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Foreword Rethinking Water in Central Asia

FOREWORDS

Transforming the cost of inaction today into benefits for tomorrow

Water is an enabler for development, in Central Asia as elsewhere, be it to sustain life, provide food
or generate energy. There is a risk, however, that this enabler could turn into a bottleneck for future
development if we fail to commonly address the global water crisis.

Water is facing unprecedented challenges on two fronts: population growth and competing economic
sectors are constantly increasing the demand for water, while the quality is deteriorating due to
worsening water pollution. The availability of freshwater is declining, and climate change will only
exacerbate the challenge. More than ever, we need to act and foster a fundamental shift in the way
we look at and manage water. The status quo is no longer an option.

Since rivers and aquifers are not bound to administrative borders, a local dispute over water can
easily become or incite a regional crisis. From a source of conflict, however, water can also be trans-
formed into an instrument of cooperation and peace. Switzerland and its neighbour countries expe-
rienced this with the Rhine basin, where 60 million people are living in nine different states. Sitting
all stakeholders around the table was no small feat, but it was the starting point of a long journey
towards establishing a common management framework for the Rhine. Ultimately, it contributed to
the transformation of a formerly disputed region into a peaceful and prosperous one. This successful
experience, alongside many others, demonstrates how collaborative schemes in water resource
management can produce enormous gains for all sides. Water connects us more than it divides us.

Recognising the cost of inaction and the future benefits of water cooperation is a first and crucial
step towards a strengthened cooperation amongst Central Asian countries. These costs are fre-
quently not fully perceived by policy makers or practitioners and are not appropriately communi-
cated in the public arena. For the first time, this publication presents a comprehensive analysis and
a monetary value of both the direct and indirect impacts of inadequate transboundary cooperation on
water management in the region. It offers new insights that challenge current transboundary water
policy and call for closer cooperation. But above all, this publication redefines transboundary water
cooperation as an opportunity for development on all sides.

As part of our longstanding engagement in water management in Central Asia, and as firm believers
in regional cooperation, we hope that this study can contribute to making the promise of stronger
transboundary water management a reality, for the benefit of both present and future generations.

M. Sy

Mr. Manuel Sager
Director General of the Swiss Agency for Development and Cooperation (SDC)
of the Federal Department of Foreign Affairs, Switzerland
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Stronger water cooperation can benefit every country in Central Asia

Water is a fundamental precondition of life and civilization. Humanity’s history is in no small part the
story of overcoming water challenges, and of harnessing water’s potential for irrigation, energy and
transport. One of the key issues of water management today is the challenge of reconciling its many
uses across sectors and across borders, in ways that enhance sustainability and increase water’s
benefits equitably for all stakeholders.

As a think tank on global sustainability, adelphi has been working on water governance in Germany
and around the world for many years. The Regional Environmental Centre for Central Asia, CAREC,
has elevated environmental protection at local, national and regional level in Central Asia. As CAREC
and adelphi worked together on this report, we realized that the issues we both encounter are often
similar, reflecting the difficulty of adapting established sectoral and national habits in the manage-
ment of water. Identifying sustainable and mutually beneficial solutions frequently requires looking
beyond the immediate, short-term, sectoral water interests to the economic and political potential
that cooperation over water management can unleash. It also requires patience, and the willingness
to look forward and put aside past grievances when a window of opportunity arises.

Central Asia has a history of and institutions for water cooperation whose impact is often underesti-
mated. Yet cooperation remains below its potential. This report puts the spotlight on the costs, fore-
gone benefits and future risks that arise as a consequence. The scale of these avoidable costs implies
huge opportunities for the future. As Central Asian countries are currently engaging in renewed
efforts to reinvigorate cooperation, these benefits will become tangible.

By raising awareness on the costs and risks of only limited cooperation, this report hopes to contribute
to constructive discussions about joint and mutually beneficial solutions. It is intended as a step
towards deepening our understanding of the potential of cooperation in the region. Many issues that
it touches upon deserve further, collaborative research - the report is thus also an invitation to dis-
cuss, criticise and complement its findings. Moreover, it identifies pathways and entry points for
enhancing cooperation in the region. There is no ‘golden bullet” that will solve all problems, and
some interests will continue to conflict. However, for many issues there are pragmatic solutions.
Joint research and joint planning will enable Central Asian stakeholders to find solutions that make
everyone better off. Effective use and strengthening of existing institutions and platforms will elevate
regional cooperation further.

The ultimate message of this report is that cooperation is not about compromise. It is about everyone
winning. And each cooperative solution can help build a virtuous circle of trust and further enhanced
collaboration. We hope that this report will help make that insight tangible in Central Asia.

-

e, Gl

Alexander Carius Iskandar Abdullaev
Director, adelphi Executive director, CAREC



The quality of water governance will
have an enormous impact on future
economic development. Yet the true
value of water cooperation is far
greater than the direct economic
benefits that can be derived from
better water management.



Rethinking Water in Central Asia

EXECUTIVE SUMMARY

International cooperation over water resources that are shared between several countries offers
significant opportunities. It helps minimize the impacts that water use in one country may have on
other riparian countries, and allows for a maximization of overall benefits for all basin countries.
Water quality, hydropower production, irrigation and food production, flood control, navigation and
environmental services can often be more efficiently optimized at the basin level (or even above) than
within the national borders that frequently criss-cross the natural hydrology.

Yet cooperation is not a foregone conclusion. In many transboundary basins, water use is highly con-
tested. This is also true for Central Asia, which is witnessing intense competition over water
resources and their use for irrigation and hydropower generation. Despite a general commitment to
cooperation, water policies in the region are mostly driven by uncoordinated national strategies. A
combination of low water efficiency, negative externalities caused by unilateral action and competing
national priorities have caused disagreements and contributed to political and diplomatic disputes
between Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan and Uzbekistan, the five countries that
form the geographic scope of this report.

Insufficient water cooperation entails significant costs and major risks for the future development of
the region. This report dubs these the ‘costs of inaction’. ‘Inaction’ does not literally refer to a situation
in which no action takes place at all, but to a situation where no action is taken to improve (transbound-
ary) water management: the costs of inaction measure the difference between the limited cooperation
we currently have and the benefits that would result from full cooperation. Even if only parts of these
costs are taken into account, they amount to more than US$ 4.5 billion per year for Central Asia.

By raising awareness of the costs of inaction, and by setting out a variety of pathways towards
eliminating them in the future, this report seeks to encourage and support Central Asian policy-makers
in making the case for greater regional water cooperation and improved water governance. The scale
of these costs contains significant opportunities as better water management and closer coopera-
tion can lower these costs substantially.

The challenge

As in many international basins, the core of the water management challenge in Central Asia is a
conflict of interest between upstream and downstream countries. Upstream Kyrgyzstan and
Tajikistan have abundant water resources of which they want to release more during winter so as to
fulfil their energy needs through hydropower generation. Downstream Uzbekistan, Turkmenistan and
Kazakhstan, by contrast, have far less internal renewable water resources and want the water from
transboundary rivers to be released primarily in summer in order to meet their irrigation needs and
avoid uncontrolled winter flooding.

What differentiates the transboundary basins in Central Asia from most other contested interna-
tional basins is the presence of an extensive transboundary water infrastructure, a legacy of the
region’s shared history as republics of the Soviet Union until 1991. The Soviet Union constructed
major dams and reservoirs in Kyrgyzstan and Tajikistan. At the time, water was stored in these
reservoirs primarily for summer releases for irrigation in Uzbekistan, Kazakhstan and Turkmenistan.
Hydropower generation was only a secondary objective because energy was cheap. Energy for
upstream republics, which are poor in fossil fuel deposits, was provided by central planning that
drew on fossil fuel imports from downstream neighbours.
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This implicit resource-sharing system collapsed in the aftermath of the dissolution of the Soviet
Union. Since 1991, energy prices started to increase towards global levels. As a consequence,
upstream states started to increase hydropower production, with water releases from their reser-
voirs increasingly driven by upstream winter electricity rather than downstream summer irrigation
needs. This shift in water release patterns (from predominantly summer to increasing winter
releases) has negatively affected downstream countries through the reduced availability of water for
irrigation and uncontrolled winter flooding. Moreover, upstream countries plan to expand their
hydropower capacity by building new dams and expanding irrigated agriculture. Downstream coun-
tries oppose these plans as they fear that modified release patterns and increased upstream control
and consumption will leave them even more vulnerable to seasonal scarcity.

These developments have resulted in considerable tensions between Central Asian states and have
limited regional cooperation within, but also beyond the water sector. By foreclosing the significant
efficiency gains that would result from closer cooperation, for example in regional electricity mar-
kets or transport links, insufficient water cooperation hampers economic development in all coun-
tries and has the potential to undermine national and regional stability.

Currently, a window of opportunity seems to be opening as countries witness some success in estab-
lishing constructive dialogues on these issues. If countries succeed in moving beyond entrenched
positions that hark back to past resource use patterns or perceived injustices and instead focus on
pragmatic mutual benefits that reach beyond water allocation, this can form the basis for finding
new, sustainable solutions.

The reasons for limited water cooperation

Given the benefits of cooperation and Central Asia’s past experience with integrated regional man-
agement, what explains the limited cooperation in the region? The explanation lies in the complex
process of the unexpected and fitful dissolution of the Soviet political economy. After independence
in 1991, Central Asian governments were successful in agreeing on continued water-sharing, estab-
lishing a number of regional institutions for water cooperation that essentially sought to safeguard
Soviet-era water allocation, in particular the Interstate Commission for Water Coordination (ICWC])
and the Interstate Fund for saving the Aral Sea (IFAS). However, these agreements and institutions
came under increasing strain as countries failed to effectively link regional water cooperation with
the energy sector. This alienated upstream countries whose interests lie more in the hydropower
than the water storage function of the existing and potential reservoirs in their territory.

The original agreements and the institutions underpinning them such as IFAS and ICWC thus do not
fully reflect evolving national interests anymore. However, Central Asian governments have not been
able to agree on adjusting their mandate and functioning to strengthen their appeal to all sides. In
seeking to buttress cooperation, governments tried to establish more explicit trade systems of water
against energy, notably in the shape of the 1998 Syr-Darya framework agreement. However, these
inter-sectoral agreements were not systematically implemented, and that non-implementation
itself became a factor in undermining cooperation as it eroded trust.

The non-implementation of agreements was not necessarily malevolent. It was partly caused by a
lack of capacity and an inability to ensure inter-sectoral coherence at the national level. However,
perceptions of intentionality and/or limited effort in implementation fed into increasing mutual lack
of trust and mounting costs of non-cooperation. This in turn provided a major obstacle for renegotiating
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existing agreements and institutions in line with evolving interests at the regional level. Given the
significant mutual dependencies built into Central Asian political economies, lack of trust and
cooperation in turn exacerbated challenges at the national level, resulting in a vicious circle whose
damaging consequences Central Asian governments have found difficult to contain.

The limited cooperation that characterizes water management in Central Asia is often seen as a
‘failure’ of the regional water management institutions set up in the aftermath of the dissolution of
the Soviet Union. Yet that interpretation is partly due to the unrealistic aim of an integrated system
for resource management that the regional organizations set up to coordinate
water resources management are not able to fulfil. In a context where governments
were embarking on distinctive state and nation-building projects, these institutions
were created to prevent ruinous disintegration rather than to foster regional inte-
gration. On that objective, they achieved some success. Despite the exceptionally
strong dependencies resulting from Central Asia’s legacy of centralized Soviet
water management and the difficulties introduced by the fitful dissolution of the political economy of
that era, Central Asian governments managed to avoid cataclysmic conflict and, over time, to reduce
both vulnerabilities and the resulting tensions.

The causes of limited coor-
dination and cooperation are
embedded in interlinked
national and regional water
governance challenges

In order to adapt to the new realities of national resource management, countries have unilaterally
invested in additional infrastructure in order to increase self-sufficiency in their water, agriculture
and energy sectors. Although these investments may appear redundant from a regional point of
view, they have reduced immediate vulnerabilities to water scarcity and flood events. Thereby, they
have also reduced the risk that governments feeling threatened by such consequences lash out
against the (perceived) culprits.

The political and financial capital invested into national strategies to reach self-sufficiency makes a
return to the more integrated resource management of the past unlikely. Yet, as a consequence of
the reduced vulnerabilities, Central Asian governments can now embrace water cooperation with
greater confidence and build pragmatic and mutually beneficial solutions to shared water-related
challenges. Lessened vulnerability may now help breed the confidence to facilitate new deals that
achieve such benefits and, step by step, help overcome past limitations on water cooperation.

However, even with this new reality on the ground, nationally-oriented resource policies cause signifi-
cant costs. There are great opportunities for improving cooperation to the benefit of every country
within the water sector, especially with regard to the interlinkages of water with agriculture, energy,
and broader economic and political cooperation. The shadows of the past need to be acknowledged
to understand the current situation, but they must not distract countries from finding new and more
sustainable bases for cooperation.

The costs of inaction

At present, cooperation over water in Central Asia is limited. This has negative repercussions for
cooperation across a range of other sectors. This study generates an overview of the costs that limited
water cooperation entails for all Central Asian countries. It labels them the ‘costs of inaction’. Put
simply, the costs of inaction measure the difference between what we have (limited cooperation] and
what we could have (full cooperation). The costs of inaction hence constitute the opportunity costs of
not cooperating more closely.



Executive Summary Rethinking Water in Central Asia

The costs of inaction comprise both direct and indirect negative impacts of limited cooperation over
water management in the region. Drawing on existing assessment frameworks and stakeholder
engagement in the region, this study identifies 11 categories of costs that stem from suboptimal
water management (see Infographic 1). Costs directly related to water management primarily com-
prise losses in agricultural production due to inadequate seasonal availability of water for irrigation,
losses and damage from winter floods as well as the costs of new, regionally ‘redundant’ infrastruc-
ture built to protect countries against the consequences of unilateral water management. These
direct economic costs are accompanied by significant social and environmental costs, such as
impacts on livelihoods and ecosystems.

Infographic 1: Types of costs resulting from limited cooperation
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In addition to these direct effects, insufficient water cooperation causes further negative impacts
indirectly: it leads to inefficient trade in energy and other sectors, can constrain countries’ access to
international finance, and may create political frictions that limit all countries’ abilities to shape their
region to mutual advantage. Ultimately, it might even foster social and political instability and conflict.

It is important not to neglect these indirect costs of suboptimal water management because they
demonstrate that the true value of water cooperation is far greater than the direct economic benefits
that can be derived from better water management. The indirect effects often produce costs that
surpass those directly related to limited water cooperation. Moreover, shedding light on the indirect
costs frequently reveals that the commonly held belief that water cooperation benefits downstream
countries more than upstream countries is not true. Although water cooperation often generates
fewer direct economic benefits for upstream countries, these stand to gain as much or even more
than downstream countries from closer cooperation once the indirect costs of limited cooperation
are taken into account.

Estimating the costs of inaction in Central Asia

Limited cooperation on transboundary water management results in significant costs for all basin
countries. The costs of insufficient cooperation are already significant today, and risk rising further
in the future. Due to deteriorating infrastructure, environmental degradation, and demographic and
economic pressures, these costs will inevitably increase if (transboundary) water management
remains unchanged:

e Downstream countries face the most direct costs as population growth upstream will lead to
greater food and energy demands. As a consequence, upstream countries face significant pres-
sures which will tend to increase water abstraction, storage and pollution.
Downstream, this is likely to involve significant costs in the agricultural sector
related to under-irrigation as a consequence of insufficient seasonal water
availability. By undermining rural livelihoods, it may also amplify out-migration,
which could increase pressure on cities and lead to instability. Limited coopera-
tion will also cause significant costs resulting from water-related hazards, such
as floods and mudslides. At the same time, downstream countries risk losing
out on the many benefits that more integrated markets might offer. These range from trade to a
more integrated transport infrastructure linking them e.g. to China or to the power reserve
capacity that upstream reservoirs could provide.

The true value of water
cooperation is far bigger
than the direct economic
benefits that can be
derived from better
water management

e Upstream countries have at least as much to lose from insufficient cooperation. Even if they will
not face many direct costs, shortfalls in transboundary cooperation risk affecting them dispro-
portionately through other sectors. Lack of integration of transport infrastructure as well as
energy and labour markets will have a relatively greater effect on them due to their land-locked
mountainous topography. Moreover, diplomatic conflicts over water can obstruct their attempts
to access international finance and know-how for investment in new water infrastructure.
Upstream countries consider these investments crucial for socio-economic development. There
are hence very significant costs to delaying or not realizing such investments due to disagree-
ments over transboundary water management.

Vi
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A full quantification of these costs of inaction is difficult, especially if analyses attempt to incorporate
the comparatively more substantive indirect costs that cannot directly and unambiguously be attributed
to transboundary water governance. However, drawing on three previous studies (UNDP 2005, World
Bank 2016a, Jalilov et al. 2015) that calculated monetary values of proxies for three cost categories
- agricultural losses, inefficient electricity trade and lack of access to finance due to non-cooperation
- the resulting costs of insufficient cooperation add up to more than US$ 4.5 billion per annum.

Although very substantial, the sum of US$ 4.5 billion only comprises a small part of the true cost as
some aspects are systematically undervalued. First, the proxies used for calculating the three mone-
tary values do not cover the corresponding cost categories comprehensively. Second, the overall sum

does not include any values for important indirect costs, such as environmental

The quality of water and social costs or the diffuse but significant negative influence water tensions
governance will have an have on broader economic integration.

enormous impact on future

economic development The third issue leading to undervaluation is that the sum of US$ 4.5 billion does

not account for any interaction effects between sectors and across societies,
which are significant. A global level study by the World Bank (2016c) estimated the difference between
good and bad water governance to add up to more than 20% of GDP for Central Asia by 2050. This
20% GDP differential for Central Asia that water governance accounts for is the biggest such gap for
any region in the world, underlining the poor state of, but also the massive potential that could be
realized through improving water governance.

Infographic 2: Costs of limited regional cooperation
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Transforming regional relations

The costs of insufficient cooperation are already significant today and the risks for the future sub-
stantial. A scenario of ‘business as usual would give rise to increasing risks and costs as several
crucial trends related to demographic growth, infrastructure deterioration and climate change will
likely enhance the pressures and costs significantly.

The default scenario would thus be dangerous - yet default is not destiny. The costs of inaction can
be significantly reduced by actions that strengthen water cooperation, and Central Asian govern-
ments have recently increased their efforts to this effect. Three alternative scenarios mapped out in
the study show how cooperation at different levels can transform regional relations:

Strengthened technical cooperation could reduce social, environmental and
political risks and costs caused by seasonal water scarcity and floods, not least by
ensuring better implementation of existing agreements. Increased exchange of
data and information related to water resources and their use, establishment of
joint monitoring and early warning systems, and joint research activities could all reduce existing
inefficiencies. However, the absence of stronger political cooperation inherent in this scenario
limits the potential benefits to be gained and constitutes a weaker basis for long-term invest-
ments than would otherwise be possible.

Reinforced sub-regional cooperation can further reduce economic and other risks
(C§> and costs by complementing technical cooperation with bi-, tri- or quadrilateral
% agreements that would govern the management of specific infrastructure (such as
particular dams) and coordinate water resources use in sub-basins. Typical agree-
ments might include regulations on water flows. These could potentially be combined with
agreements on energy trade, and/or joint operation of and investment in specific infrastructure
projects, such as wastewater treatment plants, hydropower projects, or improvements in the
safety of existing dams coupled with agreements on the sharing of costs and benefits. Political
cooperation would increase the potential scope of beneficial trade-offs and reinforce expecta-
tions of future cooperation, thereby improving the basis for investments.

Reinforced regional cooperation would build on stronger technical and political
cooperation to culminate in an institutional and legal framework for the joint man-
agement of basin resources. Under this scenario, economic, social, environmental
and political risks and costs would be significantly reduced. Reinforced regional
cooperation would include comprehensive agreements on the management and protection of
water resources and related issues, such as energy. Such an overarching framework will be
difficult to negotiate and implement, and its success will likely depend on triggering a virtuous
circle of pragmatic steps at lower levels first. Yet systematic resource use optimization at the
regional level offers the greatest potential benefits and economies of scale and scope, not least
in terms of expectations of future cooperation and the attendant investment opportunities.
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Entry points for mutually beneficial solutions

The risks and costs of insufficient water cooperation loom large; the degree and quality of water
cooperation will have enormous impacts on the future development and political stability of the
region. Even if the risks faced by individual countries are not symmetric, the benefits of cooperation
are frequently complementary - and offer multiple entry points for mutually beneficial solutions.

In seeking to strengthen water cooperation benefitting all countries, Central Asian governments can
build on three important assets and developments. First, Central Asia is home to numerous existing
cooperation frameworks at different levels whose functioning can either be enhanced or serve as
inspiration for the extension of cooperation to other settings and issues. Second, the new ‘redun-
dant” infrastructure has reduced dependencies and vulnerabilities and has thereby removed or at
least mitigated potential ‘flashpoints’ of political conflict. Third, the intensified political dialogue
between Central Asian countries during the past year creates new opportunities and a promising
environment for reinforced cooperation, as long as all countries agree to a long-term commitment.

In trying to harness these assets, Central Asian governments and third parties interested in strength-
ening cooperation should draw on the following considerations:

e Start by focusing on uncontested issues that provide complementary benefits to actors and
embrace mutually shared interests: These could, for example, include topics like dam safety,
improved irrigation practices, joint water quality monitoring or shared management agreements
on smaller sub-basins. Such an approach assists in building the trust that provides the basis for any
deeper cooperation. External actors could support such an approach through capacity building
and providing financial resources.

e Embrace a pragmatic sub-regional approach: Whilst the regional level offers the greatest bene-
fits, substantial progress in fostering cooperation at this stage is most likely to be realized at the
(sub) basin level. The current emphasis on leveraging the existing top-down regional water coop-
eration framework, therefore, needs to be complemented by efforts to strengthen bi-/trilateral
technical and political cooperation below the regional level. Decentralized approaches at the
(sub) basin level, including agreements for the Amu and Syr Darya, could be a way out of the cur-
rent difficulties at the regional level.

e Pursue a polycentric approach to cooperation but ensure consistency with potential future
regional solutions: In order to increase chances of success, actors should focus on different
water-related topics (e.qg. irrigation, energy) at different scales (local, national, sub-regional) and
administrative levels to leverage water cooperation. A polycentric approach to cooperation is
more promising and may in time also foster regional-level cooperation, as the benefits of prag-
matic cooperation leave non-participants concerned about being left behind. However, whilst
pursuing a polycentric approach, it is important to ensure compatibility and consistency with a
regional cooperation approach, e.g. by avoiding unintended negative effects on other riparians, by
identifying co-benefits or by ensuring regional compatibility of national data and information sys-
tems. This also implies an important role for international actors, as they will be required to think
carefully about the incentives they set and communicate when supporting sub-regional activities.
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To make progress on cooperation, Central Asian states will need to ensure and persuade every country
that it benefits adequately. A polycentric approach can help in identifying the most appropriate
mechanisms for each case and ensure that cooperation is not dependent on frameworks that are
perceived, whether rightly or wrongly, to be dominated by individual countries. At the same time, it is
important that countries do not focus on past disagreements and thereby miss the current opportu-
nity for establishing new foundations for stronger, mutually beneficial cooperation. Transboundary
cooperation over water offers enormous opportunities to all participating states. By embracing
gradual, bottom-up approaches while ensuring coherence across a polycentric strategy that builds
upon national strategies, Central Asian governments and external actors can help to make this
opportunity a palpable reality in the region.

Xl




Central Asia is witnessing intense
c