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BACKGROUND
• OECD works on economic instruments (Eis) in EaP and other EECCA 

countries since the EAP (presently GREEN Action) Task Force was set under 
the Environment for Europe process (e.g. the work on EIs for ENV and 
Natural Resources management in EECCA in 1999).

• Work on the economic and financial dimensions of WSS and then WRM –
since the Water programme was established some 20 years ago;  also under 
the EU Water Initiative (through NPDs)  – since it was launched

• Long-term donor support is key: EC & EU MS, Norway, Switzerland et al
• Transfer of good practices from OECD and EU members; OECD principles, 

methodologies and guidelines; as well as those of partner organisations
(e.g. EU, UNECE, GWP, EBRD, WB). Examples:

- The Polluter Pays ( © OECD) and Beneficiary/User Pays principles
- IWRM principles ( © GWP and UNECE) 
- FWD principles (© EU: cost recovery, incl. ENV and resource costs)  
- OECD Recommendation on water, 3Ts concept, other relevant principles, 

guidelines, analytical tools and methodologies
• Experience summarised in respective Policy Perspectives (OECD, 2016) and 

a number of reports on country studies
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VERY TOPICAL FOR THE REGION

• High natural resource intensity of GDP, incl. water intensity; and low speed of 
decoupling GDP growth from NR use in some countries of the region

• Poor state of ENV and ambitious policy objectives and international 
commitments (e.g. under Association agreement with the EU: good status of 
water bodies and other requirements of the EU water acquis; or water-
related SGDs, Paris agreement / adaptation to climate change, other MEAs)  

• Low capacity of Ministries/agencies of ENV and Water in designing and 
applying Economic Instruments for ENV and NR (e.g. MARDE in RM) and 
overall low awareness and under-estimation of the role of EIs

• Lack of capacity in local training institutions (e.g. in Kyrgyzstan, which 
economy some 60-70% depends on water and other NR, until recently no 
one university had any training programme on ENV and NR economics) 
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POLITICAL DIMENSION OF THE METHODOLOGY

• Participatory approach and local ownership: key role of NPD and EUWI
• Political implementability check for proposed reform options (step-by-step 

and continuous improvement approach rather the attempts to implement 
first best option over night) 

• Awareness raising and local capacity development component 
integrated in respective studies on EIs in the region (through learning-by-
doing, exchange of experience with other countries, workshops and 
dedicated training)

• Co-operation with development partners (e.g. water tariffs is key issue for 
bankability of investment projects funded by EBRD, EIB, WB et al) 
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TECHNICAL DIMENSION: KEY ELEMENTS OF THE OVERALL 
APPROACH
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• Integrated / Whole of the Sector approach, policy integration and 
coherence  

• Instruments should be better linked with specific policy targets (ideally, 1-
few instrument(s) for each policy objective); and be effective in achieving 
both the water policy as well as broader environmental & socio-economic 
policy objectives (Environmental; Economic and Financial; and Social 
considerations); 

• Assisting in identifying appropriate mix of policy instruments (EIs, 
command-and-control, information) and Enhancing the role of individual 
economic instruments:

- Create right incentives for economic agents (businesses, households, the state)
- Appropriate natural resource rent and (or) Mobilise financial resources for water 

management 
- Provide information for decision-making (incl. on investments)



KEY ELEENTS OF THE OECD-EU METHODOLOGY FOR 
ASSESSING ECONOMIC INSTRUMENTS

• Includes assessment of the following aspects of the EI in question:  
• Environmental effectiveness; and Cost-efficiency
• Dynamic efficiency
• Revenue generation
• Consistency with Institutional Framework 
• Impact on competition; and on income distribution & equity
• Ease of administration 
• Political and social acceptability, and other observations (optional)

• Applied in several studies on EIs in EECCA

e.g. see OECD EAP Task Force (2013), Improving the Use of Economic 
Instruments for Water Resource Management in Kyrgyzstan: the Case of Lake 
Issyk-Kul Basin, 2nd edition: including revisions and further analysis of subsidies 
https://www.oecd.org/environment/outreach/Kyrgyzstan_Eis%20for%20WRM 
_2nd%20edition_ENG%20web.pdf 7
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DATA COLLECTION TEMPLATE: BRIEF INFO ABOUT EI
The tempale is used to collect data for the assessment, presently in Moldova. 
It consists of the following elements: 
• Name of the EI (e.g. water abstraction fee; or water tax; or pollution charge)
• Legal & Regulatory Acts regulating the EI (e.g. Tax Code or Law on water )
• Statutory tax/fee/charge payers (economic agents obliged to pay the fee or tax)
• (eventual) Exemptions and discounted (tax, fee) rates 
• What is the subject of the levy? (e.g. fresh water abstracted)
• What is tax/fee base? (e.g. the volume of water in m3; or kg/tonne of pollutant XX 

dischsrged – for pollution fee)
• For which period and by when the tax/fee should be paid (e.g. on quarterly basin, by 

25th of the next month after the quater end)
• Applicable tax/fee rate(s) and differentiation there of (e.g. by basin, or user category) 
• To whom the fee/tax should be paid (e.g. local or national budget; or Eco-Fund)
• Fee/tax calculation and payment procedure; collection mechanism, collection point

(e.g. Custums for imported toxic agri-chemicals) 
• Liability for late or non- payment (deviation) 
• Use of tax/fee revenues collected (by law/statutory and de facto)
• Amounts due and de facto collected: time series for past 5-10 years 8



KEY ECONOMIC INSTRUMENTS FOR ASSESMENT: 
THE CASE OF MOLDOVA (WORK IN PROGRESS)

• In Moldova, the gross list of instruments grouped using the 3Ts concept  include :  

• Taxes, obligatory fees and charges
• Pavement for fresh water abstraction (SW and GW)
• Pollution charges (for wastewaters discharges) платежи за загрязнение воды
• Taxes levied on products contributing to diffuse water pollution
• Administrative fines
• Monetary compensation of damage to water resources and bodies

• Tariffs (for WSS, irrigation water) 
• Transfers

• State support measures – via budgetary funds NEF, NFRD, NFD Agri& Rural
• Other subsidies, incl. subsidies to others sectors impacting water resources and

systems
• Cross-subsidisation (via tariffs)
• External donors: EC, EU MS, Switzerland; Development banks, other partners

Pavement for fresh water abstraction (SW and GW)

• (Payment for ecosystem services - not yet in use in Moldova) 
•
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METHODOLOGY FOR ASSESSING SUBSIDIES IMPACTING 
THE WATER SECTOR

• Until 2012, no dedicated methodology existed 
• Drafter by the GREEN Action TF based on prototypes (methodology for 

assessing energy subsidies), in consultation with some international 
think tanks & consultancies, international and EECCA experts 

• Successfully pilot tested in the aforesaid study in Kyrgyzstan and 
replicated in other EECCA (e.g. OECD EAP Task Force (2013), 
Economic Instruments for Water Resources Management in the 
Russian Federation)

• Helped identify (i) quite a few counter-productive subsidies, incl. in 
other sectors negatively impacting water resources and systems; and 
(ii) significant data gaps in the reporting system and statistics 
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TYPES OF SUBSIDIES AND ASSESMENT
METHDOLOGY

OECD expert workshop on subsidies impacting the water sector (Oct 2012) 
recommended considering the following the following transfer mechanisms:
• Direct transfer of funds (typically, budget support) 
• Tax revenues forgone (e.g. due to tax/fee exemptions or preferential rates)
• Other government and user charge revenues foregone
• Transfer of risk to government (the state as insurer of last resort) 
• Induced transfers 
• Policy/regulatory loopholes, resulting – among others – in a hidden subsidy 

(e.g. free discharge of toxic pollutants in Belarus or free surface water 
abstraction for processing industries in Kyrgyzstan) 

Evaluating costs and benefits (C&B) in the following three domains:
• Economic and Financial/fiscal C&B
• Social C&B 
• Environmental C&B 

Due to the lack of data for Quantitative evaluation, typically it is limited 
to Qualitative evaluation

11



EXAMPLES OF EFFECTIVE AND COUNTER-PRODUCTIVE 
SUBSIDIES IDENTIFIED THROUGH COUNTRY STUDIES

• All EECCA countries studied: 
- cost-effective: support to capital investment in rural WSS development, and 

to municipal wastewater treatment in sensitive areas 
- counter-productive: (i) low tariffs for irrigation water, heavily subsidised by 

the State; and (ii) no abstraction fee for surface water for irrigation (in 
several countries); 

• Belarus (see above) 
• Georgia: counter-productive: no charges for discharges of toxic pollutants
• Kyrgyzstan (national level and in Issyk-Kul basin):
- counter-productive: free abstraction of surface water by processing 

industries; VAT and custom duty exemption for toxic agri-chemicals
• Russia (studies at the Federal level and on Lake Baikal basin): 
- counter-productive: lack of sufficient water tax rate differentiation by basins; 

lack of excise tax on P-containing synthetic detergents 12



EXAMPLE: THE CASE OF SUBSIDIES TO AGRICULTURE AND 
RURAL DEVELOPMENT IN KAZAKHSTAN
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Summary of the impact assessment of some state-support instruments to agriculture in Kazakhstan

Instrument Economic 
impact 

Social impact Environmental 
impact 

Per-hectare subsidies - 0/+ - 
Subsidies for partial compensation of costs 
incurred by agricultural producers while investing 

+ + 0/+ 

Concessional credits for investment projects from 
KazAgroFinance 

0 0/+ 0/+ 

Concessional microcredits from Fund of Financial 
Support to Agriculture for construction, leasing of 
greenhouses, drip irrigation 

0/+ 0/+ 0/+ 

Subsidizing the costs of purchase of raw 
agricultural products to the processors for 
production of processed products 

0/- 0/+ 0/- 

 
Source: OECD GREEN Action Task Force (2016, unpublished), Review and Assessment of 
Mechanisms and Instruments of State Support to Agriculture, Rural Development and a Water 
Intensive Industry in Kazakhstan



ASSESSMENT OF REFORM OPTIONS

• The EC guidelines on assessing impact of reform options was used
see:  European Commission (2009), Impact Assessment Guidelines 

• Evaluation of positive and negative impact in the following three domains:
• Economic and Financial/fiscal 
• Social 
• Environmental

Typically, an ex ante assessment. Due to the lack of data for Quantitative
evaluation, typically it is limited to Qualitative evaluation

Application see in OECD (2016[2]), Reforming Economic Instruments for Water 
Resources Management in Kyrgyzstan, in the OECD Studies on Water series, 
https://www.oecd.org/publications/reforming-economic-instruments-for-water-resources-
management-in-kyrgyzstan-9789264249363-en.htm; and

OECD GREEN Action Task Force (2016, unpublished), Review and Assessment of 
Mechanisms and Instruments of State Support to Agriculture, Rural Development and a 
Water Intensive Industry in Kazakhstan

14

https://www.oecd.org/publications/reforming-economic-instruments-for-water-resources-management-in-kyrgyzstan-9789264249363-en.htm


EXAMPLE:  ASSESSMENT OF SOME
REFORM OPTIONS IN KYRGYZSTAN

15

Source: OECD (2016[2])

Reform of level and structure of environmental fees: Synthesis of the expected impacts of the reform 
scenarios 

 



PUBLICATIONS OF ECONOMIC 
INSTRUMENTS FOR WRM IN EECCA

• OECD (2016[1]), Improving Economic Instruments for Water Resources Management in the Republic of Buryatia (Lake 
Baikal basin), in the OECD Studies on Water series, https://www.oecd.org/governance/improving-economic-instruments-for-
water-resources-management-in-the-republic-of-buryatia-lake-baikal-basin-9789264266452-en.htm

• OECD (2016[2]), Reforming Economic Instruments for Water Resources Management in Kyrgyzstan, in the OECD Studies 
on Water series, https://www.oecd.org/publications/reforming-economic-instruments-for-water-resources-management-in-
kyrgyzstan-9789264249363-en.htm

• OECD (2016[3]), Reforming economic instruments for water management in EECCA countries – Policy Perspectives, 
• https://issuu.com/oecd.publishing/docs/policy_perspective_economic_instrum
• OECD (2017), Improving Domestic Financial Support Mechanisms in Moldova’s Water and Sanitation Sector, in the OECD 

Studies on Water series, https://www.oecd.org/publications/improving-domestic-financial-support-mechanisms-in-moldova-
s-water-and-sanitation-sector-9789264252202-en.htm

• OECD (2018), Facilitating the Reform of Economic Instruments for Water Management in Georgia, in the OECD Studies on 
Water series, https://www.oecd.org/countries/georgia/facilitating-the-reform-of-economic-instruments-for-water-
management-in-georgia-9789264281776-en.htm

• OECD (2019), Enhancing the Economic Regulatory System for Moldova’s Water Supply  and Sanitation, in the OECD 
Studies on Water series,  https://www.oecd-ilibrary.org/environment/enhancing-the-economic-regulatory-system-for-
moldova-s-water-supply-and-sanitation_8696bde7-en

• OECD EAP Task Force (2013[1]), Improving the Use of Economic Instruments for Water Resource Management in 
Kyrgyzstan: the Case of Lake Issyk-Kul Basin, 2nd edition: including revisions and further analysis of subsidies (

• https://www.oecd.org/environment/outreach/Kyrgyzstan_Eis%20for%20WRM_2nd%20edition_ENG%20web.pdf
• OECD EAP Task Force (2013[2]), Economic Instruments for Water Resources Management in the Russian Federation, 

www.oecd.org/env/outreach/EIs%20for%20WRM%20in%20Russia_English_Final%20web.pdf
• OECD GREEN Action Task Force (2016, unpublished), Review and Assessment of Mechanisms and Instruments of State 

Support to Agriculture, Rural Development and a Water Intensive Industry in Kazakhstan, a project report prepared under 
the OECD Country Programme for Kazakhstan (available upon request)

• UNECE and OECD (2014), An Overview of Implementation of IWRM principles in EECCA (ECE/MP.WAT/44) - in the IWRM 
EUWI NPD series, available in English and Russian: http://www.unece.org/index.php?id=35306 (English)   

Most publications are available both in English and in Russian. 
English versions are posted on the USB-key (1 per each EaP participant of this event) 
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CHALLENGES AND POSSIBLE FUTURE WORK ON 
METHODOLOGY

• Methodology for evaluating the Economic value of water as a basis 
for establishing water use fees 

• Pollution charges and NR use fees in the context of introducing BAT
• Methodology for monetary evaluation of damage to water resources 

and bodies, compliant with the EU Directive on Environmental 
Liabilities

• Ear-marking revenues for the water sector, e.g. via a dedicated 
budgetary water fund

17



THANKS VERY MUCH FOR YOUR ATTENTION!
БОЛЬШОЕ СПАСИБО ЗА ВНИМАНИЕ! 

Any questions? Any feedback? 

EUWI+ implementing partners; contact information
UNECE Alisher Mamadzhanov, Christine Kitzler
OECD Matthew Griffiths, Tatiana Efimova, Alexander Martousevitch

EU Member State Consortium
Lead UBA (AT):  Alexander Zinke
IOW (FR) : Pierre Henry de Villeneuve
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