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Summary Report

Purpose and Scope of Project

This project was developed as part of the Regional Cooperation in Water Management
activities of the United States Agency for International Development's Environmental Policy
and Technology Project (USAID/EPT) in Central Asia. It was developed with the goal of
preparing one of the components of the water-land resources management strategy in the Aral
Sea Basin. Uzbekistan, Kazakstan, Tajikistan and Turkmenistan participated in the project.
The project' s task was defined in particular as the establishment of an economic mechanism
in the management, use and development of the Aral Sea basin's water resources. This topic
concentrates primarily on national aspects, in close coordination with the principles of
regional unity and management.

The project's common methodological approaches and principles, which were agreed upon
by the project participants, were presented at the first related seminar, held in Tashkent in
April, 1996. On the basis of these approaches and principles, the following have been
completed:

• an evaluation of government policies and practical measures for the transition
to paid water use

• the development of a tariff system and standard packet of
regulatory/methodological materials

• an analysis of the legal basis for these proposals and suggestions for their
further development

• recommendations for implementing economic tools at different levels of the
water resource management hierarchy in the region.

The introduction of water charges is not a new issue for the Central Asia region, as it's
various aspects have been discussed and presented to the governments since the 1980s.
However, this project has succeeded in summarizing certain results of all the preceding
approaches. With the help of the four countries a unified concept has been worked out for
establishing an economic mechanism in the water sector, which considers previous
experiments as well as the recent experience in water charges, implemented for the fIrst time
in the countries ofthe Central Asia region.

The introduction of a pollution charge was proposed as an element of 'The General
Regulations of Water Strategy in the Aral Sea Region: As it received preliminary approval
from the ministerial level members of ICWC (Inter-State Coordination Water Commission),
this concept has been thoroughly polished in this project.



Charges for water are instituted with precise and specific goals in mind. These goals can be
achieved if the system ofpricing (collection and use) is properly organized and if the system
is appropriately connected with organizational, legal and other measures aimed at the
sustainability of water management facilities. These goals are:

• the development of economic relations between water management bodies and
water users, providing incentives for water conservation

• the elicitation of water users' resources for financing water management
measures, and heightening the mutual responsibility of water suppliers and
water users in fulfilling their duties

• the development of a "water market" as the main tool for redistributing water
resources from less effective water users to more effective ones, and the
creation ofboth public and personal incentives for water users and water
agencies in economizing water use

• the creation of economic tools to improve the environmental situation in water
use

However, it is necessary to recall that all these results are obtainable only if the water pricing
system is gradually introduced, accompanied by balanced collection of measures and
initiatives, such as government support, privileges, tariffs, regulations, limitations and
organizational reconstruction. These measures will not only create a mechanism for
efficiency and economy, they will also serve as a means to support the sustainability of water
.management and irrigation. Looking at the example of water pricing in Kazakstan and
Kyrgyzstan, we see that the lack of a well elaborated strategy and evaluation of the balance
between possibilities and needs has led to a situation in Kazakstan where water management
has been left without means for development or even existence. The process of decline in the
management is seen everywhere, and in some places management has been totally lost, which
is very dangerous for the future of irrigated agriculture and water management facilities.

Major Results and Findings

First Priority

At this point in time, the first priority for all the republics is the transition to paid water use in
all·branches of water use and the experimental introduction of the principle, "the polluter
pays."

Types ofWater Use Charges

The following types of water use charges are proposed for the relationship between water
management organizations and water users during the transition to a market economy:
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• complete payment of all expenses, both present and past, made by water
management organizations and the governments in the formation,
transportation, protection and use ofwater resources

• charges for water supply services and distribution (or in melioration, for the
collectIon and removal of collector-drainage water)

• participation in financing ofwater resources production, formation and
drawing of additional water resources

• payment for the prevention of or compensation for damages caused by
pollutant discharges (or by exceeding the maximum allowable pollution limit).

Pricing Experience in the Region

All the Central Asian republics use a combination ofan economic mechanism (water and
pollution charges) and strict limits on water use. These methods together form the basis for
managing and conserving water resources. This direction is confirmed by both practical and
legal steps. On the practical side, payment for water supply services has been introduced in
all countries of the region for industrial and municipal water use. In addition, such payments
have been introduced for irrigated agriculture in Kazakstan, Tajikistan and Kyrgyzstan, while
Uzbekistan and Turkmenistan have introduced penalties for use in excess of the established
limit. On the legal side, water laws in three of the five republics, Kazakstan, Kyrgyzstan and
Uzbekistan, have stipulated obligatory payments for water supply services.

.Direct charges for pollution are not stipulated, although the water laws of all five republics do
stipulate compensation for damages related to improper water use.

The experience of all the republics in introducing paid water use has demonstrated that such
payment is efficient and effective enough to improve water use and conservation in industrial
and municipal spheres. On the other hand, the change to paid water use for irrigated
agriculture in Kazakstan, Kyrgyzstan and Tajikistan has revealed that the majority of
agricultural water users are currently unable to pay for irrigational water supply services.

Methods for Determining Tariffs

Methods for determining different types of tariffs have been unified and tariffs have been
calculated. What makes this method different is that the tariffs include the insurance fund
and standardized profit (marginal profit), which is based on average, rather than actual
expenses. While the inclusion of the insurance fund in the water charges increases the
payments during normal years, during low-water years, it allows water management
organizations to be compensated for their costs without any additional payment from water
users.
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By this method, tariffs are based on average rather than actual expenses. That is, they are
based on: a) standard, existing expenses for normal operation in 1995, including operation,
maintenance and capital repairs; b) insurance; and c) depreciation expenses on capital assets,
that is the sum needed for the complete renewal of assets.

In addition to the expense items listed above, those expenditures necessary for extended
reinvestment of funds are stipulated for industrial and municipal water users only.
"Standardized profit" is determined on the basis of the system's direct costs, including the
necessary funds for economic stimulation and taxation.

The value of direct tariffs for water management services has been set approximately at 5-12
cents/m3 of water for agricultural users and 25-32 cents/m3 for industrial and municipal users.

Expenses for the development and improvement of production are considered in the tariffs for
all water users except irrigators. Government and other new investors are the recommended
financial source for these expenses in irrigation. Government participation in covering
agricultural water supply expenses is stipulated in proportion to the government's share in
profits from the production, processing and sale ofthe main irrigated crops.

Water as a Natural Resource

The price for water as anatural resource is set at a basin-wide level according to the proposed
methodology developed for this project, which is based on comparative methods of
determining water value and marginal costs. However, considering the possibility of
including this price during the transition period, this amount is included in full only in the
tariff for industrial use and included in part for municipal use. For the remaining water users,
.especially irrigators, this price is considered in the feasibility studies for new measures. At
the same time, this price should next find application in improving interstate relations along
transboundary waters, as described more completely in the longer version of the project

. report:

Practical Applications of Results

1. The suggested approaches make it possible to first select an optimal system of tariffs
for different types of water users during the initial stage of the transition to a market
economy and then change those tariffs when later improving the market. In particular,
the application of an increasing price system with a gradual decrease in the amount of
government financing is proposed.

2. Agricultural water users' weak financial position makes government support
(subsidies) for them absolutely essential. Willingness to pay for water management
services is not sufficient in and of itself. A combination ofeconomic conditions,
leading to the successful implementation of pricing tools for water management
services, is needed.
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The tax component should be excluded from the price model for water management
services. It is also advisable to introduce a draft statute on the provision oftax
exemptions for water management services during the initial transition stage.

Most countries subsidize agricultural producers by refunding their water service
expenses. In order to support agricultural production during the transition period, it is
proposed to subsidize agriculture during the first stage of water pricing by covering
60% of its water supply expenses, which correspond to the expenses ofnormative
water use as well as the financing of agriculture's share of capital investment in water
management.

3. Since high mineralization of irrigation water greatly reduces the productivity of
agricultural land, this project has proposed corrective coefficients which should be
applied to the tariffs for irrigation water.

The mineralization level of irrigation water in the AInu Darya and Syr Darya basins is
currently stabilized, and corrective coefficients can be used until such time as steps are
taken to demineralize the water resources in these basins.

4. In order to establish organizational and economic sustainability in the relationship
between water management organizations and water users, privatized water users must
form associations ofmunicipal water users and land-and-water users. The
government should support these associations with a system of preferential crediting
and the establishment of a service infrastructure. Such organizational work has been
started in the South Kazakstan oblast in the framework of this project within the
boundaries of Zhetysaisky district. The establishment of associations and their
support by the government should be developed at the second stage.

5. The introduction of payment for water management services underlines the necessity
. for not only economic reorganization among water users but also for the introduction
of market relations among water management organizations at different levels of the
water-organization hierarchy. In particular, the combination of government financing
and payment for water ought to be accompanied by a renunciation ofcomplete
financing from the national budget and gradual water management reorganization (e.g.
permitting the sale of conserved water shares) in order to economize water and
material resources through economic incentives.

Political Recommendations

• For all countries to indicate through legal documents the necessity for introducing
paid water use and payment for pollution. These documents should also establish
commercial rights to sell or trade water resources which are conserved.

• To develop international agreements which simultaneously address the establishment
of limits on water use and pollution emissions into water sources and introduce
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penalties for exceeding these quantity and quality limits. IIi addition, as in the
previous point, the possibility of transferring (selling) portions of these limits from
one country to another should be stipulated.

• To stipulate the participation ofwater users and non-governmental organizations in
decision making, at all levels of the hierarchy, on the development and protection of
water resources--as opposed to existing legislation in all the region's countries on the
involvement ofnon-governmental organizations in improving water resources
management. Also to stipulate the involvement of water users associations in
developing organizational structures.

Government policy on water resource use should be based on a combination of:

--strict limits on and management of water by government structures

--eliciting water users' initiatives

--market relations formed by creating both semiautonomous and independent
water users associations in irrigated agriculture and other types of water use.

• To stipulate the introduction ofpreferential crediting for water users associations and
for water management bodies while they introduce pricing tools. To also entice legal
entities and natural persons to finance the development and improvement of water
management by allowing certain privileges in water allotments.

.Potential Impacts

This project has developed one of the most important elements of regional and national water
strategies for the countries ofthe Aral Basin, the "rules of the game," of which the most
important aspect is the economic mechanism used to introduce market relations in the
region's countries under conditions of transition. It is proposed that further development of
this work within the USAID project will lead to such a complete resolution of this issue, that
the World Bank will be totally released from its previously perceived need to develop
measures on this topic.

The government laws, stipulations and regulations prepared by this project can establish a
common economic incentive for countries, water users, and water management bodies in the
economical and rational use of water resources in the Aral Sea Basin.

The approaches developed by this project for setting water prices and tariffs tied to water
quality, together with the introduction ofa defined payment at the national level for
exceeding the ecologically safe water consumption limit, allows for the first time the creation
of economic incentives for improving water quality in the region and using brackish water.
They also allow the creation of a financial tool for measures aimed at environmental

6

q



sustainability in the region. These recommendations must be submitted to the governments
for discussion.

Regional Cooperation

The joint work done by the experts of four Central Asian republics on an integrated program
and methodology, the constant exchange of opinions with participants from all five countries
working on other EPT programs, consultations with foreign experts, and also cooperation
with Program 1 of the World Bank and WARMAP have promoted the development of
unified approaches and consolidated opinions, which prepare the foundation for decision
makers. All of this will encourage consensus reaching on the intemationallevel.
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