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THE CONFERENCE PROGRAMME

Session 1: Managing Europe’s water and climate challenges

Water management is
becoming a major policy
challenge throughout the
EU as intensive domestic,
industrial and agricultural
water use — along with
climate change — are making
water supplies scarcer and
more unpredictable. Water
shortages and floods can be
economically devastating,
and long-term imbalances in
water supply can seriously
hamper Europe’s economic
growth. But are the policy
solutions now being applied
proving successful? Is the
EU’s Water Framework
Directive enough to cope
with the problems of

today and tomorrow, or
should it be seen as just

the forerunner for a more
ambitious strategy? Given
the importance of water
security in sectors as diverse
as power generation, health
and food production,

how can stakeholders in
government, business and
civil society be reached out
to and included in the water
policy debate?

Welcome address:
Giles Merritt, Secretary General, Friends of Europe

Introductory remarks:
Tom Vereijken, Chairman, European Water
Partnership (EWP)

Speakers:

Fritz Holzwarth, President of the International
Commission for the Protection of the Rhine (ICPR)
and Water Director at the German Ministry of
Environment

Grant Lawrence, Director for Water, Chemicals
and Cohesion, European Commission, Directorate
General for the Environment

Ingeborg Bromée, Head of Unit, Environment,
Committee of Professional Agricultural Organisations
in the EU and General Confederation of Agricultural
Co-operatives in the EU (COPA-COGECA)

Riccardo Petrella, International Committee
Coordinator, World Water Contract

Richard Seeber MEP, Rapporteur, Directive on the
Assessment and Management of Floods and Member
of the European Parliament Committee on the
Environment, Public Health and Food Safety

Moderator:
Friedrich Barth Vice-Chairman, European Water
Partnership (EWP)



FRIENDS OF EUROPE | JUNE 2007

Session 2: Investment opportunities in water

Estimates say that over 40
million people in Europe do

not have easy access to clean
drinking water, and 85 million
do not have basic sanitation
services. Water procurement,
treatment and distribution need
sophisticated infrastructures, and
that in turn means substantial
investment programmes that
must start very soon. What
resources are available to finance
these long-term investments?

Are public sector budgets the
main option, or will the money
come from higher water bills

for end-users? How can public-
private partnership help leverage
the private sector activities and
assets most effectively? And with
primary water supplies around
the world needing to increase

by 22% by 2025, what funding
models will be most appropriate
for developing countries?

Speakers:

Jens Berggren, Manager of the Water Integrity
Network (WIN), Transparency International,
Germany

David Boys, Member of the UN Secretary
General’s Advisory Board on Water and
Sanitation and International Utilities Project
Coordinator, Public Services International (PSI)

Jiirg Gerber, Chief Operating Officer, World
Business Council for Sustainable Development
(WBCSD) and Senior Adviser for Global Projects,
Alcan Inc

Mark Lane, Head of the Water Sector Group,
Pinsent Masons, UK

Brigita Schmognerova, Vice President, European
Bank for Reconstruction and Development

(EBRD)

Moderator:
Giles Merritt, Secretary General, Friends of
Europe
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Session 3: Enhancing water and energy security

European water solutions Speakers:

and policy thinking are Bertrand Charrier, Vice President, Green Cross
making a growing impact International

worldwide. The EU and

its Member States are not Androulla Kaminara, Director for Operations Quality
only by far the world’s Support, EuropeAid Co-operation Office, European
largest aid donors, but also Commission

do much to promote more

efficient water governance. Sharon L. Nunes, Vice President, Strategic Growth

How should the EU further Initiatives, Big Green Innovations, IBM, USA
spread its own water-related
experience and best practice | Raymond van Ermen, Executive Director, European

amonyg its neighbours and Partners for the Environment (EPE)

partners? Is water policy

being adequately integrated Gheorghe Constantin, Director for Water Resources
into the EU’s policies for Management, Ministry of Environment and
addressing energy, climate Sustainable Development, Romania

change and other global

environmental challenges? Moderator:

Johan Kuylenstierna, Project Director, Stockholm
International Water Institute (STWI)
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FOREWORD

Iam delighted to introduce the proceedings of this year’s European
Policy Summit on Water — “Water Security: Does Europe have a
Strategy?” On 7 June, some 250 EU and national policymakers,
NGOs and industry leaders gathered in the Bibliotheque Solvay
in Brussels to discuss the challenges being created by climate
change and inadequate water management. The strength of the
response reflects strong interest from many parties and reinforces
our determination to raise water further on the European political
agenda. I would like to express my thanks to all the contributors
and participants for the inspiring and high-level debates.

Europe will need to act on the water challenges, which can no longer be assimilated
to arid regions of the world. Climate change, increasing floods, drought and water
scarcity are just some of the threats to Europe scrutinised by European policymakers,
NGOs, businesses and industry. To confront these threats, Europe needs an incisive,
forward-looking water strategy. This will also provide an example to the rest of the
world, which expects Europe to react collectively and constructively to one of the most
pressing natural resource issues facing the world today.

This crisis cannot be addressed in isolation through investment, policies or technological
innovation. Co-operation is needed by all stakeholders. This is the objective of the
European Water Partnership, which brings together actors from all sectors: government,
private, financial, research and NGOs, including those outside the traditional boundaries
of the water sector. I am therefore delighted that we were able to welcome representatives
of some leading organisations hitherto absent from these crucial debates on water.

At the summit, the European Water Partnership was proud to announce the creation of
the Dolphin Group, an informal Issue Group on water within the European Parliament.
In addition, the World Water Council announced that it has requested the EWP to co-
ordinate European input to the next World Water Forum in Turkey in 2009.

These activities will further contribute to a new water awareness and the co-operation
that is needed to address water challenges. If we really want to make a difference,
we will have to establish Europe-wide, multi-stakeholder co-operation. The European
Water Partnership welcomes your contribution to such co-operation and I look forward
to meeting you to discuss ways in which we can work together.

Tom Vereijken
Chairman, European Water Partnership
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INTRODUCTION

Europe may as yet not have a fully fledged water security strategy, but it certainly
has the building blocks to develop one that will fortify it against the threats to water
posed by climate change. That was the tenure of a day of intense discussion between
EU and national policymakers, NGOs and industry leaders gathered in Brussels for
the European Policy Summit on the challenges being created by climate change and
inadequate water management, which was co-organised by Friends of Europe and the
European Water Partnership on 7 June.

The building blocks contained in far-reaching European Commission water legislation
are of heightened importance as the problems of water and water security are poised to
become the next major items on Europe’s environmental agenda.
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Water: Not a technical dossier, but a political issue

“Water is no longer one of the EU’ technical dossiers
but a very important political issue,” Friends of Europe’s
Secretary General, Giles Merritt, tells the 250 participants
at the opening of the one-day conference.

His words are echoed by the European Commission Water
Director, David Grant Lawrence, who predicts that water,
like climate change, is on its way to becoming a policy
priority. “I have no fears about water’s place on the agenda.
It will climb up the agenda. Look at climate change five
years ago. Today, anybody dealing with climate change
says, ‘Gosh, it’s all about water’,” Lawrence explains.

David Grant Lawrence

In his opening remarks to the conference,
the European Water Partnership (EWP)
Chairman, Tom Vereijken, emphasises
his organisation’s key role in ensuring . .
that stakeholders tackling water issues Giles Merritt
communicate with one another. “Different stakeholders are not talking to each other
in trying to achieve results. We immediately have to change this approach. The EWP is
able to facilitate and harness European capacities on water,” Vereijken says.

“Water is no longer one of the EU’s
technical dossiers but a very important
political issue”

Anticipating the mounting political importance likely to be attributed to water, the
EWP announced during the conference the creation of the Dolphin Group, a water-
focused intergroup in the European Parliament.

Onedominanttheme throughoutthe day-longdeliberations
was the need for more effective structures to address
growing water shortages within Europe and beyond. The
Commission’s seven-year-old Water Framework Directive
(WFD), Europe’s most far-reaching water legislation to
date, was upheld as a model for other parts of the world.

Romania’s Water Director, Gheorge Constantin, whose
country is currently chairing the International Commission
for the Protection of the Danube, acknowledges the impact
of EU water policies even beyond its borders. He recalls
how 18 countries (some close to EU membership at the time, some with a long way
to go) that share the Danube basin got together shortly after the EU’s adoption of the
WFD to embrace the principle of integrated water resource management and to co-
operate in the river’s water management.

Gheorge Constantin
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Focusing on developments within the EU, the Water
Director at the German Ministry of Environment, Fritz
Holzwarth, says Europe has the legislation to address both
trans-boundary and national issues. “Implementation
would identify gaps that might still exist,” he says.

Speakers agree that the solution to water scarcity in Europe
will not be found in seeking to increase availability but will
have to be sought in reducing consumption and fortifying
the continent against the effects of climate change, such as
floods and drought. Achieving greater water efficiency is
primarily an issue of management, Holzwarth argues.

Fritz Holzwarth

He warns against attempts to camouflage lack of
management by creating what he calls “artificial”
differences between northern and southern EU Member
States or by blurring the lines between climate change
and water issues. Southern EU members assert that their
problems are not addressed in the WFP.

Referring to assertions that EU legislation is insufficient,
Wageningen University Environmental Sciences and
Global Change Professor, Pier Vellinga, says, “Europe

g b does not need more climate directives but adaptation of
Pier Velling the present ones.”

“Europe does not need more climate
directives but adaptation of the present
ones”

Pier Vellinga
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Can agriculture become more efficient?

Agriculture, which accounts for some 70% of water
consumption' in FEurope, figures repeatedly in the
discussions as a key area where consumption will have to
be reduced — a principle endorsed by Ingeborg Bromée of
the Committee of Professional Agricultural Organisations
and the Confederation of Agricultural Co-operatives in
the EU (COPA-COGECA).

“Using water wisely is a priority for European farmers,” she
says. “Water-use efficiency in agriculture is improving yearly,
and this is illustrated by the use of more efficient irrigation
systems and new technologies like soil moisture sensors.”

Ingeborg Bromée

While Bromée agrees that water “If consumers really understood the
management is the main geostrategic jssyes, the reduction of water usage

challenge of the 21st century, she 0l make tremendous progress”
nevertheless doubts the effectiveness of
Sharon L. Nunes

pricing, a key WFD principle, as a tool
to fully handle demand management (due to price elasticity).

Bromée acknowledges that “irrigation should be at the centre of attention”, but
emphasises the contribution of agriculture to the prevention of soil erosion and
fires, as well as Europe’s attractive and healthy landscapes, and the preservation of
biodiversity.

“Adaptation is intrinsic to agriculture but it cannot change
overnight,” Bromée concludes.

IBM Vice President for Strategic Growth Initiatives,
Sharon L. Nunes, explains that the IT giant is exploring
the deployment of sensors in irrigation that will enable
farmers to make decisions on water use based on access to a
localised weather forecast. “If consumers really understood
the issues and impact of their decision, reduction of water
usage would make tremendous progress,” Nunes says.

Sharon L. Nunes

1 From the European Commission’s Directorate General for Environment, Second Interim report on water scarcity and droughts,
May 2007, p.4: " Data available at EU level on water use help to identify the main sources of water abstraction and consumption.
The data also gives an insight into geographical and sector differences. Aggregated EU data highlight the significant part of
the energy sector in the overall abstractions (44% compared to 14% for agriculture, 18% for public water supply and 14%
for industry), while consumption measurements show agriculture as the most demanding sector (69% compared to 13% for
public water supply, 10% for industry and 8% for energy production).”
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The public vs private debate - where does water fitin?

Opponents and proponents
lined up on both sides of
the argument concerning the
role of the public and private
sectors, and the concept of
public-private  partnership
(PPP).

. > Mark Lane, Head of the
- : Water Sector Group of
LY S British law firm Pinsent
Mark Lane Masons, pleads for moving
beyond the ideological discussion and taking the best of the public and the private.

-

Brigita Schmaognerovd

“The fact is that the market is so

enorr;llouf I;hatdwe can EH V_"Ofl_< .O.HHit “The fact is the market is so enormous
together.” Headvocates ShOOUNGIMUALY  y 11 40 can all work on it together”
for “the lowest hanging fruit”, such as Mark Lane

industrial water re-use, a task primarily
for the private sector. At the same time,
Lane notes that the public sector has the lowest cost of capital.

The Vice President of the European Bank for Reconstruction and Development (EBRD),
Brigita Schmognerova, emphasises the principle of commercialisation, “to ensure that
investments are efficient and appropriate and to bring about operational efficiency and
fiscal discipline”.

Speaking on behalf of the World Business Council for
Sustainable Development, its Chief Operating Officer,
Jurg Gerber, says business is prepared to pay a fair cost
for water, but for that to happen water needs to be priced.
Increasingly, business is looking at its water footprint in
both the company’s own production cycle as well as the
product’s life cycle, Gerber says. “Once management is
convinced of its importance, it will think about it. Pricing
forces management to do so.” Gerber also focuses on the
importance of managing the water issues more and more
- within river basins rather than on national boundaries. He

Jiirg Gerber says that water availability and demand dimensions should
be managed within river basins in a manner which takes the needs of all stakeholders
into account.

N
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The International Committee Co-ordinator for the World Water Contract, Riccardo
Petrella, says the principles enshrined in the WFD, such as full cost recovery, water to
be treated as an economic good and subjection of public companies to competition,
clearly indicate that the European Commission’s agenda is the agenda advocated by the
private sector.

“There is no difference between the EU strategy and the strategies of Veolia or Suez,”
Petrella says, of two major French water companies with international operations.

Public Services International representative, David Boys, takes the argument further,
asserting that there is no history of private investment in water, especially for extending
services to the poor, so private ownership and management may not bring more capital.
But he does advocate a more responsible private sector. “The private sector’s role should
be limited to providing goods and services to publicly owned and managed systems, but
this can be a very significant role in itself,” he explains. The EBRD actually invests a lot
in public municipal utilities, he adds.

David Boys Riccardo Petrella
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Africa’s problem is Europe’s too

Europe’s role in assisting African and other less-developed
nations to tackle their water problems, particularly in
the framework of the Millennium Development Goals
(MDGs), is aimed at reducing the number of people
without access to safe drinking water and sanitation by
half by 2015.

“It is the duty of Europe to take a leading role in the water
issue,” acknowledges Richard Seeber, a member of the
European Parliament’s Committee on the Environment, ‘ -

Public Health and Food Safety, and rapporteur for the . -~
Directive on the Assessment and Management of Floods.

Richard Seeber

Jens Berggren, Manager of the Water Integrity Network
(WIN), argues that less-developed countries are not so
much confronting a water crisis but a crisis of governance,
with corruption constituting a major obstacle to solving
the problem. “The answer to the problem in the water
sector is not just more money but how it is spent,”
Berggren says.

Jens Berggren

Noting that the EU and its Member States account for
more than 50% of global development aid, Androulla
Kaminara, the Operations Quality Director at the
European Commission’s EuropeAid Co-operation Office,
says that in addition to governance, political and sector
reforms are the key ingredients to a solution. Nonetheless,
she is pessimistic about the international community’s
ability to achieve the MDGs on target. “We will not
achieve the MDG for safe drinking water by 2015, but
only by 2040, one generation later. Sanitation will only be
achieved in 20735, three generations later,” she explains.

Androulla Kaminara
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In seeking to address problems beyond Europe, Raymond

van Ermen, Executive Director of European Partners for

the Environment, proposes to create an international

structure to deal with the potential conflict stemming

from water. This would involve:

= A European neighbourhood policy focused on the
Mediterranean, Black and Caspian seas;

® The signing of a water and energy treaty;

® The creation of a European high commissioner for
water;

® The creation of an international water court.

Raymond van Ermen

“We should explore new institutional mechanisms inspired
by the founding fathers of the EU,” Van Ermen adds.

Green Cross Vice President, Bertrand Charrier, says that
European countries have moral and ethical responsibilities
to speed up the implementation of the MDGs in order to
stop the deaths of millions and millions of people every
year.

“More and more water conflicts, even water wars, are
foreseen in the future between countries sharing the same
trans-boundary rivers,” he states. Charrier estimates that
the signature by EU Member States of the 1997 United
Nations Convention on the Law of Non-Navigational
Uses of International Watercourses could be an important
step. Only seven of the EUs 27 members have so far
signed the Convention.

Bertrand Charrier

“It would be a very good sign for Europe and the world,” Charrier concludes.

“More and more water conflicts, even water wars, are foreseen in the future
between countries sharing the same trans-boundary rivers”
Bertrand Charrier




FRIENDS OF EUROPE | JUNE 2007

BACKGROUND REPORT

WATER SECURITY

Does Europe have a strategy?

A background report by James M. Dorsey
June 2007

What follows is a background report published in advance of the European Policy
Summit, Water Security: Does Europe Have a Strategy? The report draws on some
30 interviews conducted in April and May 2007 with European Commission officials,
European parliamentarians, finance executives, business leaders, NGO representatives
and academics.
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EXECUTIVE SUMMARY

The European Commission’s water policy has largely been embraced as a serious
attempt to create the necessary institutional framework for dealing with water stress
and other effects of climate change.

The Water Framework Directive (WFD) has established the principle of Integrated Water
Resource Management (IWRM) as the operational basis for river basin? authorities, a
basis that is being emulated in Africa and Asia. The directive forces Member States to
focus on water quality and the ecological status of the continent’s rivers and implement
measures to reduce water consumption, create the resources for maintenance and
upgrading of water infrastructure through the ‘user pays’ principle, and ensure that all
stakeholders are consulted and given a voice.

Yet not all Member States, particularly those bordering on the Mediterranean, are
convinced that it sufficiently addresses the problems that they confront, such as water
scarcity and drought. Mediterranean Member States would like to see quantity issues
more explicitly addressed in the Commission’s seven-year-old WED, its most substantive
water legislation to date. Issues of water scarcity and drought, however, are likely to
be addressed in a Communication by the Commission expected to be published in the
summer of 2007. Moreover, vested interests lobbying for a better deal in what is a
costly and painful undertaking complicate policy implementation. For agriculture, the
sector which is effectively the continent’s largest water consumer, there is much at stake.
Mediterranean Member States facing the most acute water shortage problems need to
take a tough look at their water consumption and develop more sustainable patterns in
areas such as tourism.

While the ‘user pays’ principle has been widely accepted, distribution of cost remains an
issue. Agriculture, for example, has yet to shoulder the full cost of its usage.

Opverall, the Commission’s major concern is not so much enhancement of its legislation
but ensuring that it is properly implemented by Member States. In many states, the
WEFD has yet to be properly incorporated into national legislation. In addition, river
basin authorities often have yet to properly meet the reporting requirements under
the WFD, with regard to recovery of the costs of water services and identification of
the most cost-effective measures. Reports submitted often fail to take into account
pressures, impacts and assessments of risk to water quality and are compiled without
seeking the input of stakeholders.

2 The European Commission, in its Directive 2000/60/EC of 23 October 2000 establishing a framework for Community action
in the field of water policy (Water Framework Directive) describes a river basin as: The area of land and sea, made up of one
or more neighbouring river basins, together with their associated groundwaters and coastal waters, which is identified under
Article 3(1) (of the water framework directive) as the main unit for management of river basins.
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Nonetheless, there is broad consensus on steps that need to be taken, such as water
storage and reduced consumption. Yet disagreement persists on how water should be
stored, with environmentalists and non-governmental organisations opposed to dam
construction and convinced that business and industry should shoulder a greater share
of the burden.

Lagging implementation of EU legislation by Member States raises the question of
whether Europe has the political will to do what is needed to confront water stress
and the effects of climate change on water. Some critics fear that water stress in Europe
will have to increase to generate the political will to seriously address the issue. This
could mean that Europe will not be truly prepared to confront water stress and will be
responding to crises on an ad hoc basis, rather than through a structured approach.
This realisation is prompting traditionally conservative and technocratic water sector
executives to adopt a sense of urgency and assert themselves politically.

Treating water as a part of various policies such as energy, competition and health is
one factor that stymies political attention. One way of ensuring that water is attributed
its due significance would be the establishment of a separate Directorate General for
Water at the European Commission.

To compensate for Central and Eastern Europe’s need to bridge the gap with older EU
Member States in infrastructure and service levels, officials and business and finance
executives are looking to public/private partnerships as a solution. New Member
States have been spoiled by the EU’s initial willingness to extend grants to help them
bridge the gap. They now have to accept that they will need to co-finance restructuring
of their water sectors through public budgets and repayment of loans extended by
EU institutions to implement projects. Public/private partnerships are one vehicle to
achieve that goal. For these partnerships to work, governments need to demonstrate
political commitment, establish independent regulators, allow for realistic tariff levels,
draft transparent tender procedures and provide realistic data.

European water policy is increasingly viewed as a model that could benefit less-
developed countries. For these countries to benefit from this model, however, heavy
investment in infrastructure and good management is a sine qua non. Improving access
to drinking water and sanitation in less-developed countries is in Europe’s interest in
its bid to stem the tide of illegal immigration. It is also an issue that goes to the core of
Europe’s water footprint: a footprint substantially enlarged by Europe’s importation
of water embedded in the procurement of food and goods produced outside the EU.
This is one area where the introduction of new technologies and production methods
could deliver the greatest water savings. Transparency in the amount of water used to
produce food and goods would help draw a realistic picture of the environmental costs
of international trade. Yet, although Europe has a vested interest, it is not prepared for
helping developing countries cope with the expected consequences of climate change.
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SETTING THE SCENE

Climate change is dominating Europe’s political agenda. A growing consensus among
European Commission officials, senior officials of national governments, businessmen
and environmentalists agrees it poses threats to European water security. But the water
community is struggling to focus political attention on the effects of climate change in
an environment in which much of the discussion concentrates on energy.

The effect of climate change on water could result in increased demand for irrigation
in agriculture, reduced hydropower potential, less available cooling water, health
problems stemming from worsening water quality and economic downturn in water-
related recreation, fishing and navigation.

Officials, executives and activists warn that Europe’s water resources and water balance
will be affected. For northern Europe that means increased annual rainfall and for
southern Europe, less rain. Climate change is prompting glaciers to melt, sea levels to
rise and hazardous weather to become a fact of life.

Already, warming in the Alps is twice the world average, precipitation is more often
rain than snow and runoff patterns are changing. Germany’s last mountain glacier,
located atop the majestic Zugspitze in Bavaria, is melting away. The Zugspitze’s ice,
80m thick in 1910, is only 45m thick today.

As a result, Europe is bracing itself for the fact that an increasing percentage of its
population will experience water stress from climate change-induced water factors.

According to the European Environment Agency?:

= 20% of all surface water in the EU is seriously threatened with pollution;

= 60% of European cities overexploit their groundwater resources, which
supply around 65% of all drinking water in Europe;

= 50% of wetlands have «endangered status» due to groundwater over-
exploitation;

®  The area of irrigated land in Southern Europe has increased by 20% since
1985.

Europe since 1998 has suffered more than 100 major floods which have caused extensive
damage. Erosion and landslides are expected to increase as climate change prompts
more winter floods and summer droughts.

A third of Europe’s population lives within 50 kilometers of a coast where rising sea
levels are likely to raise the level of salt water intrusion.
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In 2003, large parts of Europe were hit by a prolonged heatwave, leaving some 35,000
people dead. The heatwave caused €10 billion in damages to the agriculture of central,
southern and eastern European areas not covered by insurance. Shipping on the
Rhine was heavily restricted and a large number of power plants worked at a reduced
capacity*.

Still largely unnoticed, rates of groundwater recharge are changing. Studies in Great
Britain predict a 5% to 15% reduction in recharge; in the Elbe catchment area the
average decrease is expected to reach 22% by the year 20535.

The German Institute for Economic Research (DIW) predicts economic damages caused
by global climate change of 137 billion by the year 2050 in Germany alone unless
countermeasures are taken in good time. Without resolute measures, global losses in
economic growth could increase to 20% of the global GDP by 2100. With proper
policies in place, these losses can be limited to only 1% of global GDP’.

Floods and drought constitute not only an environmental hazard but also an apparent
political divide in Europe. If floods and melting glaciers are the dominantissue in northern
and central Europe, southern Europe is focused on water scarcity and drought.

Officials from various southern European nations charge that European policy
formulated in the European Commission’s seven-year-old Water Framework Directive
primarily addresses issues relevant to the north, to the detriment of very real problems
confronting the south. These problems, the officials say, are illustrated by Italy’s May
2007 declaration of a state of emergency in northern and central regions because of
fears of drought following unusually warm and dry weather. France, at about the same
time, imposed water rationing in various regions, also due to fear of drought. In total,
some 14 EU Member States with 100 million inhabitants in 26 river basin districts
throughout Europe suffer from water scarcity.

Water scarcity and drought are likely to climb their way up the agenda as Portugal
takes over the EU presidency during the second half of 2007 and as the European
Commission issues a Communication on the issue.

“Regarding water scarcity and drought, the Framework Directive needs further
improvements in terms of a more adequate priority to those items,” says Professor
Viriato Soromenho-Marques, a member of European Commission President José
Manuel Barroso’s Advisory Group on Energy and Climate Change.

Climate Change and the European Water Dimension - Vulnerability - Impacts - Adaptation, 12 - 14 February 2007, Berlin:
http://climate-water-adaptation-berlin2007.org/presentations.htm

5 Speech by Sigmar Gabriel, German Federal Minister, at the Symposium, Time to Adapt: Climate Change and the European
Water Dimension - Vulnerability - Impacts - Adaptation, 12 - 14 February 2007, Berlin: http:/eu2007.de/en/News/Speeches_

Interviews/February/0212U.html
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EC POLICY TOOLS

Adopted in 2000, the European Commission’s Water Framework Directive governs
the EU’ water policy. It constitutes the most substantial piece of water legislation ever
produced by the Commission aimed at achieving comprehensive water management
across the European land mass.

The WFD aims to integrate water management based on river basin districts rather
than administrative boundaries. Under the directive, Member States are obliged to
prepare river basin management plans by 2009 as a way of providing a flexible and
cost-effective instrument to address water-related issues.

The directive also states that all inland and coastal waters within defined river basin
districts must achieve good ecological status by 2015, to be achieved through the
establishment of environmental objectives and ecological targets for surface waters.

The directive introduces the ‘user pays’ principle, taking into account the costs and
benefits of a fair water pricing policy.

The WFD further calls for wide and active public consultation in the development of
water management plans.

It emphasises the need for international collaboration for trans-boundary river basins
based on the principle of Integrated Water Resource Management (IWRM), which
views different uses of water as interdependent.

As a result, water allocation and management decisions need to take into account the
effect of one use of water on other uses.

The WED requires river basin authorities to define what is meant by good ecological
status by:
®  Setting environmental quality objectives for surface and groundwater;
= [dentifying characteristics of the river basin district, including the
environmental impact of human activity;
Assessing present water quality in the river basin district;
Analysing significant water quality management issues;
Identifying pollution control measures required to achieve environmental
objectives;
Implementing agreed control measures;
Monitoring improvements in water quality;
Revising water management plans accordingly to achieve the quality
objectives.
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Adopting a long-term perspective in assessing the impact of climate change and cost-
effectiveness of water management strategies is key to the development of six-year
river basin management plans, a crucial WFD pillar. To help river basin managers
develop their plans and adapt to climate change, the Commission is developing a work
programme that will include enhanced assessment methods to measure good ecological
status. One such method is likely to be surveillance monitoring, which would provide
information to assess long-term changes resulting from widespread anthropogenic
activity. In addition, the Commission is preparing a Green Paper on Climate Change
Adaptation, which would create an EU-wide legal framework that would include
support for adaptation in EU funding programmes such as the Structural, Cohesion and
Solidarity funds, the Agriculture and Rural Development funds, and LIFE, the Financial
Instrument for the Environment.

The WEFD is complemented by existing and proposed EU policy instruments, such as:

= the Directive on the Assessment and Management of Floods, addressing
flood risks;

= the proposed Marine Strategy Directive that will provide a framework for
developing marine strategies;

= the Maritime Policy Green Paper that recognises climate change as a major
threat and discusses adaptation to changing coastal risks in Europe;
the common fisheries policy;
the initiative under development on drought and water scarcity.

The flood directive has garnered broadly based praise from both proponents and
detractors of the Commission’s water policy. It aims to reduce and manage risks that
floods pose to human health, the environment, infrastructure and property. Under the
directive, Member States will need to identify river basins and associated coastal areas
at risk of flooding and draw up flood risk maps and flood risk management plans
focused on prevention, protection and preparedness. The directive builds adaptation to
climate change into the required six-year planning cycles.

“[The Flood Directive] is very good. It provides a way to manage, it includes both
adaptation and mitigation,” said Pascal Berteaud, Director for Water at the French
Ministry of Ecology and Sustainable Development.

He believes it should serve as a model for future European water-related legislation.

The directive gives Member States the flexibility to adapt the policy to their specific
situations while working together to ensure that measures in one country do not
negatively affect other countries that share the river basin. It also gives Member States
the scope to decide what level of protection they wish to afford their citizens, says
Austrian MEP Richard Seeber.



FRIENDS OF EUROPE | JUNE 2007

By leaving Member States free to decide whether river basin authorities should be
responsible for flood management or whether that responsibility should be lodged with
a separate authority, critics say the Commission risks undermining its goal of developing
an overarching, all-encompassing water policy.

“It's ridiculous to get out of the authority already charged. We finally have an overarching
policy [with the WFD]. But even that is being diluted by creating new directives like the
one on floods,” says World Wildlife Fund (WWF) European freshwater policy officer
Sergey Moroz.

To address southern Member States’ concerns, the Commission is currently engaged
in an in-depth assessment of the gaps in EU policy, which will include the effects of
climate change. The assessment is expected to be published in the summer of 2007. This
is likely to involve the conclusion that there is room for considerable improvement in
the use of the existing EU instruments, particularly with regard to significant potential
for water savings through reduced consumption in sectors contributing to structural
imbalances.
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ISSUES AND CHALLENGES

QUALITY VERSUS QUANTITY: ANORTH-SOUTH DEBATE

Critics of the Water Framework Directive, particularly in Mediterranean EU countries,
charge that it focuses primarily on qualitative rather than quantitative issues, the latter
being a source of water scarcity and drought in the south. The criticism is rejected by
proponents of the WFD, who argue that southern European nations have yet to live up
to the difficult choices the directive obliges them to make.

The critics say that addressing their concerns is made difficult, if not impossible,
because of the European Union’s most basic legal document, the 1957 Treaty of Rome,
which stipulates that decisions on quantitative aspects of water need to be adopted
unanimously by Member States — a tall order to meet, considering the very different
interests of all 27 countries.

“The WFD does not recognise the problems of the south. The south’s main problem
is water quantity. We have no water in the summer,” says Pascal Berteaud. "Water is
either a European competence or it is not. Distinguishing between quantity and quality
is absolutely stupid.”

Berteaud argues that Europe needs a Water Management Framework rather than a
Water Framework Directive. He adds that his arguments are regularly brushed aside by
Commission officials as a ploy to ensure continued, uninterrupted irrigation.

“You can’t explain to the public the importance of issues such as quality and good
ecological status without addressing their main problems,” Berteaud goes on. “There is
a huge gap between the WFD and problems people face.”

Berteaud is not alone in his criticism. Richard Sturt of the UK’s Consumer Council
for Water believes the Treaty of Rome is at the core of problems of finding necessary
resources to confront water stress.

“Nobody wants to know about creating resources. Local municipalities in France, for
example, let contractors provide services. There is no incentive to think more regionally
and to put resources where they are needed, no duty to provide resources. It's high
time the EU took another look at the Treaty of Rome,” says Richard Sturt of the UK's
Consumer Council for Water.
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On the opposite side of the argument, the Water Director at the European Commission’s
Environment Directorate General, David Grant Lawrence, argues that the WFD does
link quality and quantity issues by insisting that any abstraction of water must be
authorised by a river basin authority. He sees southern European criticism of the WFD,
at least in part, as an attempt to evade tough choices that governments have to confront,
such as water pricing.

WATER PRICING: WHO PAYS?

With the introduction of the ‘user pays’ principle, the European Commission hopes that
the WED will encourage efficient use of water by creating a level playing field, making
water users think twice about how they use the precious resource and putting a stop
to needless losses or waste. While the principle has been widely accepted, distribution
of cost remains an issue. Agriculture, for example, has yet to shoulder the full cost of
its usage.

Pressure from vested interests is meanwhile forcing the Commission to revisit the cost
of implementing the WFD, an admittedly costly undertaking, according to David Grant
Lawrence, who hints that the cost would be significantly less if Member States had
properly implemented earlier EU water legislation dating from the 1990s. Lawrence
points to his current hometown, Brussels, where wastewater is still largely untreated.

“Water companies are stirring up the discussion that the WFD is expensive. | don't
understand it, they'll make money. They do not sufficiently take into account what has
to be done for good ecological status,” says David Grant Lawrence of the Commission’s
Directorate General for Environment.

Veolia also raises the issue of cost. Its concern focuses on the tariff of water and
wastewater.

“The citizen and water consumer should not alone support the cost of the WFD,” says
Veolia's European Technical Director, Jérome Loyer.

He argues that Member States often define too narrowly who the water users are, and
this leads to an “undue financial burden” being put on urban consumers. The higher the
cost of the WFD, the larger the risk for water operators, Loyer says.

A comparison of security of water supply between London and New York illustrates
the effect of proper pricing, particularly if it involves individual metering, rather than
a flat-rate policy.
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The introduction of water meters in New York has significantly contributed to reductions
in usage, as have leakage reduction programmes, the development of more efficient
appliances and consumer awareness. Average usage has dropped from 787 litres per
person to 515 litres, which has contributed to a secure water supply. It has also enabled
the New York City Council to invest in enhanced water quality and infrastructure.

By contrast, London — where regulators have imposed a flat-rate system on Thames
Wiater, the city’s private water operator — is suffering from insufficient water supply.
Thames Water was forced in recent years to ask Londoners not to water their gardens.
The flat-rate system gives users little reason to reduce consumption.

Thames predicts the water shortfall in London by 2030 to be 12% of current supply, but
says metering would lead to water savings of 172 million litres a day. Overall, in OECD
countries, moves from fixed tariffs to usage-based pricing have reduced per capita water
usage by 11% over the last 27 years, according to a Thames Water executive.

France’s recently adopted new water law ensures that municipalities have the funds
needed for water investments. French users pay for their usage as well as a tax on top
of their bill. Municipalities and utilities are obliged to hold these funds in separate
accounts for water use only.

“River basins in France are banks. They collect money and return it to the user’s basin.
It's a cycle within the river basin and they are getting richer and richer,” says Jean
Louis Olivier, Secretary General of France’s Académie de L'Eau.

DEMAND MANAGEMENT: INDUSTRIES AND AGRICULTURE

Much of the debate on demand management focuses on agriculture, which accounts
for 70% of water use in the EU. Farmers are being urged to select crops that consume
less water, especially in river basins where water is scarce. To achieve this, EU officials
suggested removing incentives for irrigated crops. For their part, biotech companies
are looking at ways to make major crops drought resistant by building stress relief into
plants. Suez Environnement’s Institutional Relations Director, Jacques Labre, advocates
developing formulas that would encourage farmers to entertain water-sharing strategies
and enable them to shoulder the burdens by, for example, accepting flooding at times
to protect sensitive urban areas. The proposals constitute a red flag for agriculturalists
and their supporters.

“We have been irrigating in the south of France for the past 6,000 years,” says the
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French government's Berteaud. “No irrigation, no agriculture. It is not possible to stop
irrigation on a large scale.”

Instead Berteaud argues for reduced water consumption where possible, water savings
through pricing and use of new technologies and imposition of water management.

Berteaud’s suggestions implicitly endorse analysis of the water market by advisory
companies such as US-based WestWater Research, which blames inefficiencies on
problems with water pricing.

Finance Corporation’s agribusiness economist, Richard Henry, adds: “If you price it
right, that will direct you towards uses of water that make economic sense and crops
with higher value. So there are institutional and policy issues that are critical to the
productive use of water in agriculture.”

European Commission and WWEF officials say southern nations need to ask themselves
some difficult questions regarding demand management, which should lead to major
changes, particularly in the tourism industry where alternatives to unsustainable
activities are badly needed.

The questions these countries face are, according to the European Commission’s
Grant Lawrence: “Do you build more golf courses and swimming pools or do you
irrigate agriculture?”

CLIMATE CHANGE : HOW TO ADAPT?

While climate change has jumped to the top of the political agenda, not everyone accepts
that it is the source of all water problems. Some industry executives point to increased
agricultural use of water, stepped-up demand for biofuels and growing populations
whose diets are evolving as major sources of water stress.

Government officials and industry executives nonetheless agree that Europe’s need to
adapt to global warming and climate change can in part be achieved through ‘mitigation’
measures, such as increased water storage, desalination and water transfer.

Guy Leclerc, PricewaterhouseCoopers’ Paris-based Water Director, says little has
changed over the past 20 centuries.

“You can’t transfer water like energy or data. The Greek and Roman aqueducts are as
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necessary today as they were then. | have no alternative to building dams but am happy
to hear from different stakeholders. Underground storage may be less controversial
but it is very expensive,” Leclerc explains.

The key to water storage — and to mitigation measures in general — is that it has to be
ecologically feasible and economically reasonable. “In lots of cases, we believe that one
can build dams or reservoirs and the best way would be for the beneficiaries to pay
for the water,” says Pascal Berteaud. But while the WFD allows for increased storage
capacity, including dams, governments encounter problems because NGOs in particular
seek to interpret the directive as not endorsing new dam construction.

ENERGY AND WATER

Forging closer ties between the European Union’s energy and water policies, which are
currently handled by separate governances, is one key to effectively confront threats
to the continent’s water security. Examples of why closer co-ordination is needed
abound. Providing additional supplies of water to alleviate drought often involves more
investment in energy-consuming projects, such as desalination plants and pumped-water
transfer schemes. Improvements in water quality, needed to combat existing pollution,
often require increased energy. Land management schemes for river basin protection
and the use of land for water storage to alleviate flooding may have implications for
greenhouse gas emissions®.

According to the US-based Alliance to Save Energy’, between 2% and 3% of the world’s
energy consumption is used to pump and treat water for urban residents and industry.
Energy consumption in most water systems worldwide could be reduced by at least
25% through cost-effective actions.

The question is how to link Europe’s energy and water policies so that they are both
accorded the importance they require. The creation of a Directorate General for Water
is one answer. That is to say: make water an independent policy rather than a sub-text
to other policies such as environment, competition and health.

“That reflects my view. Environmental policy starts with water: If you don’t have it you
can forget life,” says Grant Lawrence.

“Why shouldn’t these issues be part of an independent water policy?” asks Robert
Schroder of the Dutch Association of Drinking Water Companies and Water Boards.

6 European Environment Agency, Climate Change and Water Adaptation Issues, EEA Technical Report No. 2/2007.

7 http:/lwww.watergy.org/
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WATER GOVERNANCE: PUTTING
EUROPEAN LEGISLATION INTO
PRACTICE

IMPLEMENTATION: A DIFFICULT PROCESS

Getting the best possible implementation of the WFD is a major concern for the
European Commission. A report on the implementation of the Water Framework
Directive last March® charged that Member States were not properly implementing the
WED. The statement said countries had failed to properly incorporate the directive in
their national legislation and were lagging in making economic instruments part of their
water management systems. It also asserted that implementation of the Commission’s
Urban Wastewater Treatment Directive, which requires Member States to build
adequate treatment facilities for municipalities over a certain size, was not on target.
The statement also said:

“The Commission found that only 51% of all treatment plants in the European Union
— before enlargement in 2004 — met the standards under that directive.”

The statement followed an earlier World Wildlife Fund (WWEF) survey which concluded
that Member States were lagging in reporting required by the WFD on the proper
recovery of the costs of water services and identification of the most cost-effective
measures.

The WWEF survey said a majority of river basin authorities have:
= Developed their economic analyses without taking into account pressures,
impacts and assessments of risk;
®  Produced economic analyses that often constitute little more than data-
collection exercises;
®  Created their economic analyses as desk-based data-gathering exercises
without seeking the input of stakeholders.

Lagging implementation of the WFD has undermined efforts to achieve a continent-
wide homogeneous implementation of the directive, the report said. It called on Member
States to revise their economic analyses by 2008, apply “a correct definition of water
service and water use”, integrate environmental and resource costs and include “the
incentive dimension of water pricing as key instruments for effectively reaching the
environmental objectives of the WFD”.

8Water Framework Directive Implementation Report 2007: http:/ec.europa.eu/environment/water/water-framework/
implrep2007/index_en.htm
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POLITICAL WILL

Water may still be the underdog in debates about climate change, which focus more
often than not on energy. It raises questions about whether the European Commission
and national governments have the political will to do what is necessary to ensure water
security.

“The whole discussion is on climate change and energy. There is not much talk about
water, the lack of political will is everywhere,” charges Water Supply and Sanitation
Platform (WSSTP) board member Peter Wilderer.

French Académie de I’Eau’s Jean Louis Olivier attributes the absence of political will to
successful lobbying by representatives of agricultural and industrial interests.

“Things will have to get worse before they get better,” Olivier concludes.

Europe’s lack of political will means, according to the critics, that it will be confronting
future crises on an ad-hoc basis.

“We will have to adopt a firefighter’s approach when something happens such as water
shortage, flooding or lack of snow in the Alps,” Wilderer says.

This realisation is prompting traditionally conservative and technocratic water sector
executives to adopt a sense of urgency and assert themselves politically. The Dutch
Association of Water Companies and Water Boards, for example, recently opted to
establish a lobbying office in Brussels.

“We can no longer sim ly sit back and wait,” says Robert Schroder, the Association’s
g P > t]
Brussels representative.

FUNDING AND RESEARCH

Critics like WSSTP’s Wilderer assert that the lack of political will is reflected in what
they view as meagre funding for necessary research. Wilderer notes that the European
Commission had initially axed research funds for water but then allocated $500 million
over a period of seven years, approximately 25% of what he estimates is needed. In a
bid to set the research agenda, WSSTP in October 2006 published a 67-page strategic
action plan.
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The WSSTP research strategy document asserts that to support radical and innovative
solutions, phased research is necessary in natural sciences, engineering, governance,
economics and social sciences. Its agenda envisions the most urgently needed advances
being available by 2010 and medium-term objectives met by 2020. It proposes
Integrated Water Resource Management (WRM)-based research that would adopt a
systems approach and develop integrated solutions which address all major issues and
relevant interfaces within the system in five areas:

balancing demand and supply;

ensuring appropriate quality and security;

reducing negative environmental impacts;

introducing novel approaches to the design, construction and operation of
water infrastructure assets, including innovative and integrated concepts for
water distribution and re-use;

®  establishing an enabling framework.

“These recommendations mean that we propose to address the water re-use question
more aggressively,” Peter Wilderer says. "Water re-use by municipalities and in
agriculture is the only thing to do in case of a water shortage.”

Others, such as France’s Pascal Berteaud, argue that focusing research on what is
relevant to water resource managers, rather than funding, is the issue.

Suez’s Environnement’s Jacques Labre suggests research should focus on the management
of coastal areas affected by dropping sea levels, the reduction of the base flow of rivers
in southern Europe during summer time and demand management, particularly in
agriculture.
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GETTING CENTRAL AND EASTERN
EUROPE BACK ON THEIR FEET:

IS PUBLIC/PRIVATE PARTNERSHIP
WORKING?

Officials of the European Bank for Reconstruction and Development (EBRD), the
Organisation for Economic Cooperation and Development (OECD) and private sector
executives see Armenia as a model for how public/private partnerships (PPPs) can work
to alleviate water problems in Central and Eastern Europe, as well as other countries
in transition.

With major privately-managed utilities covering some 65 % of the population, Armenia,
they say, is a success story that could be emulated.

“Armenia is a shining example. The country suffered war and earthquakes. Water was
in a terrible state in the mid-1990s. The French went in with an upfront investment
in infrastructure, they installed meters. Prices increased, consumption was reduced.
There was full cost recovery and Armenia is now doing well,” said Lorents Lorentsen,
the OECD’s Environment Director.

One key to Armenia’s success is the fact that the government has, over the past 10
years, increased public spending on water on a yearly basis three to fourfold. Both
the Armenian capital of Yerevan and Bucharest serve as showcases for proponents of
PPPs.

Veolia introduced public/private partnerships in both Bucharest and Yerevan. Here the
project started off as a management contract with a repayable $18 million World Bank
loan. The problem with management contracts is that they have a limited impact. They
are short-term contracts that do not allow companies to deliver long-term planning and
training.

Improving things like procurement can be achieved over a five-year period, but long-
term investments and training a new generation of managers cannot.

This is why companies are keen to change the management contract into a public/
private partnership; a company can commit to invest and take the responsibility for
repaying international donors.
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In Yerevan, Veolia implemented restructuring to which the municipality agreed, but
which the municipality could not do itself for political reasons. Staffing of the city’s
water utility was reduced by more than half (from 5,000 to 2,000) in conjunction with
a pre-agreed social plan included in the contract.

In Bucharest, despite investments of some €100 million over the past five years, water
pricing remains in the middle range of the country’s water price scale. According to
Veolia’s Jérome Loyer, “Cost recovery is good. After one year, bad debt is no more
than 3%.” Bucharest’s next step is the construction of a €300 million wastewater
treatment plant in which Veolia, as the operator, will be responsible for water quality
and collection of fees, which will be introduced as a special levy.

The municipality took a 16% share in the operating company, which has a cash equity
of €35 million, and was assigned board seats. The EBRD provided €50 million in project
finance for a stand-alone water plant, while local authorities are funding expansion of
the network.

“We suffer from certain suspicions, but in fact public and priva oney can coexist. Smart
public funding can be combined with a public/private partnership when you have
Chinese walls or earmark who does what. Some say we should cut our profits once
the risk is behind us. That is a completely wrong attitude. We as companies carry good
and bad risk. Who gives us a parachute if we are in a bad condition? The story of profit
is a story of risk,” Loyer adds.

For PPPs to work from a business’s perspective, there are a number of prerequisites,
according to a report submitted to an OECD ministerial conference by Severn Trent
Water International’s Lloyd Martin.

These prerequisites include:

= political commitment to PPPs at all levels of government;

®  strong, independent utility regulation;

®  realistic tariff levels for full cost recovery, at least in terms of operation and
maintenance costs;

= hybrid funding arrangements so that capital investments can be financed
from public budgets;
transparent tender procedures;
donor guarantees to ensure compensation for breaches of contract;
realistic data on the actual situation or, when not available, acceptance of the
need to re-evaluate the data after commencement of the contract.
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With water a major focus of its funding activity, the EBRD, in promoting PPPs, is
struggling to wean local authorities in Central and Eastern Europe off the expectation
that funding will be in the form of grants, as they often have come to expect in the run-
up to their EU accession.

“New Member States are not eager to accept municipal infrastructure loans because
they get a lot of EU funding [in the form of grants]. We are more in favour of combining
grants and loans to strengthen financial discipline and the use of funds,” says EBRD
Vice President, Brigita Schmadgnerova.

Schmognerova says the ability of utilities and municipalities to repay loans from cash
flows makes funding easier. The EBRD maintains a rule that water bills should not
exceed 4% of household expenditure to ensure that all, including the poorest, retain
access to water and sanitation and that authorities have schemes in place to assist the
lowest-income households.

“Pricing in transition countries is often so low that even a doubling is within the 4%
ceiling,” says Craig Davies, the Executive Secretary of the EBRD's Project Preparation
Committee.

Davies concedes, however, that a combination of grants and loans is often needed to
ensure that pricing stays within the 4% limit.
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CAN LESS-DEVELOPED
COUNTRIES LEARN FROM
EUROPE’S EXPERIENCE?

COMBINING INFRASTRUCTURE INVESTMENTS AND SOUND
MANAGEMENT

For developing countries to achieve water security, they need to create what the World
Bank terms a ‘minimum platform’, the right combination of:

= [nvestments;

= Infrastructure;

= Sound institutional governance;

= Management.

This platform creates a point at which perceptions of water change from being a source
of floods and other natural disasters to constituting a driver for economic growth.

“Water Security’ & the ‘Minimum Platform’
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MIP : Minimum Infrastructure & Institutional Platform

(Source: World Bank, Water Security, Growth and Development, Media Background Paper, April 2005)

Threat perceptions of water are fuelled by the fact that nature constitutes the biggest
obstacle for many of the least-developed countries, which makes it tougher for these
countries to create the minimum platform. Contrary to European nations, less-
developed countries often cannot count on predictable rainfall and a relatively low risk




FRIENDS OF EUROPE | JUNE 2007

of serious flooding. This, in turn, complicates the investment proposition. The required
investment is larger, the period for return on the investment is longer and early returns
are lower than they were in the more developed European nations. All of this is, of
course, complicated by global warming and climate change.

For Europe to effectively share its experience to the benefit of its less-developed
neighbours, particularly on the eastern and southern shores of the Mediterranean, it
will have to bridge the chicken-and-egg question: What comes first: infrastructure or
sound management? Initial investment in less-developed countries is likely to emphasise
infrastructure; without that, highly sophisticated management techniques make little
sense. The gap to be bridged goes to the heart of differences between donors and
recipients. Donors emphasise good management while recipients have a sometimes holy
belief in infrastructure as the sole solution to their problems. In addition, rising living
standards in developing nations bring greater environmental awareness. Designers will
have to build the flexibility into their infrastructure projects to accommodate over time
demands for greater environmental quality.

Europe, like the United States, has largely made the water infrastructure investments
needed to secure a high level of water security and achieve economic growth. For its
part, large swathes of the developing world are still locked into a vicious circle in
which droughts lead to crop failure, flood defences are weak, growth is held back as
industry suffers from the negative impacts of water and new investors are put off by
the risks involved, which in turn means there is a lack of investment in water. In other
words, if Europe and the developed world have shown how water security underpins
economic growth, then less-developed countries have demonstrated how the lack of it
stunts development. On the other hand, intermediate economies have made substantial
investments, but achieved only limited progress — at times succeeding in flood prevention
but unable to ensure secure water supplies. Developing local management expertise and
the right policies to run water services efficiently has often proved too daunting a task’.
This is one area where Europe’s experience could well benefit less-developed nations.

The WFD’s emphasis on a river basin approach and its concept of shared water
management are areas where Europe is already serving as a model. Martin Walshe and
Andre Liebaert of the European Commission’s Development Directorate General note
developments in the Niger, Volta, Mekong and Nile basins. “Europe has the image of
dealing better with basins,” Walshe says.

Yet, overall, European Commission Director General for Environment, Mogens Peter
Carl, speaking at a conference in Berlin earlier this year, conceded that Europe and the
international community are not prepared for helping developing countries to cope
with the expected consequences of climate change.

9 World Bank, Water Security, Growth and Development, Media Background Paper, April 2005.
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Climate change [in the developing world] will uproot tens of millions of people who
will have to move to another location, perhaps to another country, and/or make the
production and supply of food even more precarious, especially in Africa. And this in
circumstances infinitely more difficult than those that we will be facing here in Europe.
This will require a huge effort of organisation and solidarity for which the international
community is simply not geared up,” Mogens Peter Carl said.

Officials of EU member governments and NGO spokespeople say, however, that a
lack of political will is impacting Europe’s interest in assisting developing countries to
ensure that their populations have access to safe drinking water and sanitation, even
though Europe is the world’s single largest water donor. They point to the fact that
the Commission’s Water Facility of 500 million is a one-off rather than a revolving
initiative, as well as their assessment that water does not figure high on the Commission’s
political agenda.

The European Commission’s Water Facility chief, Wiepke van der Groot, and other
water facility officials note, however, that there are calls to continue the funding beyond
its current one-off round.

A Commission official explains Europe’s focus on the energy rather than the water
aspects of climate change by noting that, “Climate change is about energy, not water.
We don't need water from Africa, we need energy from Africa.”

Describing his colleague’s view that Europe is more interested in African energy than
water as “very personal”, the Commission’s Grant Lawrence says that beyond Europe’s
commitment to the Millennium Development Goals, Europe also has a vested interest
in improving access to water and sanitation in Africa as part of its bid to stem the tide
of illegal immigration from the continent.

VIRTUAL WATER

The cynical view that Europe has little, if any, vested interest in water in developing
countries may also be less true than meets the eye, given that water consumption for
drinking and sanitation is but a fraction of the water that is consumed in Europe in food
and goods. Waterwise, a British government-funded watchdog, estimates that 70% of
the water consumed in the United Kingdom is imported in food, textiles, computers and
cars as ‘virtual water’. Cultivation of one tomato involves 13 litres of water, an apple
70 litres, a cup of coffee 140 litres, a pair of jeans 1,100 litres, a hamburger a stunning
2,400 litres and a car a whopping 400,000 litres. The result of this trade in ‘embedded
water’ is that countries with a water shortage are exporting water in various goods to
countries that suffer a far lower shortage.
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Activists suggest that transparency in the amount of water used to produce food and
goods would help draw a realistic picture of the environmental costs of international
trade. That view is shared by investors with a focus on sustainability. A study by
Generation Investment Management, an asset management company with offices
in London and Washington, concluded that embedded water, rather than water
consumption in non-agricultural sectors, was where the most material gains could be
achieved. “Best practice corporate frameworks treat water as a resource that must be
managed efficiently and transparently,” the study says.

Reducing embedded water footprints by introducing more environmentally sound
technologies is increasingly becoming a business focus. Nestlé employs agricultural
experts across the globe to monitor water conditions in its supply chain, introduce new
technologies and share best practices with farmers.

Business is also developing savings mechanisms for far more direct use of water.
Britain’s BAA Stansted Airport has introduced waterless urinals with the aid of the
National Industrial Symbiosis Programme (NISP), a two-year-old British organisation
that helps companies find value in under-used resources. Since its inception, NISP says it
has helped its members reduce their industrial use of potable water by over 2.1 million
tonnes, the equivalent of 950 Olympic-sized swimming pools or 9.2 million household
baths.

“There is much potential to be gained by businesses who manage their water efficiently,
particularly through water re-usage,” says NISP Director Peter Laybourn.
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ISSUES FOR DISCUSSION AND
DEBATE

This report doesn’t set out to answer the question of whether Europe has a water
security strategy. Instead, it seeks to clarify the issues that need to be addressed by
policymakers.

The questions that need to be tackled, if the gaps in Europe’s water strategy are to be
filled, are as follows:

Are Europe’s responses to climate change taking the water issue into account?
Is water a sufficiently major concern in EU energy policies now being
developed, especially when it comes to security of supply and environmental
sustainability? How can an increase in biofuel production be reconciled with
water demand management strategies?

North vs South = Quality vs Quantity? If the EU’s Mediterranean states feel
that water scarcity issues is not fully being addressed, what new instruments
does the EU need? Can the pricing policies envisaged by the WFD contribute
to more sustainable demand management solutions in water-scarce countries?
How can the burden of keeping water clean and reducing water consumption
be better shared among stakeholders?

Public - Private: Industry executives say that public and private money can
co-exist, but are the ‘Chinese walls’ tall enough in transition countries to
ensure that economic efficiency and shareholders’ interests can be reconciled
with consumers’ needs? If Europe’s infrastructure needs to be upgraded to
cope with the challenges of water scarcity and pollution, what governance
and management formulas might deliver the best synergies between public
and private sectors?
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