatives' in 1996 has advised the government that paddy

- cultivation in Sri Lanka is.a non-profitable venture and recommended the
diversification of agriculture into cash crops instead of paddy. Making water a
~commodity and fixing @ market price as proposed in the recommendations
amounts to deprivation of the gift of water or taking away of life of the urban and
rural poor, farmers and the animals and plants as well.

Thailand

In Thailand, although some conditions and processes might violate Thai Constitution,
ADB demands for a fundamental reform of national policy on water resource
through Agricuttural Sector Program Loan (ASPL) (Chanigwong, 2002, p.1) In the
Development Policy Letter and Policy Matrix, ADB required Thai government fo
reform water management structures of the country as a condition for the.loan.

“ADB called for o formulation of National Wdter Resources Policy, anissue of Water
Law and an application of policy on cost recovery in irrigation, an increase in
National Water Resource Committee's authority in managing water resources

" nationwide, and an appointment of river basin organizations in three pilot river
basins. It also reqUIred privatization of an imigation system by having a private
company take care of the irigation operation system and having farmers.in the
imigated share the cost occurring from water management (Chantawong, 2002,
pp.3-4 cited in Kannikar Kijtiwatchakul. ADB's the New Water Policy 2002). ‘
According to a $ 600 millions Agriculture Sector Program Loan (ASPL) of ADB, Thai
government has been required to utilize the free market paradigm. Sectors or water
user groups, who can make a high profit from water, are given priority in access to
water resources. Farmers, who do not produce much vciue added products from
water, are probably given the lowest priority in ferms of water allocation. Along this
principle, 2the Thai Royal Irigation Department would allocate water fo urban and
industrialized sectors at highest priority but to ogncul’furql sector as the least? '
(Chantawong, 2002, p.1) :

In drafting National Water Resources policy, the National Water Resources
Committee obtained technical assistance from consultant companies hired by ADB
and some committee members had close relationships with the ADB-hired
consultant companies in The decision-making was processed behind closed doors.
Put simply, the direction of Natfional Policy on Water Resource was defermined by
ADB (Chantawong, 2002, pp.3-4).

Regarding water utilities, In March 2001, the World Bank's IFC was reportedly the
major overseas investor in a large water services prOJeci being developed in
Thailand by RWE's new subsidiary, Thames Water International. The vdlue of the IFC's
investment was estimated to be Bt 10 billion (Thai currenzy, about US $225 million).
Vivendi is also a member of a consortium in Thailand which will benefit from a US$-
230 million ADB loan announced in June 2001 for the Samut Prakarn Waste
Management Project -- an undertaking that has become the target of ongoing
protests by local farmers dnd environmental groups. (Maude Barlow, The Financing
Behind Corporate Water, 2001) ‘






