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BETTER DECISIONS IMPACTING WATER

1. The pursuit to value water

Better decisions impacting Water

In July 2018, the UN’s High-Level Political Forum concluded that the world was off-track to meet the
sustainable development goal on water and sanitation (SDG6). Current systems of water use, water allocation,
water service allocation and waterrisk distribution were recognized as unsustainable. Inresponse, the High-
Level Panel on Water (HLPW) highlighted the need to understand, value, and manage water better. It defined
five principles to value water better (Figure 1) and triggered the establishment of the Valuing Water Initiative
(VWI) to demonstrate how to put these in practice and motivate the worldtojoininthisendeavor.

5 Principles to value water

Recognize and embrace water’s multiple values to different
groups and interests in all decisions affecting water;

Reconcile values and build trust - conduct all processes to reconcile
values in ways that are equitable, transparent and inclusive;

Protect the sources, including watersheds, rivers, aquifers, associated
ecosystems, and used water flows for current and future generations;

7 Educate to empower - promote education and awareness among all
stakeholders about the intrinsic value of water and its essential role in
all aspects of life;

Invest and innovate - ensure adequate investment in institutions,
infrastructure, information and innovation to realize the many benefits
derived from water and reduce risks.

@90@;@@0@0

Figure 1: The 5 High Level Panel on Water Principles to value water better

The Initiative desiresforthere to be better decisions impacting water, throughout the world.

.. Better w» Decisions ¢ Impacting Water
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Many variations of how to do this have already surfaced over the years, and it is of utmost importance that
this concept note be recognized as building on, ratherthan replacing, these variations. For VWI, aframework
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for making better decisions impacting water starts with the guidance of the five Principles, as well as the
awareness that societal norms, systems, and behavior around the way we (as individuals, governments,
companies) value water must change as current practices are unsustainable. The framew ork proposed in the
following pages, therefore, embodies two key dimensions, which togetherinform the overallapproach of the
Valuing Water Initiative:

1. Operationalization of the Valuing Water Principles to determine the value of water in a system,
and

2. Systemicchange strategy to transform the systemso thatitachieves and reinforcesb etter valuing
of water.

Reading this concept note

This concept note is based on knowledge and theories developed by a diverse consulting team of water
professionals and systemic change experts and has been further informed by input gathered during the
Valuing Water Initiative 2019 Workshop, November 19-20. Its contentis organized as follows:

° begins with the foundational call for valuing water and the challenges that manifest in its
practical application. The chapterlays out the implicationsof these challenges and offers a knowledge
base and tool for givingcommon understanding to the value of water.

° introduces the first dimensionof aframework forvaluing water, in which the value of water
isdeterminedthrough athree-step, high-level method of applying the Valuing Water Principles.

. continues the framework with a systemic change theory, originally developed in the
agriculture sector. The theory incorporates system dynamics and derives effective interventions
towards systemicchange for different stakeholders involved. Ultimately, this second dimension of the
framework connects with the first to achieve better decisions impacting water through system
transformation.

° applies the framework of better decisions impacting water to the case of Bangladesh to
explore what systemicthinking meansin areal-world scenario of valuing water.

° provide additional reading material.



2. Values: a comparison of apples and oranges

Idea behind valuing water and its practical challenges

Itisfirstimportantto acknowledge the fundamental assumption thatinforms therelevance for this framework
onvaluing water. Foundationally, itis understoodthat water has multiple usesand that each of these uses are
attributed with a different worth according to different users. While the waterresource remains singular, its
perceived function(s) and complimentary importance(s) are numerous. The general idea, and necessity, of
valuing water is then to identify the worth of water in its numerous, competing uses. Effective valuation
supports more transparent and better-informed decision-making on water allocations and uses, as water
often possesses common-pool characteristics and is confronted by the related issues of overuse and
pollution®. The wide variety of water uses and contexts shapes stakeholders’ attitudes, which are often
expressed as social and cultural values. These values need to be understood as they determine preferences
about how watercan and may be used. In theory, valuing wateris usefulin decision-making because it offers
a structured and transparent mechanism that supportsan inclusive stakeholder water resources management
process. In practice, the effort proves to be like finding consensus in a large -scale comparison of apples and
oranges.

There are several practical challenges and associated risks of valuing water that arguably hinder the
application of the HLWP’s Principles of valuing water in practice. The following are four of these challenges
and theirimplications.

Indeed, values of water are extremely context-specific, and circumstances and priorities shift. They vary by
region, stakeholderand overtime, and are difficult to quantify precisely because different stakeholders
conceptualize and describe them differently. This means that valuing water cannot be perceived as an
objective or neutral way to put a value on water. Moreover, values are unstable, with variabilitydue not only
to shifting political priorities, but also to changesin demand and availability, linked, for example, to climate
change and economicdevelopment.

The productive value of water is often expressed in monetary terms. This aspect generally receives the most
political interest because economicdevelopmentis considered mostimportant and may occur at the expense
of environmentaland social values. The risk is that water will be allocatedto uses with the highest production
values, bypassing otherkey criteria. The challenge isto foster equity in access and ensure that, in additionto
productive values, non- monetary and non-economic values of water are considered. An inclusive valuation
framework should be comprehensive and encompass problems of economy, ecology and society at different
geographical scales. As valuation frameworks are seldom comprehensive, multi-objective decision-making is
often based on partial values.

The economic value of water can only be as great as the benefits to society one is willing to forgo. Thus, an
ecological orientedframework mightyielda high monetary valuefor coastal mangroves (as the TEV of coastal
protection against tsunamis may be considerable); yet, when offset against the potential benefits of cheap
food supply to urban centers (i.e. avoidance of the costs of food riots), the economic balance may easily
change or be nullified. Rather than trying to commensurate these diverseservices into onevalorizationvalue,

1 Ostrom, E. Governingthe Commons: The Evolution of Institutions for Collective Action. New York: Cambridge University Press. 1990.



we see more meritina structured approach that is geared towards making explicit these dispersed values of
waterto society, and account forthem explicitlyinaweighted decision.

The values of water reside ina number of dimensions, spanning the economic, cultural, spiritual, emotional,
aestheticand environmental. These are not all measurable by the same standard, which poses a challenge. It
isfurthermore unclearhowthese values can best be articulated—for example, in monetary terms orinpolitical
preferences orin some other metric—and whetherthey could be made commensurable. Expressing all value
components in a common unit, such as monetary amounts, puts unnecessary limitations on valuation.
However, some social objectives may be considered paramount regardless of the virtual monetary value
assigned tothem.

Valuing water needs to bring together explicitly the publicand private values of water. Bringing these together
usinga common denominator, typology or methodology is difficult because they are intrinsically differentin
value and scale. From a policy perspective, thisis not necessary —as long as both are explicitly accounted for
and weighted on their merit, they can be used to guide explicit decision-making and negotiated priority-
setting.

Commensurationisapolitical act, asit transforms the categories people use into values and represents what
ismeaningfulto them. It redefines the terms of the debate. Thus, valuing water is ultimately a political process,
even when done as ‘scientifically’ or as ‘rationally’ as possible. People’s behavior and responses to
(dis)incentives are atthe center of this challenge.

Thisimplies thatthe key role of valuing water lies not so much inits numerical assessment as in the process it
offers to engage stakeholders across different perspectives and interests of water use. Water valuation can
play a key role in making explicit the trade-offs intrinsic to decision-making and priority-setting; especially,
when it concerns societal needs. Safeguarding public values are ultimately political processes and political
decisions. Valuing water cannot absolve policy orsociety from the responsibility of this task —what it can do
is provide a framework to make explicit both the publicand the private values.

As publicand privatevalues of water are intrinsically differentinvalueand scale, itis difficult to bring economic
values and societal needs together using a common denominator, typology or methodology (as
commensuration is a political act). From a policy perspective, this is not necessary — as long as both are
explicitly accounted forand weighted ontheir merit, they can guide explicit decision-making and negotiated
priority-setting. Such a framework can be used to compare the scores of different development strategies on
a number of criteria, such as food security, food sovereignty, equity and environmental impact.

Itisdifficulttoaccountforall externalitiesat the various scales, duein part to the global interlinked economy.
Assessments of potential impacts on third parties, such as social externalities and the impact of water use on
ecosystems and other geographical areas, are often lacking, which means that the values derived are often
imperfect. Though all wateris used locally, impacts cascade across geographies.

Regarding the global interlinked economy, people around the world share and exchange water directly and
indirectly through natural hydrological systems and through, for example, the global food trade (i.e. virtual
water). Itis a challenge tolink the urgency expressed at the global level tolocal action and achieve the scale
of effortrequired, especially since agricultural and trade policy as wellas geopolitics oftendetermines what is
produced where. The world has struggled to find an appropriate structure for managing the resource. This
occurs because water has the attributes of a public good (non-excludability and non-rivalry) and is most
possibly acommon property resource. This hasled people to think of waterasa ‘wicked problem’.



These practical challenges have implications for how values can be factored into decision-making. Because
values are often subjective and change overtime, itisimportant that decisionregimes be adjustable to reflect
shifting priorities and physical circumstances as well as the outcomes of new negotiations atthe least cost to
society. When there are various unintended consequences of water use, market-clearing water prices and
water markets can play only a limitedrole in waterresource allocation. Water markets can operate within the
realm of private goods without unintended consequences, but not across the realm of public benefits. The
latterrequire safeguarding through explicit and targeted regulation. This wouldimply that water markets can
only operate within a tightly regulated trade-space, in which public values are secured through regulatory
rules. Water markets are only desirable if their outcomes do not conflict with underlying value systems. This
means they must take adequate account of, for example, ecosystem needs and social externalities, such as
stranded populationsandreductionsinreturnflows. Thisis generally not the case.



3. A three-stage process to operationalize the Valuing Water Principles

Referencing policy and practice against the HLPW Principles

In recognition of the abovementioned challenges of valuing water, this framework for better de cisions
impacting water first addresses the need to determine the value of water, upon which de cision-making is
based. In this conceptual framework, it is suggested that the value of water be determined through the
operationalizing of the five Valuing Water Principles.

Anapproach that can be used to make trade-offs between marginal changes that may well result from altering
the system in any way — physically, economically or from a socio-political perspective —explicit, is outlined
below. This evaluationprocessis based onthe concept of opportunity cost: wherethe value of any element is
determined and measured by whatone is willing to give up to getit.

It should be noted that this process of identifying values can be used for both diagnostic and prescriptive
purposes. Once the valuesare known, they can be used to diagnose the system, informing decision-makers of
what may be wrong with the system, where itis going wrong, who might be impactingit, whenit might have
gone wrong, etc. Knowledge of the values can also be employed in assessing the curative abilities of different
proposals. Thus, knowingand reconciling different values plays animportantinformative role inthe process
of systemic change. The process of determining these values is based on the five Principles specified by the
HLPW.

Stage 1: Identifying whose values are at sake

First, by undertakingan informed stakeholderanalysis to determine whose values are at stake it will become
clear who should be involved in the process of determining (phase 2) and reconciling the various values of
water(phase 3).Itis an 'informed process'because a positivistapproachis desired, one wherethe valuesare
determined from changesinthe physical or governance structures of an existing water body. To do that, the
interested stakeholders need to be identified and recruited into the process. Thus, Principles 3 and 5 (see
Annex 1forreference) areimportantinthis process of stakeholderassessment, along with the need to build
trust (Principle 2). The mapping of the powerandinterest space is a core element of this phase.

By using a scatter diagram the power of each stakeholder group can be aligned with the interest each
stakeholderhasin each scenario. In otherwords, each scenarioisrepresentedin aseparate scatter diagram,
with the power revealed on the vertical axis and the interest on the horizontal axis. Thus for each identified
scenario, the relationship between each stakeholder’s powerand interestis shown (see Figure 2).
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Figure 2: Measuring Power and Interest. A segregation of which stakeholders (Source:
http.//stakeholdermap.com/stakeholder-analysis.html)

Stage 2: Determining which values are at stake

Second, the process of discovering the various values of water relies on knowing which values are at stake
from the perspective of what impact changes will have socially, e nvironmentally and economically. To this
end, values are explicit fromthe processand dependent on the size and scope of the proposed change. It must
be recognized by all that changes to a water system will change the economic, social and environmental
standing jointly. Thus, Principles 1 and 4 are important in this process of discovery. In this process, it is
necessary to map the different values of different stakeholder groups. Thiscan be done in a quantitative (BCA,
EIA, SIA) as well asina qualitativemanner (by value surveys).

Stage 3: Reconciling the tradeoffs between values

Third, there is a need to negotiate the trade-offs between the different values derived from the social,
economic and environmental discovery processes (Principle 2). The key values from phase 2 need to be
summarized and compared and put to the stakeholder group. While some will be positive, many otherimpacts
and the values of these changes will be negatively correlated with one another. Comparing the size of two
negatively correlated impacts reveals the opportunity costs of trade-offs, as it shows how much one has to
give up to get a positive outcome. By a process of simulation it may then be possible to establish the limits
stakeholders are willing to accept with a change. Thisimproved processwill build trust among all stakeholders
(Principle?2).

How the five Valuing Water Principles can lead to better valuing of water

The five Valuing Water Principles are incorporated in the proposed methods above, and exist in different
components. This section makes explicit howeach of the five Principles (see Figure 1) is expressed in the three
stage procedure.
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The first principle involves reconciling and embracing multiple values to different groups in all decisions.
People need to recognize and understand that a body of water means different things to different people.
Hence, they value that body of water differently. Any change, however big or small to a body of water, will
affectthe values of any and all the people who have aninterestinthe water body. When changes to a water
body are proposed, those seeking change need to recognizethat others may valuethe water body differently.
To not recognize these alternative views on the waterbody’s value will lead to a degree of resistance to the
suggested change. To overcome this resistance, those proposing a change need a process for incorporating
these different values. Aninclusive stakeholder process (Stage 1above) that does not exclude any perspectives
on the value of wateris consistent with this principle.

The second principle, that of reconciling values and building trust, builds on the first principle. Because each
stakeholdervaluesawaterbody differently a processis needed to establish and record these different values.
The stakeholder groups (Stage 1) are established to build the trust amongst all those who gain some value
from the waterbody. Openlydiscussing howthey derive theirvaluefromit provides all with an understanding
of whatis involved. Then, and only then, comes the process of quantifying the values. This involves gathering
information (Stage 2) on each value held. The implicit and realisticassumption is that different bodies of water
hold differentlevels of value to each stakeholder. A pristine water body, forexample, will hold more value to
an environmentalist than a polluted one.The distinctions between different values for different water bodies
and quantifying those differences, is incorporated in the second stage of the process. Those differences (all
measured in units and terms of how each stakeholder values the water body) make explicit the differences
between eachindividual and sets up the basis forreconciling each value (Stage 3).

The third principle, protecting the source, is arecognitionthatin many assessments of a proposed change the
boundaries imposed within the analysis are usually very limited. For instance, a proposal to improve the
efficient use of water from an irrigation canal will usually only involve the waterderived from the canal, and
not the pressures this may place on the river that the waterin the canal is sourced from. Other examples, such
as those that involve taking water from an aquifer, are more pressingin this regard but rarely includedinan
assessment. Regardless of the change, all changes will involve some alteration of the original sources of the
water involved. These sources need to be acknowledged first (in Stage 1 of the process at stakeholder
meetings), its changes recorded in the valuation process (Stage 2) and ultimately their values reconciled (in
Stage 3).

The three stages of the valuation process are all abouteducating and empowering stakeholders on the intrinsic
value of water; the fourth principle. The stakeholder process (Stage 1) is an application of a process of
empowerment. At this juncture it is important to recognize that different stakeholder processes can lead to
different levels of empowerment. A limited and exclusive grouping, one based on existing power structures,
will not lead to the empowerment of the general populous. It will notlead to the full and complete valuation
of the value of a body of water. Only aninclusive grouping of stakeholders, one thatis truly representative of
all of those who have some view of the value of water, can lead to a better understanding of its true and
intrinsic value. The process of recording (Stage 2) and reconciling values (Stage 3) is one of educating those
affected by a change. Nothing can be hidden in an open and transparent stakeholder process. Furthermore,
duringthe investigation process (Stage 2) there needs to be somerecognition of the market failures that affect
the values of water. These are the externalities that so many talk about. However, there is more to this than
justthe externalities. Those who participate in the process need to understand and be educated on the public
good nature of water, how monopolization occurs, the problems of asymmetricinformation and the poor
provision of property rights that affect all water systems. All these elements will affect the determination of
the values people place on water (Stage 2).
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The fifth Principle, investingand innovating to ensure adequate investmentin all aspects of a water body, is
built around the three stages presented above. To invest and innovate in a water body implies that some
change is being proposed that will alter the values people hold for the water body. The aim in setting up a
stakeholder group (Stage 1), determining which values are at stake (Stage 2) and reconciling those values
(Stage 3) all revolve around making a change. That change will involve some innovation and investment if it is
to succeed. Setting up a stakeholder group to deliberate over the value of awater body alone has no place in
this process. The process of change, and representing that in terms of the values of those affected by a change,
isat the heart of this proposed approach. Knowing the value of water helps diagnose the problemsand assists
inthe process of suggestingacure; all of which thenleadstoinvestmentandinnovation.
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4. Changing the systems that produce unsustainable outcomes

Better decision-making though leveraging multiple water values in four loops and four phases

The preceding chapter has providedthe first dimension of the frameworkfor better decisionsimpacting water.
It establishes common, inclusive language around the value of water based on the Valuing Water Prindiples,
and contributes inclusive insight on the water-related landscape, or system, and establishes guidelines for
accurate system transformation. With this piece of the puzzle, we are given direction and understanding of
what betterdecisionsmay look like. We still miss, however, a strategy for how to achieve making these better
decisions consistently —particularly when it seems the systemis fixed to return unsustainable outputs.

The reality is that while many initiatives taken overthe yearsto shifttoward the sustainable management of
water use have been successful at project scale, few have had a large systemicimpact and many have not
proven sustainable in the long-term. The systems (policies, incentives, governance) that produce
unsustainable practices are often much bigger and more difficult to change than a project’s sphere of
influence. As a result, many projects produce only minor and often temporary changesin the status quo, at
best.

This second dimension of the framework introduces a systemicchange theory and links this theory to valuing
water as outlined inthe previous chapter. 2 Withinput from the first piece of the framework, this next piece
provides agenericmodel that can help map and understand the ‘rules of the game’ that create unsustainable
outcomes (see Step 1-4below, and Figure 3). In addition, the systemicchange theory provides an overview of
what transformation of systems tends to look like when successful, in four distinct phases (Step 5, Figure 3),
and provides an overviewof what needsto be done and by whomin each of the phases to drive the transition
to a more sustainable outcome (Step 6, Figure 3).

Thistheory builds on extensive work that has been done on systemicchange, hasits originsinthe food sector,
and has previously been applied to different issues in different sectors, such as the financial, gold and
agricultural sectors. A summary overview of the approach is described in Figure 3. The steps below provide
guidance on how to apply this frameworkin practice and link to the framework described in Chapter 3. These
stepsare furtherexploredinacase studyin Chapter5.

Define yoursystem —Whose values are at stake?

Determine the problem —What values are at stake?

Evaluate what needs to be achieved —How should the values be reconciled?

Map the current system dynamics — What leads to unsustainable collective behavior?

Discuss the maturity of the initiatives and solutions so far — What initiatives are currently being rolled
out and how do they contribute to systemicchange?

Use the stakeholder matrix to decide what needsto be done —Who can or should do what to drive
systemicchange?

2L.Simons, A. Nijhof, et al., Changing The Game, in preparation. The concepts presentedin this paper are a summary of those includedin the book,
and applied tothe water context.
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Figure 3: A model for understanding and changing the system leading to unsustainable collective behavior and water
issues (Source: Simons and Nijhof et al., Changing the Game, in preparation).

Systems thinking

Feedback loops

The language of systems thinking involves loops. Loops are aseries or chain of ‘cause and effect’ relations that
influenceeach other. Onecause leads to an effect, and that effect becomes the cause to lead to another effect,
leadingtoanothereffect, and soforth. Usually there are different ‘cause and effect’ loops at play at the same

time and influencing each other. The interaction between different loops drives system behavior. Different
loops can reinforce each other orbalance each otherout.

Reinforcing loops (R) are those where the ‘cause and effect’ relationslead to continuous stronger growth
(positiveor negative). They lead to a continuous and increasing amplification of effects or phenomena. Or the
otherway around, they leads to phenomena or effects continuously decreasing. The resultof reinforcing loops

when left unaltered is always explosion or collapse of the whole system. Balancing loops (B), on the other
hand, stabilize systems overtime.

Complex problems often stem from a system that for some reason has become unbalanced. This unbalance is
a result of the balancingloops having lost control overthe reinforcing loops. In practice, this means short term
self-optimizing behavior from the actors starts to get rewarded, while the results of theiractions are not felt
by them, hurt others and may eventually lead to the collapse of an entire system.
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When a common good like a water supply needs protection, it cannot be expected that the self-optimizing
actors will take care of it by themselves, as by default they lack a systems perspective and have limited
individual influence. There must be an authority that acts above and on behalf of the individual actors to set
and enforce rules. This authority could be agovernment or could take the shape of collectiveaction and self-
regulation. Common interests need to be protected against the behavior of self-optimizing actors by enforcing
rules that lead to more beneficial system loops. When there is an absence of authority, when the authority
failstoset and enforce the rules, or when the authority benefits from the misuse of the common good, it will
often intensify the self-serving race to the bottom between actors that want to achieve short-termgains. In
such cases, everyone willtake as much as possible out of the publicresource pool, as quickly as possible before
someone elsedoesand thereis nothingleft. Itis this system dynamicthat causesissues around water quality,
safety and accessibility.

Applying systems thinking

Based on all the elements discussed so far there are four ‘cause and effect’ loops we can distinguish within
sectorsor systems that all influence one another. Each loopin itself contributes tothe situation, butitis the
combination of all loops that creates the complexity and causes problems to persist. For the purpose of
explaining the model, itis sufficient here describe the outcome that we wantto analyze as an ‘unsustainable
system’.

Alternatives loop — Are sustainable alternatives available and conditions for change in place?

Thefirstloopis a balancingloop (B) thatis often lacking from the system;itis the loop which provides
alternatives or conditions forchange. This loop answers the questions: Are alternatives forthe current
behavioravailable, and are the conditionsin place to use those alternatives? This loop will have the desired
balancing effect when actorsinthe enabling environment and the marke t see alternatives to their default
behaviorand are able and willing to choose those alternatives.

Reward structure loop —What behavioris rewarded by the system?

The secondloopis the reinforcing (R) loop of the reward structure. The dynamics of a system consist of self-
optimizing actors that together form a system of supply and demand of goods and services. The reward
structure loop asks the question: What behavioris the systemrewarding? By understanding these incentives
we can determine what drives the dominant collective behavior in the system and understand the
(unsustainable) consequences of that behavior.

Externalities loop — Are the negative consequences felt by the ones who are causing them?

The third loopisa balancingloop (B) that iseithernotin place or is not functioning properly and therefore
furtherdrivesthe undesirable outcome. Thisloop asks the question: Who feels the negative consequences
of the dynamicsinthe reward structure and enabling environment loops, and when? This loop will only have
the desired balancing effect when the same actors benefiting fromthe reward structure and enabling
environment dynamics also feel the negative consequencesinthe shortterm.

Enabling environmentloop —What are the structures that support, strengthen or fail to correct the outcome?

The last loop that contributes to the outcome of an unsustainable system is the reinforcing loop (R) of the
enabling environment. This loop answers the question: What are the underlying structures that support,
strengthen orfail to correct the outcome? The cycle starts withasking w hat governmentsare benefitting from
or are trying to achieve. Benefits for governments might include, for example, re-election or an increase in
employment, tax revenues, investments in the country, maintaining competitive advantages for certain
industries, or satisfying lobbying organizations. With these benefits in mind, governments may create an
enabling environment or regime that preserves or strengthens those benefits in rules, policies, institutions,
tax and financial structures, infrastructure, educational systemsand media. Asa result, unsustainable behavior
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inthe enabling environment or ‘reward structure’ loops is strengthened or fails to be corrected. For example,
in the case of water issues, the incentive structure of the relevant authorities and legislation would need to
be understood, including identifying the barriers for changing water policies.

The reward structure and enabling environment loops help us understand how the system leads to an
unsustainable outcome. The externalities loop explains why the system doesn’t correct itself, since actors
causingthe outcomes don’tfeel the negative consequences of their behavior. The alternatives loop explains
why itis so hard to change the default behavior, as alternatives are often either unavailable or unfeasible if
the conditions forusingthemare not in place.

In combination, the four loops comprise a model that can help map and understand the ‘rules of the game’
that create unsustainable outcomes inasystem.
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Figure 4: The four reinforcing loops leading to an unsustainable system (Source: Simons and Nijhof et al., Changing the
Game, in preparation).

Individual actors are not to blame for a failing system, nor can the system be changed by individual actors;
changing the rules of the game is ultimately always a collaborative effort. The next section introduces a
potential way of managing collaborative efforts to change the system.

Valuing Water Initiative | January 2020 16



BETTER DECISIONS IMPACTING WATER

Questions to guide application of theory to practical scenario:
e What unsustainable behaviorleads to the waterissuesinthe scenario you are looking at?
e Whatisthe rewardorincentive forthatbehavior?
e Whatisthe structure that keepsthatbehaviorin place?
e Arethe negative consequences felt by the actors causingthem?

e Whatisthe preferredalternative behaviorandisitviable?
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Changing the System

The previous section introduced a way of analyzing the system leading to unsustainable outcomes, which
builds an understanding that is needed for driving change of that system. This section gives a simplified
overview of what transformation of systems tends to look like when successful, infourdistinct phases. After
looking at these transformation phases and which feedback loops they influence, we will look at what needs
to be done by whomin each of the phases to drive the transition to a more sustainable outcome.

The Four Phase of Systemic Change

Changingortransformingasystemisa slow and reactive process, which needs to be managed in an educated
and adaptive way. The change happens in four distinct phases and the desired management of the change
and beneficial stakeholder roles will differ per phase. As each phase passes, the necessary elements and
conditions are gradually put in place to change the dynamicsand intersections of the four system loops that
were discussed in the previous section. And if the four system loops are changed, the outcome will ultimately
be different.
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Figure 5: The Four Phases of systemic change (Source: Simons and Nijhof et al., Changing the Game, in preparation)

These are the four phases of systemicchange.

Phase I: Inception

How it starts: This phase starts most often with a major crisis that raises general awarenessin the sector
aboutthe problem. The initialresponse is usually one of denial and of playing down the problem and the
wish to continue with business as usual.

The emerging behavior: Campaigners use the crisis to put pressure onindustry and government by naming
and shaming. Frontrunners start high-profile, mediagenicandisolated projects and pilots. Over time the
number of actors that still deny the problem decreases. Many subsidy schemes and donorfunds are made
available. Doing anythingis considered more important than doing nothing. Hundreds, if not thousands of
isolated projects are implemented. However, projects never fail and neverscale.

The end state of the phase: The sectoris more receptive thatindeed there isaproblemandthrough the
projects possible viableand actionable alternatives have been created that can be used as part of solving the
problem.

The system loop it influences: Phase | of systemicchange influences the alternatives systemloop .
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The impact of the initial shock of the major crisis that started the transition
can be leveraged by campaigns. The campaigns can increase and sustain an overall feeling of urgency and
can apply continuous pressure on actors to do something. In additionitis beneficialto reward those who
acknowledge the problem and try to addressitand forto punish those who deny the problem and continue
business as usual. Learnings from the many projects should be capture d as quickly as possible and astart can
be made with the next phase.

Phase II: Competitive Advantage

The problemis evidently persistent and the pressure isincreasingly felt by governmentand
industry. Awareness that projects alone won’tsolve the problemis increasing.

:Firstmovers use the viable alternatives from the phase | pilots to their competitive
advantage as they absorb first mover cost and risks. Second and third movers are pressured to follow suit
but will differentiate theiractions, to try and reap whatever competitive advantage they stillcan.
Competition onthe solution leads to higher commitments, innovation and to differentiated solutions.

Businesses will be competing on sustainable business models. There will be
confusionin the system on what to do next with growing frustration that the problemis not solved despite
all efforts. Claims of greenwashing willbe made, while the marketing value of current sustainability work is
decreasing, though its costs are increasing. Efforts clearly need to be scaled up and require changesin the
enabling environment, for which collaboration is needed. Inthe meantimethe problem will persist.

Phase Il influences the reward structure system loop.

The market starts to compete on sustainability, which drivesinnovation and
ambitioninthe industry’s sustainability efforts. The competition can be furtherincentivized by rewarding
first movers, penalizing laggards and providing a clearimage of what the desired outcome looks like.

Phase Ill: Non-competitive collaboration

After competitionin phase Il, a critical mass of actors is ready for non-competitive
collaboration through coalitions and platforms.

A critical mass of actors from different stakeholder groupsis keentotry a different
approach. The problemis persistentand even worsening, so solutions need to be of largerscale as well.
Actors increasingly realize a collaborative systems approachis needed. New business models have been
designed, and are ready to scale up. Resistance and lobbying against the plans for change increases as
laggards are concerned about the new status quo and their positions. Former allies like NGOs and standard
setting organizations can also become resistantif they begin tofeel irrelevant.

Phase lll addresses the enabling environment system loop. By working
togetherwith all stakeholders, amore supportive enabling context can be created that facilitates the uptake
of the new practices.

Multi-stakeholder collaboration underwell organized and managed platforms
with ample resources. Commitment and trust. Resistance to pressure from counter-lobby.

Phase 1V Institutionalization

The sectorisreadyfor change. Laggards needtocome onboard and a level playing needs to
be created.
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The new behavior: A critical mass of actors from different stakeholder groupsis ready for the future and will
alsobenefitfromit. Creatingalevel playing field has become a market opportunity. Political leadership at
thisstageis crucial as choices will have to be made and the anti-lobby needs to be resisted. This phase
reachedthe tipping pointinthe system.

The end state of this phase: Anew normal has been created. The systemicchange cycle has been completed.
A new cycle may have already begun on differentissues.

The system loop it influences: Phase IV addresses ultimately the externalities system loop, or consequences
not felt by those who are causing the problems. Institutionalization is making the new practice the new
normal and with that putting consequences onthose who are notacting accordingly be it financial
consequencesorlegal, compliance, or permit consequences.

Success factors of this phase: Well organized lobby in favor of change. Political leadership, political
leadership, political leadership.

Stakeholders and their roles in each Transformation Phase

Effective management of systemtransformation processes involves ensuring the right stakeholders are taking
the right actions in each phase. This creates the right circumstances so that individual actors with opposing,
short term self-interests, are willing and able to work together more to find shared solutions to shared
problems. In every phase of system transformation there are specific patterns of behavior from different
stakeholders that fit with the dynamics of that particular phase. In the description of the phases, we already
mentioned the roles of the different actors that fit with the dynamics of that phase. And for each phase this is
different.

Note: the overview below is not exclusive. In different systems and geographies the relevant stakeholder groups may
differ. For example, in the context of water issues, consumer/civil society groups may need to be added, along with
intergovernmental and multilateral organizations like the EU and UN. The roles these actors can, and should, play
would need to be understood and defined for a complete analysis.

Questions to guide application of theory to practical scenario:
e What are the important stakeholder groups in the system relevant to scenario you are considering?

e Stakeholdersoften know whatthe right thingis they should do. What are the reasons they do not
act accordingly?

e Whatisthe role of governments? What are the reasons they are not acting forcefully?

e Whatisthe role of private sector? What are reasons private sectoractors act in different
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Figure 6: Roles of stakeholders in different phases (see Annex4 for full version)
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5. Conclusion

What has just been presented is an informed, yet non-exhaustive, framework for making better decisions
impacting water.

The framework constitutes two dimensions: the operationalizing of the Five Valuing Water Principles to
determine the valuing of water, and the transformation of sectors and systems through a systemic change
strategy to enable and reward decisions that value water.

VWI maintains that water-related decisions require an inclusive language for the multiple values of water. It
alsobelievesthere ismeritin zoomingoutand using the systemicchange frameworkpresented to understand
and embrace the reality of the systems where water is not being valued, as well as to see that new valuing
practices can be institutionalized. Thisisaniterative draft that represents the first attempt to integrate these
piecesinaframework forsustainable wateruse, anditremains adynamicexercise.

Understanding and being transparent about what is needed (also from outside the water sector and policy
makers, etc.) and what cannot be changed in certain systems will help tremendously in the expectations, risk
analysis and forecasts of the impacts of not valuing water. Likewise, itis necessary to continue motivating all
actors to participate in bringing the systemicchange we envision, asit is only with such collective action that
our systems can support valuing water, sustainably.

These are the ideas represented in this conceptual framework. We turn back to you, our partners in valuing
water, to considerand communicate: does this thinking help you to make better decisions impacting water?
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Annex 1 — Application of the framework to the case of Bangladesh

The framework constitutes two dimensions: the operationalizing of the Five Valuing Water Principles to
determine the valuing of water, and the transformation of sectors and systems through systemic change
strategy to enable and reward decisions that value water.

In order to illustrate how the framework for making better decisions impacting water may work in practice,
this section introduces the case of Bangladesh. This case has been selected as according to The Global Risks
Report 2016 by the World Economic Forum, failure of climate change mitigation and adaptation and water
crises rank among the top three impactful risks for developing nations like Bangladesh. Furthermore, itis a
case that shows the possibility of clear action towards systemicchange in relation to water. The structure of
thisanalysisis based on eight steps, of which six are outlined below, linked to the approach described earlier.

: Define your system—Whose values are at stake?

: Determine the problem —What values are at stake?

: Evaluate what needs to be achieved —How should the values be reconciled?

: Map the current system dynamics — What leads to unsustainable collective behavior?

: Discuss the maturity of the initiatives and solutions so far — What initiatives are currently being rolled
out and how do they contribute to systemicchange?

Use the stakeholder matrix to decide what needsto be done —Who can or should do what to drive
systemicchange?

Please note thatthis approach, in combination with the Valuing Water Principles, is new and hasn’tyet been
applied to a real world project or case yet. This case study is intended to illustrate what such an approach
couldlook like, but by no means provides an exhaustive picture of the situation in Bangladesh. A full analysis
shouldtake a broaderlook and include more factors, such as climate change and the role of civil society.

Step 1 & 2: Determining the System and the problem: Main sustainability issues in relation to water in
Bangladesh

There are many sustainability issues with respect to the use of waterin Bangladesh. What are the main
issues that are relevant to the topic at hand?

. First of all, three big Asianrivers—the Ganges, Brahmaputra and Meghna —shape the landscape
and make it a fertile country forfood production. However, river and coastal floodingisa major
problem.

] A second challenge is that water infrastructure has struggled to keep up with the rapid pace of

urbanization. Forexample,the capital Dhakaincreasedin size from 500,000 in 1970 to more than
25 million in 2017. At present, five million of the 165 million people living in Bangladesh lack
access to safe drinking water and 85 million lack improved sanitation.

. A third issue is that in the Dhaka region, the groundwater level shrinks every year by about 10
centimeters and even two meters per year in the Northern region of Dhaka. Many people,
services, and companies dependon groundwater, and groundwater has importantenvironmental
and social functions.

. Furthermore, water pollution also affects biodiversity in rivers and the potential to useriver water
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for other purposes 3.

Note these are just some of the challenges linked to water in Bangladesh. Although all are relevant, and in many
ways interconnected, this case isfocused on the challenge of groundwater depletion.

Whatare the biggest drivers of groundwater depletion?

Textile factoriesare the largest contributors to the cluster’swaterscarcity as wellas pollution challenges*. The
washing-dyeing factories are the second biggest polluterin the country, consuming 1,500 billion liters of
groundwater annually and contaminating surface water through inadequate effluent treatment, negatively
affecting the lives of nearly 12 million people. Studiesundertaken in the Northern region of Dhaka—the capital
of Bangladesh —reveal that the wet textile factories are the largest consumers of freshwater. Together, the
wet and dry processes in the textile industry account for 93% of the freshwater consumption in the Norther
regionin Dhaka. See also Figure Al below for an illustration®. The Ready-Made Garment sector is by far the
biggestindustry in Bangladesh.

Textile Wet Process — 61%

|
Textile Dry Process m
Agriculture m
Households m

Other Industries @
Other Domestic @
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Figure A1: Annual fresh water consumption of the Konabari cluster in percentages (source: Water Footprint Assessment
Report).

Determining who should sit around the table: Establishing a stakeholder group

While deciding that a problemexistsand resolvingitare two verydifferent procedures, both can be resolved
by the same group of people:agroup of stakeholders, all of whom value waterin some way. It matters little
whether they view the problems differently, or have different solutions to the perceived problems; only
that they value in some way the water body under investigation. To do this there is a need to establish a
stakeholder group of those interested in and affected by the problems that besetawaterbody and include
those who are ina position toinfluence the outcomes of any change inthe water body.

Setting up stakeholder groups and conducting a stake holderanalysisis not difficult. The composition of the
group should be ‘representativein viewonly’. In otherwords, the myriad different views and values people

3 Prio report (2013), Water Scarcity in Bangladesh; Transboundary Rivers, Conflict and Cooperation, PRIO report1-2013

4 https://www.textilepact.net/about-us /what-is-pact.html

5 https://www.textilepact.net/focus-areas/operating-e nvironment/water-footprint.html
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have on a waterbody need to be heard. To do that they need aseat at the stakeholders’ table. What should
not occur is representation by power of numbers or vested interests. To do so would entail the most
powerful having the loudest voice and/or the tyranny of the majority. A stakeholder group needs to be
inclusive, rather than exclusive. It needs to be a body established to discover the value of water and the
impacts that changes may well have on all the values held. It needsto evaluate and diagnose probl emsand
drive cures, all using the information embodied in the values expressed about the body of water.

Establishing stakeholder groups is not about getting an accepted measure or proposal ‘across the line’ or
gettinga view abouta waterresource accepted. Itis a process of discovery, where the outcomes may well
lead to a known outcome, but that outcome is only derived from the process of discovering the values
people hold for water. It is through this inclusive stakeholder process that the different values can be
embraced and opposing views heard, thus both empowering and embracing, while educating. Thus, the
bestresults can be derived from a group who have widely differing views. Choosing a group of like-minded
people, and/orthose who hold the same vestedinterests as everybody else, will lead to inferior solutions
and a poorervaluation of the waterbody in question.

Step 3: Evaluating what needs to be achieved

In a sustainable future the depletion of groundwater should be stopped and, even better, altered to ensure
long-term availability of water, both for people and the environment (Principle 3). Furthermore, access to
groundwater should be organizedinsuch a way that it allows forthe values of different groups ( Principle 1),
including an appreciation of these different values by all stakeholders involved (Principle 4). And to sustain
thissituation for the future, itis crucial that the processleadingto thissituationistransparentand inclusive
(Principle 2) and builds the institutions needed to make this the new normal (Principle 5). Developing sucha
vision of the future is crucial because it functions as a benchmark to see whether interventions are creating
change in the right direction and whether the strategy developed is all-encompassing in relation to all five
principles. An established representative stakeholder group needs to be nourished with information.
Ultimately that information gets translated into the values each member of the stakeholder group holds for
water, and these values are then reconciled between them.

At this point, itis a good ideato determine the metrics on what is considered to be of value from a water
resource. Ask, doesthat include the economicreturns fromindustries, the material welfare of the people,
the quality of the water, the depth of the groundwater, the ecosystem services produced from the river,
the housing needs of people, etc.? Itis possible that allthese things are valuableto know, but itisreasonable
toask whethertheycan they be ordered and restrictedinto a manageable number. Onlythenisit necessary
to ask how each of the measures chosen asimportant can be measured. Knowledge of each of these issues
should come from those who were identified in the stakeholder analysis (Principle 4) and would add to the
transparency of the process (Principle 2).

Gatheringthe information

While some idea of the currentincentive structure is known, more knowledge is needed. You need to know
how each of the chosen metrics are affected withinthe currentsetup. If it is monetary returns, then they
are well known from the analysis presented directly above. But what about the environmental and sodial
influences that are affected by the current situation? Without this overarching view of the physical,
economic, social and environmental impacts of the current situation, it would be impossible to allow for
the values of different groups (i.e. Principle 1would not be followed).
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Reconciling values

The metrics allow policy makers to evaluate each initiative, gauging how some initiatives affect some
elements of the value of water more than others. It should be acknowledged that trade-offs between
different metrics will result. Therefore, for instance, an initiative to improve groundwater levels may well
improve environmental metrics, but reduce the social and economic returns of the stakeholders. In this
case, it should be asked how much the stakeholders are willing to sacrifice from a social and economic
perspective to gain an environmental improvement. Furthermore, provided the same measures are used
across all initiatives, which initiative has the most beneficial returns and/orthe least detrimentalimpacts?

Why knowing the valuesis important for the Principles

The valuation process outlined within the process of systemic change aids the decision-making process,
satisfying Principle 1 (recognition of multiple values)and Principle 2 (reconciling values in a way that builds
trust). In addition, the process itselfeducates and empowersstakeholders(Principle 4) and providesa sound
basis upon whichinitiatives can be evaluated forinvestment process (Principle 5). The worth in protecting
the source (Principle 3) can also be evaluated interms of all the othervaluesthat are placed on the water.
This all occurs because the values that stakeholders place on water are explicitly stated and agreed to. It
allows for a refinement of initiatives where gains and losses are accounted for usinga common set of
metrics.

Knowledge of the valueindividuals place on different aspects of a body of water should be used throughout
what follows to determine the costs of current behaviors and the benefits of future actions. Valuation of
wateris the guide thatinformsthe whole process because...

System change requires direction.

Itisthe values people place onabody of waterand how they change in light of a proposed change that
should directthe overall process of systemic change. Values are the indicators that will inform the process
that follows.

Step 4: Map the current system loops

Understanding a system may seem a complicated exercise, but once when you know the questions you need
to answer foreach of the system loops it becomes quite easy (see Figure A2).

e Alternatives. There are some technologies available to carry out dry and wet processing in textile
production. However, many textile managers don’tknow aboutthem and they require an additional
investment and knowledge forimplementation.

e Rewards. The use of water is hardly a cost to producers and reducing it doesn’t bring advantages.
Instead, they are rewarded for shortening productioncycles(fast fashion)and lowering their cost price
(waterisan externality forthem). Rewards exist for good practices through e.g. certification, but only
for some, depending on the motivation and investments buyers (i.e. fashion brands) are willing to
enable.

e Enabling environment. Taxing factories is a major source of income for government agencies in
Bangladesh, and further limitations (and higher costs) may influence Bangladesh’s competitive
position in the ready-made garment industry. They have an interest in maintaining the status quo.
Limited regulations exist.

e Externalities. Many groups are facingthe consequences, such as other parts of the government that
needto investin new waterholesto supplementthe supply of drinking water, which increases costs
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of water supply and reduces security of access to safe drinking waterand sanitation®. There are also
numerous other externalities to take into consideration such as saltwater intrusion, arsenic
contamination, subsidence and wateravailability foragriculture in thedry season.Climate change will
likely furtherincrease pressure on waterresourcesin Bangladesh’.
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Figure A2: Summary of different system loops for the challenge of depletion of ground water in Dhaka.

Step 5: Discuss the maturity of the initiatives and solutions so far

What are the main initiatives being executed so far? How far has the transformation towards a sustainable
futureprogressed so far? In other words, in what phase is the situation in Dhaka at present?

e The Water PaCTisa maininitiativetotryto reverse the depletionof ground water. Itis aninitiative of
13 global textile brands, the non-governmental organization Solidaridad and several governments
(including the Netherlands and Bangladesh).So far 200 textile factories have joined and PaCT achieved
water savings of 21.6 billion liter/year, wastewater avoided of 18.8 billion liter/year and factory
savings of US $16.3 million/year®. Thisinitiative has the characteristics of Phase Ill: Non-Competitive
Collaboration.

6 Mair, J. (2012), Building Inclusive Markets in Rural Bangladesh: How Intermediaries Work Institutional Voids, Academy of Management Journal Vol.
55, No. 4, doi.org/10.5465/am;j.2010.0627.

7 Biemans, Speelmanet al. (2013) Future water resources for food production in five South Asian river basins and potential of adaptation options—a
modelling study Science of the Total Environment 468-469

8 https://www.textilepact.net/about-us /what-is-pact.html
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e However, the ready-made garment industry has about 4,000 factories, so most factories are not yet
part of PaCT. For them, the current situationis atbestin Phase ll: Competition, meaning that certain
investments in water treatment resultsin a competitive advantage. For this, the globally recognized
LEED certification for green buildings is important. It is a way for factories to show that they have
investedinenergy and environmental design, including treatment of water and thereforeitisa tool
for brands that want to source sustainably. Particularly in the upper segment of the ready-made
garment sector, certificationisanimportant qualifierto getan order.

e However, for most factories the current situation is characterized as Phase I: Inception — the
awareness that there is an issue in relation to water is there and results in many small projects and
pilots.
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Figure A3: The different solution initiatives in the Dhaka case plotted on the S-curve (Simons and Nijhof et al., Changing
the Game, in preparation)

Step 6: Use the stakeholder matrix to decide what needs to be done

Knowing what phase the current situation is in gives direction to what initiatives are effective for each of the
stakeholders involved. A strategy that would only focus on partnerships like PaCT would be detached from the
reality that mosttextile companies operate in. Therefore initiatives and strategies will have to be targeted on
the different stages the stakeholders arein.

What would be needed forthosein Phasel?

Accordingto the stakeholder matrix, itis crucial in Phasel that adominant actor starts communicating a vision
thatin the longterm thereis no place for textile factories who are still causing depletion of groundwater. At
present, this vision is still missing but it could be either the government of Bangladesh or the textile
association BGMEA who starts communicatingit. Furthermore, financial institutions have animportant role
because companies need investment capitalto change their textile processto aclosed loop process. Based on
the pioneering work of PaCT we now know that this resultsin a good return on investment, but many textile
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directors lack this knowledge. That’s where banks can step in and provide loans on the condition that it is
invested in makingthe factories future ready.

Furthermore, a part of the market is already competing on improved use of water. Whatis needed to stimulate
them to continue on this path and make others join this movementin Phasell?

Accordingto the stakeholder matrix, the role of launching customers is crucial. The SER covenant of textiles
isone example. The SER covenantis an agreement thatall majorbrands selling clothesin the Netherlandsare
applying sustainable sourcing principles and are transparent about the progress they make every year
(building upon Principle 1and 2 of the Valuing Water Principles). Thisis an important shift because it moves
the option of investingin wateras an option (Phase |) to whetheror not you will have businessinthe future
(Phase Il). However, the Netherlands accounts just for 2% of Bangladesh’s exports. That’s why cooperation
with othercountriesis crucial as well and that’s where embassies fulfil acrucial role.

It would be a missed opportunity if the strategy would not support those frontrunners who already work
togetherin a partnership in Phase lll, like the PaCT initiative. What do those actors need to create more impact?

They are lobbying towards the governmentin Bangladesh and the BGMEA to make this the new normal. That
helps to stimulate them to make a statement about the vision they have for the future of Bangladesh (see
commentsinrelationto Phasel). However, thosefrontrunners need more backup because —as was shown in
the systemloops at step 4—there are many interests to maintain the status quo. According to the stakeholder
matrix, both knowledge institutes and governments can provide crucial support for these frontrunners. For
example the statement from the EU that they are considering changing the low-tax status of Bangladesh if
they don’t step up their efforts in relation to improving social and environmental practices fits well in this
dynamic.
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Annex 2 — The Valuing Water Initiative

The Valuing Water Initiative (VWI) aims get to the systemic core of the wicked water challenges. Addressing
that core is essential as without it systemicchange is unlikely to happen. In orderto give direction to
systemicchange inrelation tothe use of water, the High-Level Panelon Water (HLPW) recommended five
Principles tounderstand, value and manage water better (see Figure 1).

These Principles emphasize both the physical and the normative dimensions of water. Physically, wateris
constantlyin flux, requiring attention for storage, access, use, contamination and purification of water
(Principle 3). Normatively, water has value for many different stakeholders and in many different ways
(Principles 1, 2 and 4). Including the physical and normative dimensions of waterin systemicchange,
requiresanintegral approach based on the benefits and risks linked to water (Principle 5).

The Valuing Water Initiative has the following core activities it has identified to accomplishits objective of
ensuring “Betterdecisions thatimpact water”.

policy, business practices and behaviouracross contexts, sectors, organizations and

0@ VWIJourneys: Demonstrate 4-5 practical applications of the valuing water principles to
companies.

(2]
. Leadership by example: Develop a Leadership Coalition of frontrunners who committo
learning how to apply the valuing water principles and share theirlearnings.

(3
VWI’s Learning Platform: Develop aknowledge platform which hosts both relevant
knowledge inputs to support VWIand learnings and best practices to value water.

Action through Inspiration: Mobilize effective communication toinspire othersto act through
inspiration, influence and collaboration.
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Annex 3 — Historical overview of Valuing Water

Since the adoption of the fourth Dublin principle in 1992 at the International Conference on Water and the
Environment (ICWE, 1992) there is aformal recognition that watershould be considered as an economic good
takinginto account affordability and equity criteria. This caused confusion. Savenije and van der Zaag (2002)
distinguish two schools of thought. According to the first school of thought water should be priced at its
economicvalue andthe law of supply and demand would then ensure that the wateris reallocated from low
value to high value uses. However, thisisatoo narrow interpretation, as allocation is asocietal question. The
second school of thoughtinterprets ‘wateras an economicgood’ as the process of integrated decision-making
about the allocation, use and conservation of the scarce resource water, which goes beyond finandial
transactions. It isabout makinginformed choices about the use, conservation and allocation of wateron the
basis of an integrated analysis of all costs and benefits in a broad sense, and not about determining the
“market-clearing” price of water.

Valuing water has long been the domain of economists, who have developed various methods for quantifying
the monetary value of water-related goods and services (Young & Loomis, 2014; Gibbons, 1986). The Total
EconomicValue (TEV) concept,applied to water by Rogers, Bhatia and Huber (1998), adopts a more theoretical
and economicbased approach to valuation. The TEV focuses on the use of valuation techniques that convert
non-use valuesintomonetaryvalues through methods such as contingent valuation. Since 2000, attention has
shifted to methods that also address environmental values (Emerton & Bos, 2004; Dyson, Bergkamp, &
Scanlon, 2003) and social values. These developments represent gradual shiftsin perspectives: from water as
an economic scarce good that needs to be priced accordingly, to water as a societal good that has intrinsic
value and foregone benefits to society, to an environmental perspective with high intrinsicvalues and benefits
to society (e.g.cleanair, cleanwater, coastal protection etc.). These shifts leadto shifts in valorizations, across
shifting perspectives, across scales, across economic domains (private v public); thus gradually complicating
theircommensuration into one value orasingle valorization frame. Toillustrate, a 2016 paper by WWF listed
fifty studies of watervaluation.

Stakeholder-oriented approaches that place stakeholders closer to the center have gained attention since
2006 (FAO, 2006; Hermans, Van Halsema, & Mahoo, 2006). Such approaches widen the water-valuation lens.
Rather than merely putting a monetary value on water resources, stakeholder-oriented approaches have
provided a structured and transparent mechanism through which those affected can e xpress the values that
water-related goods and services represent to them (FAOQ, 2006). This differs from classiceconomicvaluation
in that it is embedded in the water resources management process, of which it forms an intrinsic part.
Stakeholder-oriented approaches are used as a means for conflict resolution, decision-making, informing
stakeholders, supporting communication and sharinginsights.

Since 2016, valuing water has been one of the fourlighthouse initiatives of the High Level Panelon Water
(HLPW). The HLPW recognizes that global action towards Sustainable Development Goal (SDG) 6: Ensuring
availability and sustainable management of waterand sanitation forall, is critical, and therefore aims to
build momentum toward acommon vision for better stewardship of this global resource (World Bank, 2017).
Valuing wateris animportant part of thatvision. The HLPW initiative on valuing water has two purposes.
First, it seeks to builda common understanding and language around key principles to guide approachesto
valuing waterinthree critical dimensions: (i) the social and cultural, (ii) the environmentaland (iii) the
economic. Second, it stimulates political leaders to move theirgovernment agencies to take proactive steps
for a betterand sustainable water management, while galvanizing businesses and civil society inthe same
direction.
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Annex 4 — Different phases of systemic change with actor roles

Industry

Government

NGOs

Stop denying the issue

Partner with NGOs, or
otherstakeholders

Pilots, CSR projects,
support/partnerwith
foundations

Identify solution
principles

Embrace the crises

Communicate a long-
term vision

Make space for
experiments and
provide project
subsidies

Identify solution
Principles

Raise awareness about
the crisis

Be involved in projects
Campaign against
laggards

Set agenda for the
nextsteps
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2. First movers

@
. 4

o @
o®
R b

Develop sustainable
business models

Differentiate by
introducing new
business modelsand
labels

Engage value chains

Participatein
rankingsand
benchmarks

Emphaseslong term
vision

Challenge market
actors on principals

Be alaunching
customer

Recognize market
leaders

Reward first movers

Support pro- active
corporate strategies

Naming and shaming
of laggards

Emphasizeitistime
to moveon

3. Critical mass

pr

®

" o
o0 o
o0 o

Communicate a non-
competitive agenda

Form orjoin
platforms

Be inclusive when
otherswantto join

Develop a sector
strategy

Come with policy
goalsand measures

Support platforms
and coalitions

Influence behavior of
consumers

Change takes
incentives

Supportfrontrunners,
pressure laggards

Joinplatforms
Be a “watch dog”

Create transparency
aboutthe desired
future

4. Institutionalization

o

Lobby for the new
normal

Give credits to

politicians

Comply with
legislation

Take on next issues

Show political

leadership

Announce legislation

Create the new
normal

Remove the laggards

Lobby towards the
government

Dialogue with policy
developers

Monitor progress
Shiftattentionto

new issues
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Financial
Institutions

Research
Institutions

® :
&
. ;
O
Donate to charity
projects

Finance projectsvia
foundations

Apply negative

screeningtoend
relationships with
high-risk clients

Be clear about the
strategicpositioning
of the financial
institute

Flag urgency of the
issues

Study system loops to
create awareness
about the underlying
problems

Learn from emerging
practicesand
disseminate
knowledge

Identify good
practicesand
showcase them
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2. First movers

A

o
. @ s

Funding front
runners

Provide financial
benefits for
sustainable
business models

Engage with all
clients, especially
the laggards

Apply bestin class
screening

Showcase good
practicesin
educationand
research

Study best practices
and Investigate
failures

Develop benchmarks
and communicate
periodicresults

Define agendas that
couldliftthe entire
market
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3. Critical mass

——

® agin
‘ ~

@ ..
o0 o
Join platforms with

tax and finance
expertise

Collaborate with
otherFinancial
institutions

Create financial
solutionsforscaling

Linklongterm
investments to the
new normal

Continue to put
pressure on change
agenda

Be objective in
studyingthe
arguments for and
againsta new normal

Calculate the
potential impacts of
the new normal

Support lobby with
scientificevidence

4. Institutionalization

Lobby towards the
government

Integrate new
criteriain
investment Policies

Exclude unwilling
clients, also outside
the Jurisdiction

Communicate

potential risks

linked to new
Issues

Provide overview
of different policy
Instruments

Argue for specific
policy instruments
based on Research

Monitorimpact of
the new policies

Identify new
emergingissues
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