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Introduction 
 
Cooperation between an elephant and a fly? On the African continent it is 
difficult to think of a more illustrative example than the Lesotho Highlands 
Water Project, Africa's single largest inter-basin water transfer scheme. The 
project is the result of 'cooperation' between the RSA and the small 
mountain kingdom of Lesotho, it is governed by a 1986 Treaty between the 
2 countries and overseen by a bi-national body, the Lesotho Highlands 
Water Commission. The first phase of the project (Phase 1A and Phase 1B) 
was completed in 2003 and includes two large dams, Katse and Mohale, as 
well as smaller dams, the Muela hydropower station and a system of 
delivery tunnels to transfer water from the Senqu river system in Lesotho to 
South Africa's Vaal river system. At a cost of $ 3.5 billion for Phase 1, this 
is also one of the largest infrastructure projects in Africa.  
 
While tiny Lesotho, which is entirely surrounded by South Africa, is 
exporting water to South Africa, the country itself suffers from severe 
recurrent droughts and a majority of its inhabitants lack access to clean 
water.  This is a situation where apparently benign cooperation is hiding 
glaring asymmetries of power and inequity. 
 
A brief look at the context: 
Basutoland became Lesotho upon independence in 1966. Despite the 
country's close connections to South Africa, Lesotho, with an estimated 
population of 1.8 million people, continues to be one of the world's poorest 
countries. Migrant labor in South Africa continues to be the most important 
source of wage employment for the Basotho people, although it is declining. 
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The statistics for Lesotho are dismal – the country's unemployment rate is 
estimated at 40% and it suffers from one of the highest levels of HIV/AIDS 
infection in Africa with an estimated 31% of the population being infected. 
The human suffering behind these statistics is difficult to fathom. 
 
To understand the genesis of the LHWP, we have to move back to 1986, the 
year in which the Apartheid government in South Africa and a military 
government in Lesotho signed the treaty establishing the Lesotho Highlands 
Water Project. Shortly before the signing of the treaty, a military 
government in Lesotho came to power through a military coup, which 
reportedly was engineered by the Apartheid regime.  We know about the 
severity of repression in the last years of old South African regime, in 
Lesotho too, all internal political activity was banned following the 1986 
coup. 
 
Given this political context, the LHWP was conceived in secrecy and 
decisions were taken without transparency or public debate. Also hidden 
from public view was the rather interesting story of the financial 
arrangements that made this multi-billion dollar project possible. 
 
Although South Africa's apartheid regime was subject to international 
economic sanctions at the time, the South African government was seeking 
ways to raise capital abroad. This is where the World Bank offered its 
services.  
 
Since, the world's preeminent development institution could not be seen as 
funding the Apartheid-regime, it cast the project as a poverty reduction 
project for Lesotho. The justification for World Bank support of the project 
was that Lesotho's revenues from water exports to the water-hungry 
industrial heartland of South Africa would be paid into a development fund. 
This development fund would then be used to finance projects to reduce 
poverty.   
 
But there was a complicating factor. Tiny Lesotho was too poor to qualify 
for large World Bank loans and South Africa would have to be responsible 
for their repayment. The question was how to get the funds to South Africa 
without being perceived as a sanctions-buster. A bit of financial engineering 
became necessary. 
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According to the World Bank's Staff Appraisal Report (July 2, 1991), an 
unprecedented number of Bank staff worked on finding a solution which 
would not only bring World Bank funding to the project but also bilateral aid 
and a host of other financial sources. According to the report, the political 
sensitivities of financiers who did not wish to be seen as violating 
international sanctions imposed on the Apartheid regime were addressed by 
establishing a special trust in the United Kingdom into which everyone 
would pay. In order to reassure reluctant funders to join the scheme, the 
World Bank took an extra step. It agreed to share the same repayment 
conditions as other lenders – as opposed to the normal conditions where the 
Bank is the preferred creditor and gets repaid before other lenders can make 
their claims. Thus, the World Bank report congratulates the institution's staff 
for having been the catalyst of the project.  Construction on Phase 1 A, the 
Katse dam, Africa's highest dam, began soon thereafter and water exports 
began in 1998. This was followed by Phase 1B with the Mohale dam – 
completed in 2003.  Total estimated cost for Phase 1: $ 3.5 billion.1 
 
Phase 2 of the project – which would build an additional three dams in the 
Lesotho Highlands -  is in planning stages but there is no firm agreement in 
place to proceed with it.  
 
Project Impact on Lesotho 
 
So what has the project achieved for Lesotho?  The project is often described 
as a world-class engineering marvel and has won several South African 
engineering/ construction awards by institutions such as the Concrete 
Society of South Africa. World Bank reports have consistently rated that 
main project and engineering works as Highly Satisfactory, these are the 
project components in South African hands.  
 
But the administration and capacity-building in Lesotho to handle a project 
of this magnitude have not been effective. The parastatal in charge of the 
project – the Lesotho Highlands Development Authority (LHDA) – appears 
to be continuous restructuring. Although essential to the project's poverty 
reduction goals, LHDA remains a weak institution and World Bank reports 
have consistently ranked its activities as not satisfactory. LHDA has 

                                                 
1 Phase 1 A – including the Katse dam, the highest dam ever built in Africa at a cost of $ 
2.4 billion (WB approved $110 million July 23, 1991) followed by Phase 1B, the Mohale 
dam costing an additional $ 1.1 billion (WB approved  $ 45 million June 4, 1998).  
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undergone constant restructuring. The World Bank's latest report of early 
2007 goes as far as chiding LHDA for its poorly edited reports.2  Foreign 
consultants have provided most of the reports and it is rare that LHDA had 
to write up anything at all.  In 20 years of working with LHDA, the Bank 
has not succeeded in strengthening the institution. 
  
So what about the World Bank's raison d'être for the project – as being an 
instrument for poverty reduction? The Development Fund – into which 
royalties and receipts from customs were paid – was to be the centerpiece of 
Lesotho’s overall poverty reduction strategy. Adopting fashionable 
development language, the World Bank promised that it would be 
community-driven to finance the priority areas of local communities. 
 
In practice, the Development Fund suffered from a crippling mix of politics 
and patronage.  It became an instrument of political patronage unable to 
deliver benefits to the affected people in the Lesotho Highlands. Finally, the 
failed Development Fund was closed in 2003.  
 
The World Bank initially estimated that royalties generated by Lesotho for 
the sale of water to South Africa from both Phase 1A and 1B would be $ 55 
million per year.3   But in 2006 the Economist Intelligence Unit estimated 
water royalty income of about $ 2.3 million a month – less than half the 
World Bank's original estimate in nominal terms.4     
 
Then there was a Rural Development Plan which represented the project’s 
primary effort to re-establish income-generating opportunities for those who 
had lost their homes, land and other resources. But World Bank reports soon 
called it “the sick man of the project,” a statement that attests to the 
ineffectiveness of its implementation. A June 1996 World Bank report 
admitted that the RDP cannot be trusted to restore incomes and sources of 
livelihoods as required by the treaty and Bank resettlement policy. 
  
Worsening the lot of project-affected people represents a violation of the 
fundamental promise of the project. The 1986 Treaty between South Africa 
and Lesotho – brokered by the World Bank – makes the commitment that no 
one affected by the project be made worse off than before the project. This 
                                                 
2 World Bank Supervision Mission Report, Lesotho, Jan/Feb 2007. 
3 John Roome, taskmanager for the project in the 1990s quoted in “Africa Analysis: The 
Fortnightly Bulletin on Financial and Political Trends”, No. 248, May 31, 1996. 
4 Economist Intelligence Unit, Lesotho Country Profile 2006. 
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commitment reflects a requirement in the World Bank's Policy on 
Involuntary Resettlement whose core is this same minimum standard of not 
leaving people worse off than they were before the project – quite a 
minimum for a development institution. But this minimum has not been met.  
 
Some committed World Bank staff have tried to raise attention to the 
problems – but without getting results. In a 1994 Back-to-Office report, a 
World Bank staff person reports that the LHWP project has so far failed to 
address the needs of the people negatively affected by the project. The report 
recommends immediate actions to improve the compensation program and 
calls for a reconsideration of further disbursements if there are no 
recognizable improvements by the time of the next supervision mission. But 
the Bank preferred to ignore this report and instead approved a new loan for 
Phase 1 B of the project. 
 
To date the problems of loss of livelihood have not been adequately 
addressed and the World Bank supervision report themselves record doubts 
about whether the Treaty obligation to ensure that living standards do not 
deteriorate as a result of the project can be met. Highlands people have lost 
land, water sources, wood lands to the project – Mohale has flooded some of 
the most arable land in the country – yet compensation programs have not 
restored lost livelihoods.  So far weWe are not considering compensation for 
the downstream communities on which there is no decision as of today. 
  
Suffering in the Highlands is great and we need to mention HIV-AIDS here. 
According to medical researchers, AIDS took off in the Lesotho Highlands 
because of infected construction workers on the project, who moved into 
communities that were already socially traumatized by their impending 
resettlement. An August 7, 1995 report in the medical journal Archives of 
Internal Medicine describes the startling changes brought on by the project. 
"In the early years of the worldwide pandemic, there were no reported cases 
of AIDS in Lesotho," the authors note. Since construction began in 1986, the 
HIV virus that causes AIDS had been introduced by dam workers and 
quickly made inroads into local populations."  By the year 1999, tests of 
antenatal women living in the mountains around Katse Dam indicated 22 
percent of them were HIV positive. LHDA acknowledged the problem: "It is 
apparent that the impact of the Phase 1A construction workforce on local 
communities has been much greater than was originally anticipated. While 
many of the economic benefits have not materialized, most of the social 
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disbenefits have, leaving the social fabric of these communities visibly 
disintegrating."5  
 
In addition to public health, there are numerous environmental problems 
including the threat to the survival of two of Lesotho's best-known endemic 
species – the critically endangered Maluti Minnow, an endemic fish which is 
unlikely to survive the introduction of predatory fish species (Smallmouth 
Yellowfish and Orange River Mudfish) that are now proliferating in the 
Mohale dam.  Among the threatened flora is the spiral aloe and medicinal 
plants and the Katse Botanical Garden was established to preserve them. But 
Katse Botanical Garden itself seems to be in trouble since it has yet to find 
institutional support or funding. 
 
Most recently, the project discovered that it had overlooked flood 
management. In early November 2006 an approximately 1 in 50 year flood 
spilled from the Katse dam causing significant damage and loss of livestock 
downstream.6 The WB's final project supervision report in January 2007 
calls for revised operating strategies for both the Katse and Mohale dam to 
reduce potential downstream impacts of large floods.  
 
The World Bank is now preparing to close its books on the project. Careful 
reading of its last supervision mission report of early 2007 reveals that most 
critical social and environmental problems remain to be addressed.  On a 
positive note, the report found: "The mission is pleased to report that 
numerous VIP latrines are now evident in many highland villages. However, 
the excellent progress on sanitation has not been matched with water 
supply." 7   
 
Despite the World Bank's great emphasis on building institutions as critical 
to development, there has been little effort in this regard in Lesotho. If we 
now return to hydro-hegemony, it becomes clear that South Africa was and 
continues to be clearly in the driver's seat and, if necessary, by military 
means. In 1998 when a Lesotho army revolt was suspected of threatening the 
Katse dam, SADF helicopters flew in to secure the sites. 
 
                                                 
5 Lesotho Highlands Development Authority, Mohale Advanced Infrastructure: Draft Social and 
Environmental Impact Assessment, April 1995, p. 6-1.  
 
6World Bank Supervision Mission Report, January/February 2007 
7 World Bank Supervision Mission Report, Jan/Feb 2007, p.9. 
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 Given the lack of capacity in Lesotho now – 21 years after the 1986 Treaty 
– it is clear that Lesotho never had much influence over the decision-making 
processes related to the project. Clearly, the project was negotiated between 
the World Bank and senior South African officials, first those of the 
Apartheid regime, followed by those of the ANC government. Lesotho just 
was a bystander as the country's fate was decided elsewhere. 
  
Two levels of resistance 
 
Tiny Lesotho which is economically and geographically dependent on South 
Africa does not have much of a chance to resist the overwhelming power of 
its large neighbor. Nevertheless, there are two levels of activities that are 
worth noting – especially in light of the weakness and fragility of social and 
institutional life in Lesotho. 
 
Civil Society 
 
At one level, there are civil society organizations that work to make the 
voices of the project-affected people heard. The one that has been around the 
longest is the Transformation Resource Center, an ecumenical non-
governmental organization whose origin dates back to 1979 when it was in 
the forefront in championing the cause of the refugees fleeing apartheid in 
the Republic of South Africa. It has since transformed into a human rights 
NGO and is the monitoring the Lesotho Highlands Water Project. 
 
TRC seeks to inform and empower communities about the environmental 
issues concerning the dams and champions the restoration of livelihoods for 
the affected Highland communities, as well fair compensation of the 
communities downstream from the dams, who have so far been largely 
ignored by the project.  
 
Largely as a result of civil society efforts, Lesotho now has a national 
ombudsman to whom affected people can bring their concerns. This is an 
important first step to obtain a small measure of accountability. But so far – 
the World Bank report admits – the ombudsman mechanism lacks adequate 
resources to ensure it can scrutinize results, prepare case logs and complete 
records of evidence.  
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The fact that TRC has established relationships with overseas groups, such 
as the International Rivers Network in California and Environmental 
Defense in Washington, D.C., has helped ensure that it could make itself 
heard in the international arena. For example, representatives from TRC and 
the grassroots group Survivors of Lesotho Dams- in short, SOLD - visited 
Washington in 2006 to address the World Bank directly. 
 
Lesotho Courts: Prosecuting Corruption 
 
Something extra-ordinary happened when the Lesotho High Court decided 
to investigate and prosecute the payment of bribes by foreign companies to 
local officials in the context of the LHWP. This is the only case of national-
level prosecution involving multinational companies building a World Bank-
financed project that I know of.  
 
So far the Canadian company ACRES, and three prominent European 
engineering contractors have been convicted and fined by the Lesotho court. 
These are Germany's Lahmeyer, Italy's Impregilo and France's Schneider 
Electric  - virtually a who is who in the international dam building business.  
 
I asked the chief prosecutor, Guide Penzhorn,  – why did it happen in 
Lesotho that a court wanted to get serious about bribery in a large-scale 
infrastructure project?  He explained that it had to do with Lesotho's chief 
justice,  who was tired of always hearing that Africans are corrupt. He 
wanted to show – and succeeded – that it was northern-based companies 
who offered the bribes in exchange for lucrative contracts – the bribes had 
not even be solicited by senior LHDA staff. The former CEO of LHDA is 
now serving a prison sentence for having accepted bribes. 
 
The World Bank has declared the fight against corruption to be central to its 
poverty reduction mission. So how did it react to the bribery convictions that 
touch directly on its own project? 
 
First, Bank rules on corruption are indifferent to corruption in its projects as 
long as they do not involve specific World Bank procurement contracts. 
Since the French and Italian companies were not working under WB 
contracts, they got home free. Canadian Acres and German Lahmeyer, 
however, had paid bribes in the context of WB procurement contracts. But 
the World Bank dragged its feet for several years before suspending both 
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companies from doing business with the Bank. In the meanwhile, both 
companies continued receiving contracts under World Bank loans. 
The first company debarred was Acres which happened in 2004 barely a 
week after testimony by the chief prosecutor for the Lesotho courts in front 
of a United States Senate Committee hearing investigating corruption in 
multilateral development banks, and two years after the Lesotho courts had 
found Acres guilty. 
 
Conclusion 
 
In over a decade, the world’s leading development agency was unable to 
ensure that an already impoverished population was not being made worse 
off by a project intended to bring benefits to Lesotho’s poor.  The fault here 
does not lie with individual Bank staff, but with an institutional culture that 
is build on incentives to make loans and keep disbursements flowing and not 
on achieving sustainable development results.   
 
What went wrong: 
 
" a) complex project design;, b) optimistic or unclear economic, financial 
and institutional assumptions at appraisal; c) inadequate implementation 
monitoring frameworks and arrangements; d) failure to accurately gauge 
political commitment; e) lack of attention to sustainability; f) unwillingness 
to take decisive action if the face of non-compliance…."  8 
 
This is from a World Bank study – not on the LHWP where all these 
problems certainly apply – but for its entire infrastructure portfolio over the 
past two decades. 
 
The Bank is now embarking on a new so-called "High Risk – High Reward 
Strategy" to promote large infrastructure development, including a return to 
large dams.  If you think the institution would learn lessons from the past 20 
years – as per the study I just quoted – I would advise not to bet on it. 
 

                                                 
8 World Bank "Infrastructure: Lessons from Last Two Decades of World Bank 
Engagement," Discussion Paper, January 2006, p. 5). 
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