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EXECUTIVE SUMMARY 

This report presents findings from a review of the use of economic instruments (EIs) for water 

resources management (WRM) in the Russian Federation. A broad range of instruments – applied or 

potentially applicable in Russia – has been reviewed and available financial data for 2007-11 have been 

presented. Economic instruments in use in the Republic of Buryatia (RB) have been examined in greater 

detail. 

The report also provides information about existing challenges for water resources management in the 

Russian Federation and reviews in greater detail the challenges faced by the Republic of Buryatia. 

The assessment suggests it would be appropriate to reform existing instruments and to develop new 

ones to contribute to the Federal Water Strategy more effectively and at least cost for the community and 

for the public purse. The review formulates preliminary recommendations in this perspective. 

Key challenges faced by the water sector in Russia  

Water quantity. Russia is water rich. However, water is unevenly distributed across the territory. In 

several water-scarce regions, water is becoming a constraint for further economic development. The poor 

condition of water infrastructure in Russia, which derives from chronically under-funded maintenance and 

repair and lack of rehabilitation, can contribute to local shortages and poor water-related services. 

Exploitation of groundwater could help address local water shortages, but the level of knowledge and the 

extent of development of fresh groundwater resources are still low, except for five regions.  The share of 

groundwater in drinking water supply is already high in some regions (87% of water supplied to the 

population in the Republic of Buryatia comes from groundwater).  

Water quality. High level of water-resource pollution is observed in the most populous and 

developed regions of the country. Groundwater pollution is a concern in some regions. In 2011, 50% of 

surface water used to supply the population in Buryatia failed to comply with sanitary standards; 32.7% of 

groundwater sources also failed. Combined with the poor condition of many water treatment facilities, this 

leads to health concerns: in 2011, 13.5% of the Russian population had to use poor-quality water; in 

Buryatia, this share amounted to 35.7%. 

Allocation issues. Competition to access water resources is growing in some basins. In Volga-Kama 

basin, for example, the complexity of managing the cascades of water reservoirs is increasing, and 

conflicts of interest between different territories and various water uses are mounting. Planning and 

decision-making for water allocation remain purely administrative, based on mathematical simulation 

models. Protecting water bodies ranks as the first priority for water allocation. Drinking water supply 

comes second. Then, the energy sector de facto has a pre-emptive right to water vis-à-vis agriculture and 

fisheries. Economic estimates of benefits of alternative water allocation options are not considered. 

Water-related risks. In addition to poor water quality, main water-related risks in Russia include 

floods, mudflows and groundwater flooding (some 400 000 km
2
 are exposed to flooding and some 50 000 

km
2
 are inundated each year), as well as droughts (which occurred in 2010 and 2012). These events are 

further exacerbated by climate change, which is projected to lead to major variability of river flows, faster 

melting of snow accumulated over winter and a significant change in the profile of spring floods. They 

generate significant economic losses. 
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Specific problems in reserved areas, such as Lake Baikal area. The Republic of Buryatia is facing 

severe constraints to economic and social development that derive from the administrative ban and 

restrictions on economic activities in the Lake Baikal protected area. The opportunity costs of over-reliance 

on administrative bans to protect Lake Baikal were estimated at 9.3% of gross regional product. While 

security of water resources is a major priority for the Republic and beyond, the Republic would gain from 

exploring alternative models to combine water protection and green growth. The following questions might 

help find the right balance between environmental, economic and social development: what is the 

appropriate level of environmental security in respective zones? How do various activities potentially 

affect water security? What cost-efficient measures can achieve appropriate levels of security?  

The role of economic instruments for water management in Russia  

Economic instruments play only a marginal role in water management in Russia, which has a deeply-

rooted tradition of command-and-control. 

Economic instruments are generally poorly linked to key challenges faced by the water sector and 

priority objectives of the Federal water policy. Furthermore, the potential of instruments to generate 

significant revenues (e.g. excise taxes, land tax and immovable property part of property tax) has not been 

exploited. A number of instruments to insure against the risk of damage caused by water are not in place. 

Most of the water rent (including hydro energy rent) is privately appropriated and does not benefit the 

Russian community. 

Few economic incentives are in place, to use water wisely, to conserve and protect water resources. 

Opportunities are lost to avoid some of the risks and costs associated with mismanagement of water. More 

opportunities are lost to generate the revenues needed to finance investment in and the operation and 

maintenance of water infrastructure that supports water services (to protect against risks of shortage or 

floods, to supply water to irrigators and households, and to treat effluents and wastewater). 

Water abstraction charges 

There are three concerns: 

 Two parallel regimes coexist. This provides opportunities for users to minimise their payments; 

 Farmers are not charged for the volume of water they abstract from water bodies; 

 Fees paid by hydropower generators do not reflect water availability.  

A substantial proportion of users enjoys water without water-use permit or contract and hence does 

not pay for the water they use. 

Tariffs for WSS 

The recovery of operation and maintenance costs by revenues from water bills has improved in Russia 

over the last two decades. It now reaches 90-95%.  

Since 2000, WSS tariff rose three times faster than inflation in Russia.  However, these trends have 

not directly benefitted WSS infrastructures, inter alia because depreciation allowances in tariffs for fixed 

assets are too small, and do not reflect the cost of fully replacing deteriorated and worn-out assets. The 

share of capital expenditure in total expenditures in WSS in Russia is manifold smaller than in European 

Union countries. The share of WSS networks in need of urgent replacement increased, leading to 

interruptions and often to overall decline in quality of services.  



9 

 

Water pollution charges 

They have proved to be ineffective. Not only are the rates low, but compliance monitoring and 

enforcement are lax. 

Subsidies 

Subsidies play a notable (not always positive) role in water resources management in Russia. They 

take several forms: direct budget support to the water sector; revenue foregone due to low levels of 

charges, taxes and tariffs, and to sometimes poor collection efficiency; transfer of risks to the state, which 

acts as insurer of last resort. Some hidden subsidies derive from loopholes in the regulatory framework. 

Target federal programmes with public investment and budget support play an essential part in 

financing water resources management in Russia.  In Buryatia, they are used also to compensate for lost 

economic opportunities that derive from existing bans on some economic activities in the lake Baikal 

region. Effective alternative mechanisms, however, are neglected.  

Subsidies in the water sector negatively affect fiscal revenues, send wrong signals to water users and 

deter revenue collection to maintain infrastructures. For instance, cheap water for all benefits segments of 

the population who can afford higher water bills; at the same time, it deprives service providers from the 

revenues they need to extend their service to the poor segments who need it. Free abstraction for irrigators 

does not provide incentives to use water efficiently, to shift to higher value crop; it deprives other users 

(including the environment) from access to the water they need. These consequences outweigh potential 

social and economic benefits of most subsidies. There are two exceptions: well-designed state support for 

the development of water infrastructure and targeted support to the poor for water supply and sanitation 

services. 

In a context where public finance will be increasingly scarce, it is time to explore efficient 

mechanisms that make government support deliver on the ground. 

Recommendations to improve the use of economic instruments for water management in Russia 

The recommendations build on the four principles identified by the OECD to finance water resources 

management (OECD, 2012b): 

 Polluters should pay to compensate for the damage they cause to the community; 

 Users should pay for the benefit they enjoy from water; 

 Financing should be equitable and the distributional impacts of water management should be 

properly assessed; 

 Coherence across a range of water-related policies should be ensured. 

Economic instruments such as abstraction and pollution charges, water pricing, and user charges have 

a critical role to play in financing water resources management. Their design and implementation can be 

guided by the four principles above. In addition to generating revenues that can augment public budgets 

and assist in financing water resources management, they can have ancillary benefits. For example, 

economic instruments can promote water efficient practices in households, farms, and industry; help value 

the benefits of watershed services; and create incentives to explore low-cost options for water users and 

water managers (e.g. protecting catchment areas instead of treating polluted waters downstream). 
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In Russia, economic instruments could be improved to better serve the objectives of the national water 

strategy. Additional instruments could be considered. They should be designed and implemented in 

combination with prevailing institutional and regulatory frameworks. 

Improve the use of existing instruments 

1. Revise rates of all fiscal instruments (taxes and obligatory payments) for the use and protection 

of water resources; differentiate rates substantially by key factors (water availability, etc.); 

2. Ensure that all water users in industries, agriculture and commerce (above a certain threshold) 

have either a permit or contract, and pay for the water they use; 

3. Revise regulation on depreciation allowance rates for water infrastructures to reflect replacement 

costs; 

4. Explore efficient ways to channel government support, when and where it is needed. 

Introduce new economic instruments for water management  

 Encourage voluntary insurance for property at risk of floods; this can provide incentives to build 

in water safe zones and can save public money for remediation; 

 Introduce excise taxes on pesticides and synthetic detergents, which are major contributors to 

diffuse pollution of water resources; 

 Consider targeted contributions from some local taxes to finance water resources management. 

Pilot testing could be done in the Republic of Buryatia; 

 Explore how to allocate a portion of fiscal revenues from taxes and payments for forest and land 

resources to finance projects benefiting land, forests and water resources; 

 Experiment incentives for water protection, which contribute to green growth. 

A longer term perspective  

 Prepare a government policy paper and roadmap for gradual introduction of new economic 

instruments for water management in Russia;  

 Develop a roadmap for achieving the financial autonomy of water complex entities (including in 

the melioration and public utilities sectors); 

 Develop a conceptual framework for the introduction of new instruments to clean up 

accumulated past damage to water bodies and catchment areas. 

It would be appropriate to fine-tune, further elaborate and supplement the above preliminary 

recommendations following a more detailed assessment of the use of economic instruments in a selected 

basin and subject of federation. The Republic of Buryatia has signaled its interest to pilot-test such a 

review.  
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INTRODUCTION 

The project aimed to inform water policy makers in Russia on the status of economic instruments for 

water resources management (WRM), the potential benefits of improving their use, as well as possible 

options to make reform happen. It consisted of three tasks: 

Task 1: Collect information and data on economic instruments for water resources management 

at national level.  The main economic instruments in place in Russia to manage water resources were 

inventoried, as they are defined at the national level. Particular attention was paid to subsidies that have an 

impact on water uses, water availability and water quality. The aforesaid economic instruments were 

assessed using the methodology recommended by the OECD (see Annexes A1 and A2). The OECD shared 

background information, particularly findings of a similar review in Kyrgyzstan (OECD, 2012a and 2013).    

Due to data and resource constraints, the report focuses on:  

 Fiscal instruments (water-related taxes and obligatory payments); 

 Tariffs for water supply and sanitation and for irrigation water;  

 Subsidies – understood as government support to the water sector, and focusing foremost on 

subsidies in the form of direct transfer of funds and government revenues foregone.  

Task 2: Assess implementation of main economic instruments in one basin. This task was 

implemented in Lake Baikal basin in the Republic of Buryatia, selected in consultation with Russian 

stakeholders. Particular attention was paid to the specificities of using economic instruments at the level of 

the constituent entity of the Federation.  

Task 3: Discuss implementation issues and opportunities for reforming the existing economic 

instruments and introducing new ones. This was done in the framework of an expert workshop with 

Russian authorities in charge of water resources management. Most recommendations are preliminary and 

should be further elaborated and fine-tuned.  

The report is organized in five sections. Section 1 reviews water-related challenges in Russia. It links 

current status to projections on socio-economic trends and on climate change. Section 2 portrays the legal 

and institutional framework for water management in Russia. It highlights the complexity of multilevel 

governance in the Federation, the features of water rights, and the main regulations organizing water 

management in Russia. Section 3 inventories economic instruments in use and discusses their 

effectiveness. Section 4 provides more practical information on implementation, taking the Republic of 

Buryatia as an illustration. The concluding section draws conclusions on the use of economic instruments 

and opportunities to reform them so that they better contribute to the Russian strategy on water. 

Recommendations build on international good practice and the framework developed by the OECD for 

financing water resources management. 
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SECTION 1. WATER RESOURCES AND WATER COMPLEX IN RUSSIA 

1.1. Quantity and quality of water resources in Russia: General description  

The Russian Federation ranks second in the world after Brazil in the availability of renewable water 

resources. Total annual average flow in km
3 
is shown below (Figure 1).  

Figure 1. Amount of renewable water resources – leading countries 

 

Source: https://www.cia.gov/library/publications/the-world-factbook/fields/2201.html  

Surface water availability  

Water availability – either per unit of surface area or per capita – is not an issue for Russia in the first 

half of this century. By 2025, according to the UN, Russia, Nordic countries, South America and Canada 

will still rank among nations with the highest availability of fresh water with more than 20 000 m
3
 per 

capita per year.
1
 Indeed, water availability increased in Russia as a whole over the past 15 to 20 years. 

However, national figures are misleading. Many regions experience major problems with water availability 

due to extremely uneven distribution of surface water resources across the territory, high time-variability 

(especially in the southern regions) and high degree of pollution.  

                                                      
1
 State Report on the Status and Use of Water Resources in the Russian Federation in 2010 prepared by Minprirody 

of Russia, NIA – Priroda, p. 9. 

https://www.cia.gov/library/publications/the-world-factbook/fields/2201.html
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Box 1. Features of water availability in the Russian Federation 

About 120 000 rivers - each more than 10 km long - flow across the territory of Russia; their total length is 
2.3 million km; there are 2 million freshwater and saltwater lakes and 40 major reservoirs (each with capacity of more 
than 1 km

3
). River flow spreads unevenly across the country’s territory: 90% of surface waters in Russia are in the 

Arctic Ocean and Pacific Ocean basins; the largest rivers – Yenisei, Lena, Ob and Amur – flow into it.  

Three water availability zones are distinguished in Russia:  

А. High water availability — all the northern regions and the Far East 

B. Medium water availability — the Center, Urals, south of Western Siberia and Eastern Siberia 

C. Low water availability — Stavropol region, trans-Volga region, Lower Volga region, Barabinsk Lowlands in 
Western Siberia, Transbaikal and Central Yakutia. 

Source: State Report on the Status and Use of Water Resources in the Russian Federation in 2010, prepared by Minprirody of 
Russia, NIA – Priroda. 

Surface water quality   

There has been a positive trend. Discharges of polluted wastewater (in billions of m
3
) and water 

abstraction from natural water bodies (in billions of m
3
) have decreased by about one-third compared to the 

1990s.
2
  

However, sub-national measurement of surface water quality shows high levels of pollution in the 

most populous and developed regions of the country. The largest rivers in Russia – Volga, Don, Kuban, 

Amur, Northern Dvina, Pechora, Ural, Ob and Yenisei – are considered polluted; some of their major 

tributaries – Kama, Seversky Donets, Tom, Irtysh, Tobol and Miass – are classified as ‘highly polluted’, 

while several water bodies are considered ‘extremely polluted’.  

Groundwater availability and quality  

According to the state monitoring of the subsoil resources status (SMSS), available groundwater 

resources on the territory of the Russian Federation amount to 869.1 million m
3
/day. For Russia as a whole, 

availability of groundwater resources is 6 m
3
 per capita per day.  

Again, based on aggregate indicators, the picture is rather favourable; at the same time, groundwater 

resources are unevenly distributed across territories of federal districts and constituent entities of the 

Russian Federation
3
; a number of constituent entities of the Russian Federation experience significant 

water shortages. Availability of groundwater resources, broken down by federal district (in m
3 

per capita 

per day) is: Far Eastern Federal District – 24; Siberian and Urals Federal Districts – 12; North-Western 

Federal District – 8, Volga Federal District – 3 and Central and Southern Federal Districts – 2. 

Availability of quality fresh groundwater is low in a number of administrative regions in Russia: in 

the Republic of Karelia, western and south-western parts of Arkhangelsk Oblast, Novgorod Oblast, 

Yaroslavl Oblast, a large part of Rostov Oblast, western and central parts of Stavropol Kray; in the 

Republic of Adygea, the mountains part of Dagestan, Kalmykia, Astrakhan Oblast, Volgograd Oblast 

                                                      
2
 On Human Capacity Development in the Russian Federation, 2010. Millennium Development Goals in Russia: 

Looking into the Future, UNDP Russia, p. 103.  
3
 www.protown.ru.  

http://protown.ru/
http://www.protown.ru/
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(trans-Volga region and the south), Kurgan Oblast, Omsk Oblast and southern part of Tyumen Oblast; in 

the Republic of Yakutia (Sakha), Magadan Oblast; and other regions in Siberia and Russia’s Far East. 

The largest number of areas with polluted groundwater occurs within the territory of Volga Federal 

District – 28%, Siberian Volga Federal District – 27% and Central Volga Federal District – 16%. 

The poor condition of many sources and systems negatively affects water supply to the population. 

With respect to drinking water supply, about 40% of surface sources and approximately 17% of 

underground sources in the Russian Federation fail to comply with sanitary standards and norms (SanPiN);  

16.9% of tap water samples from water supply networks fail to meet required sanitary and chemical norms; 

5.3% fail to meet microbiological norms. More than 19 million people, or approximately 13.5% of 

Russia’s total population, consume drinking water from centralised supply systems that fail to comply with 

sanitary regulations or standards as regards content of pathogens. This failure is most readily apparent in 

the Far Eastern Federal District for sanitary and chemical indicators (25.8%) and in the Southern Federal 

District for microbiological indicators (7.6%).    

High deterioration of water supply facilities is the main reason for such a situation: the accumulated 

depreciation rate is as high as 70% in some regions. Planned and preventive maintenance of water supply 

facilities and networks has given way to accident recovery operations almost everywhere.  

Major natural surface and underground water resources exist in Russia, largely in the least developed 

eastern and northern regions of the country. In contrast, water scarcity is becoming a barrier for the 

economic development of the economically mature European territory of Russia where streamlining water 

use, water saving and restoration of the environmental quality of water bodies are important requisites for 

further development.  

1.2. Freshets, floods, mudflows and groundwater flooding  

Another major issue on the territory of the Russian Federation is floods – inundation and groundwater 

flooding of settlements, facilities for economic activities or agricultural land. Total surface area of 

territories exposed to flooding is about 400 000 km
2
 with approximately 50 000 km

2 
inundated each year. 

More than 300 cities, tens of thousands of small settlements with populations of more than 4.6 million 

people, a plethora of economic facilities and more than 7 million km
2 

of agricultural land are flooded in 

various ways.  

By expert estimates, annual average damage by floods over the long term is about RUB 47 billion 

(EUR 1.2 billion). In many settlements in Russia, territories are partially inundated every 8 to 12 years. In 

the cities of Barnaul, Biysk (Altay foothills), Orsk and Ufa (Urals foothills), for example, partial 

inundation of territory occurs once every two to three years. 

Inundation of settlements during the spring high-water period is the most common type of floods on 

the territory of the Russian Federation. This kind of flood, which is easy to forecast, is typical for the 

European territory of Russia, as well as for the territories along uncontrolled water flows (basins of Oka 

and Don and Kama tributaries). Floods caused by torrential rains are typical for the territories of North 

Caucasus and Primorye.  

In the north of the European part of Russia and in Siberia, where rivers flow from south to north, 

floods are usually caused by ice jams. Rivers in the upstream (southern) parts of basins break up earlier 

than in downstream. River beds cannot carry the significant amounts of ice, which gets compressed into 

powerful ice jams.  
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Higher recurrence, along with greater magnitude and severity of consequences of floods (in addition 

to climate change, see below), is increasingly caused by human factors. Flow management features of 

catchment areas disrupted by urban sprawl, agricultural activities, logging and degradation of the 

hydrological network of small rivers led to a rise in peak flows. Decrease in the surface area of forest lands 

combined with the sealing of agricultural land reduces the capacity of soil to dry and retain moisture. It 

also increases the amount of runoff and intensifies soil erosion. This, in turn, contributes to silt-filling of 

water bodies and increased water levels.  

The unsatisfactory condition of many hydrotechnical structures is another risk factor; their poor 

operation and inadequate maintenance and repair destroy main components of structures and fill reservoirs 

with silt. This makes emergencies more likely, especially during spring high-water and freshets.  

About 370 settlements with populations of up to 1 million people, as well as numerous economic sites 

are located within the risk zones of large reservoirs – those with capacity of more than 10 million m
3
 each. 

Adverse economic and social consequences of floods and mudflows are exacerbated by the lack, or 

defective operation, of early warning systems. The population and economic entities are not informed 

about the risk, or occurrence, of hazardous hydro-meteorological events (climate and water-related 

disasters).  

1.3. Impact of climate change on water resources status in Russia 

In the opinion of the Intergovernmental Panel on Climate Change (IPCC), climate change is likely to 

affect both the quantity and quality of water. The Assessment report on climate change and its implications 

on the territory of the Russian Federation, published in 2009 by Roshydromet, predicts ubiquitous increase 

in the runoff over winters and a shift in the high-water period (peak flows) from April to May.  Russia can 

expect an 8-10% increase in renewable surface water resources. Water availability per capita will go up by 

12-14%.  

At the same time, the most populous areas can expect a decrease in water resources of 5-15%. These 

areas include the Central, Southern and North Caucasus Federal Districts, as well as the south-western part 

of the Siberian District where water resources are already limited.  

Increase in renewable water resources is expected, first and foremost, in regions that generate more 

than 95% of the country’s water resources: the north and north-west of the European part of Russia, Volga 

region, the non-Black Soil Central Region, the Urals and in most parts of Siberia and the Far East. Thus, 

Russian water resources will become more unevenly distributed in the long run. The impact of climate 

change has led to major changes in hydrological conditions, exacerbating competition for water resources 

and straining existing decision-making framework for water allocation (see Box 2). 
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Box 2. Impact of climate factor on the distribution of water resources in the Volga River basin 

In 2005-07, a number of extreme or nearly extreme conditions for operating the hydrosystem affected the running 
mode of the cascade of water reservoirs in the Volga River basin: 

  2005 – high level of peak flood; issues of water passage through the cascade and flood prevention; 

 2006 – extremely low level of spring high-water and a summer drought; special spring water release in 
downstream Volga, aggravation of environmental situation and higher social tension; 

 Winter of 2006/07 – historical maximum of water inflow in the cascade reservoir; issues of high water 
passage during winter period– Spring of 2007 – best environmental release in downstream Volga in the 
context of very low level of spring high-water.   

For the past 15 years, in spite of the streamlined cascade management system, conflicts have been growing, first 
and foremost, among the interests of territories (and respective constituent entities of the Russian Federation). 
Conflicts are due to social, political and economic developments in the country, as well as to changes in the 
hydrological conditions over the years. 

Source : Experience with Managing Running Modes of the Volga-Kama Reservoirs Cascade Hydrosystems and Issues of Ensuring 
Social, Economic and Environmental Stability in the Volga Region Areas. S.E. Bednaruk, FGUP Centre of the Russian Registry of 
Hydrotechnical Structures and State Water Cadastre, Moscow, Russian Federation. 

Change in the status of water resources, in its turn, will affect biodiversity. For instance, it is 

estimated that permafrost areas in the Arctic will vanish, likely leading to a decrease in some types of 

wetlands. There will be a higher risk of water bloom due to propagation of algae and enhanced growth of 

toxic cyanobacteria. Higher temperatures will probably lead to higher species diversity in the freshwater 

ecosystems in northern Europe. Agriculture will also be affected: more protracted droughts will result in 

unsustainable and poor yields.  

1.4. Macroeconomic dimension – economic development and water consumption trend  

Economic development of the Russian Federation in the first decade of the 21
st
 century was marked by 

continued structural shifts and a significant slowdown in economic growth after 2008. Apart from the crisis 

year of 2008, the amount of water use per unit of GDP in the Russian Federation has continued to decrease 

throughout the period under consideration (see Table 1).  

 
Table 1. Evolution of GDP and water use in the Russian Federation 

Year GDP, in bn current 
USD* (1) 

Real GDP 
growth rate*, 

year-on-year, % 

Water Use, km
3
** 

(2) 
Water use growth 

rate, year-on-
year, % *** 

2002 345.1 - 64.9 -  

2003 430.3 7 64.1 -1.2 

2004 591.2 7 61.5 -4.1 

2005 764.0 6 61.3 -0.3 

2006 989.9 8 62.2 1.5 

2007 1 299.7 9 62.5 0.5 

2008 1 660.8 5 62.9 0.6 

2009 1 222.6 -8 57.7 -8.3 

2010 1 487.5 4 59.5 3.1 

2011 1 857.8 4 59.5 0.0 

Note: 2002 is used as base year   

Source: * - World Bank and https://www.cia.gov/library/publications/the-world-factbook/index.html  ** -Rosvodresursy data;  
*** -  own calculations. 
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Note that total water consumption also declined steadily during the period of significant economic 

growth (2002-08). This decoupling of economic growth and water use represents an historic break since, 

in the former USSR, GDP growth was typically accompanied by higher consumption of water resources.  

Figure 2 also confirms decoupling because a major increase in real GDP in 1999-2008 (at some 6% 

per annum) was accompanied by stable water consumption volumes. This achievement is a consequence of 

profound structural changes affecting the Russian economy related to a decline in the relative contributions 

of major water user groups (heavy industry, machine-building industry, military industrial complex, 

irrigated farming) in favour of fast-growing service industries (including financial services),  construction, 

wholesale and retail trade.  

Figure 2. Key water use indicators in the Russian Federation 
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Source: State report on the status and use of water resources in the Russian Federation in 2010. 

However, in terms of water use per unit of GDP, the Russian economy still remains much more water-

intensive compared to some developed European countries. For instance, it lags significantly behind 

Belgium and Sweden.
4
  

This study compares gross regional product (GRP) trends, the industrial production index, fresh water 

use and discharges of polluted wastewater. It allows for major regional variations in the structure, level and 

rate of economic development, and specific availability of water, as discussed above. Analysis suggests 

clear and persistent dependence between the change in water consumption and the industrial output index – 

a 10-year time period makes it especially apparent (Figure 3).  

                                                      
4
 Europe’s environment assessment of assessments. Russian Federation. Water resources and water-related 

ecosystems, p. 17. European Environment Agency, Russian Regional Environmental Centre.  
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Figure 3. Impact of industrial output growth on fresh water use, 2000-2010 

 

Source: own calculations based on Rosstat data. 

Review of the above figures supplements the conclusion about decoupling. As noted above, the 

favourable situation of GDP-water use decoupling builds on ongoing structural shifts in the Russian 

economy. At the same time, decoupling is not accompanied by modernisation of industrial production or 

the introduction of innovative technologies that would reduce water consumption per physical unit of 

industrial and agricultural output.  

1.5. Growing competition for water resources in water-scarce regions  

The following factors influence water competition in Russia: 

 Structure of a region’s economy, especially industrial output and agriculture; 

 Level of development and condition of water infrastructure; 

 Fresh water reserves and fresh water availability; 

 Level of knowledge/exploration of groundwater resources. 

Unlike the case in many other countries, industry (including the processing industry and energy 

sector) is the main water user in Russia, followed by domestic users and agriculture (irrigated farming 

and livestock). Manufacturing is still far from historic highs: in 2007/08, the industrial production index 

was at about 80% of the 1990 level, and below 75% in 2009 (at the bottom of the crisis). Thus, existing 

water supply facilities do not yet operate at full capacity, while competition presumes scarcity of water 

supply. The above, however, does not rule out local water supply shortages due to lack of water 

infrastructure, among other factors.  
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Competition for water is exacerbated by the age of infrastructure. The vast majority of hydrotechnical 

structures and systems, which supply water to industry, public utilities and irrigated farming, was put in 

place before 1990. Many suffer from major deterioration and a high level of water loss/leaks. It is also 

worth noting the low levels of both geological exploration of water resources and development of fresh 

groundwater resources in all but five regions (see Figures 4 and 5).   

Data on underground sources with the highest-quality water attest that the level of development of 

explored reserves and total groundwater resources does not exceed 40% practically anywhere in the 

country — not even in regions with an arid climate such as the Republic of Kalmykia, Volgograd Oblast, 

or Astrakhan Oblast (Figure 5).  

Figure 4. Exploration of fresh groundwater resources in Russian regions (2009) 

 

Source: own calculations based on Rosstat data. 

Figure 5. Development of fresh groundwater resources in Russian regions 

 

Source: own calculations based on Rosstat data. 
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At the same time, due to surface water scarcity in the southern regions of the country – in the Volga, 

Don, Terek, Kuban and other river basins – conflicts arise regularly. Agricultural and fishery water 

consumers and water users, for example, are not on an equal footing with the hydropower sector. This 

inequity is enshrined in existing water-allocation mechanisms. Conflicts between water consumers and 

water users upstream and downstream have also been exacerbating in recent years. The Lower Volga is a 

case in point: artificial flooding of the Astrakhan floodplain to help sturgeon reproduce has taken water 

from agriculture, fisheries and the public utilities sector in Saratov Oblast.  

To reduce conflict, the introduction of appropriate instruments in the water-allocation mechanism 

could help determine the economic value of an incremental unit of water resources by various uses and 

users through a cost-benefits analysis.  
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SECTION 2. LEGAL AND INSTITUTIONAL FRAMEWORK FOR WATER MANAGEMENT 

IN RUSSIA 

2.1. Executive authorities governing water in Russia  

 2.1.1. Federal executive authorities  

Ministry of Natural Resources and Environment and subordinated agencies and services 

The Ministry of Natural Resources and Environment of the Russian Federation (Minprirody of 

Russia) is a federal executive authority. It makes policies and regulations for the study, use and protection 

of water resources and specific water bodies; hydrometeorology and related areas; and environmental 

protection. It also monitors the natural environment and pollution.
5
 

Minprirody of Russia co-ordinates and controls activities of its subordinate bodies: the Federal 

Service for Hydrometeorology and Environmental Monitoring, Federal Natural Resources Use Supervision 

Service, Federal Agency for Water Resources and Federal Agency for Use of Subsoil Resources.  

The Federal Natural Resources Use Supervision Service (Rosprirodnadzor) is a federal executive 

authority that controls and supervises use of natural resources and environmental protection.
6
 

The Federal Agency for Water Resources (Rosvodresursy) is a federal executive authority that 

manages federal property in the area of water resources.
7
  More specifically, it organises the following 

activities:  

 Territorial re-distribution of runoff flow, replenishment of water resources in the underground 

water bodies; 

 Prevention of negative impact of waters and clean-up with regard to federally owned water bodies 

or those located on the territory of two or more constituent entities of the Russian Federation; 

 Protection of water bodies fully located on the territory of respective constituent entities of the 

Russian Federation, as well as water resources used to supply drinking and domestic water in two 

or more constituent entities of the Russian Federation as per the list of such water bodies set by 

the Government of the Russian Federation; 

 Protection of seas or specific parts thereof, to prevent their pollution, clogging or depletion of 

water, and carrying out activities to clean up after the above events. 

                                                      
5
 Resolution of the Government of the Russian Federation No. 404 of 29 May 2008. 

6
 Resolution of the Government of the Russian Federation No. 400 of 30 July 2004. 

7
 Resolution of the Government of the Russian Federation No. 282 of 16 June 2004. 
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Rosvodresursy maintains the Russian Registry of Hydrotechnical Structures, and maintains and 

disseminates information from the state water registry. In addition, as the “owner” of federal water bodies, 

it:  

 develops and implements integrated water bodies use and protection schemes; 

 conducts and organises state monitoring of water bodies; 

 designs automated systems for collection, processing, analysis, storage and release of information 

on the status of water bodies, water resources, mode, quality and use of waters in the Russian 

Federation as a whole, its specific regions and river basins;  

 authorises the use of water bodies fully located on the territory of respective constituent entities 

of the Russian Federation and water resources for drinking and domestic water supply in two or 

more constituent entities of the Russian Federation; 

 carries out hydrographic and water supply zoning of the territory of the Russian Federation; 

 establishes freshet passage, special release and reservoir filling and drawdown (water draw-off) 

modes. 

The mission of the Federal Agency for Water Resources (Rosvodresursy) which follows from the 

President’s address, the Water Code and the Water Strategy, is to ensure “sustainable water use with 

conservation of ecosystems and security of the population and economic facilities from negative impact of 

waters.” 

The objectives Rosvodresursy include: 

1. fulfill the social and economic needs for water resources; 

2. ensure the security of the population and economic facilities from negative impact of waters; 

3. ensure the safety of subordinate hydrotechnical structures (HSs).  

Ensuring reproduction of water resources and improving their quality is not on the list of 

formulated objectives; this omission undermines water use sustainability and eventually affects the amount 

and quality of public services provided. Nor is the broad objective of retrofitting the water 

infrastructure mentioned.  

The Federal Service for Hydrometeorology and Environmental Monitoring (Roshydromet) is a federal 

executive authority that manages state property and provides public services in the area of 

hydrometeorology and related areas, as well as monitoring of environment and its pollution.
8
 

Roshydromet’s functions include, among others: 

 maintain state accounting for surface waters and state water cadastre with regard to surface water 

bodies; 

 maintain common state data fund on environmental status and pollution; 

                                                      
8
 Resolution of the Government of the Russian Federation No. 372 of 23 July 2004. 
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 set up, and ensure the operation of, the state observation network, including setting up and 

terminating operation of stationary and mobile observation stations; 

 conduct state monitoring of surface water bodies and monitor the unique environmental system 

of Lake Baikal; 

 conduct state monitoring of continental shelf as set by the legislation of the Russian Federation 

(within its terms of reference); 

 ensure operation on the territory of the Russian Federation of hydro-meteorological observation 

stations and of a system to obtain, collect and disseminate hydro-meteorological information.  

The Federal Agency for Use of Subsoil Resources (Rosnedra) is a federal executive authority that 

provides public services and manages state property in the area of subsoil resources use.
9
 Rosnedra 

organises state geological exploration of subsoil resources, as well as state expert examination of subsoil 

resources projects; of discovered mineral reserves; and of geological and economic information about 

subsoil resources areas.  

Ministries representing main water using sectors of Russian economy 

The Ministry of Regional Development of the Russian Federation (Minregion of Russia) provides 

public services and manages state property in the housing and public utilities sector. It also co-ordinates 

state corporation activities, as well as the Fund for Promotion of Housing and Public Utilities Sector 

Reform.
10

 In addition, it regulates the water supply and sanitation sector, a key element of water 

infrastructure and one of the largest consumers of water resources in Russia.  

The Ministry of Agriculture of the Russian Federation (Minselkhoz of Russia) is a federal executive 

authority that makes policy and regulations for the agro-industrial complex, including melioration. It 

approves soil reclamation/melioration rules and standards and plans for agrotechnical, agrochemical, 

melioration, phytosanitary and anti-erosion activities to ensure agricultural soil fertility.
11

 

The Federal Agency for Fisheries (Rosrybolovstvo) is a federal executive authority that makes, 

implements and regulates fisheries policy, including protection, management, study and reproduction of 

aquatic biological resources and their habitat. It manages the restoration of aquatic biological resources or 

their habitat disrupted by a natural disaster or other reasons. In addition, it approves the location of 

economic or other facilities, and introduces new technological processes that improve the status of aquatic 

biological resources or their habitat. It does not take responsibility for aquatic biological resources in the 

specially protected natural areas of federal importance and for those on the Red List of the Russian 

Federation.
12

 

The Federal Agency for Maritime and River Transport (Rosmorrechflot) organises operations to 

maintain inland waterways (including supply of water to rivers), navigational hydrotechnical structures and 

access ways to berthing facilities. Rosmorrechflot also organises operations to prevent or clean-up spills of 

                                                      
9
 Resolution of the Government of the Russian Federation No. 293 of 17 June 2004. 

10
 Resolution of the Government of the Russian Federation No. 40 of 26 January 2005. 

11
 Resolution of the Government of the Russian Federation No. 450 of 12 June 2008. 

12
 Resolution of the Government of the Russian Federation No. 444 11 June 2008. 
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oil or oil products, both in seas (from vessels or facilities irrespective of their departmental affiliation or 

nationality) and in inland waterways (from vessels and maritime or river transport facilities).
13

 

Other relevant ministries  

The Ministry of Health of the Russian Federation (Minzdrav of Russia) is a federal executive authority 

that makes, implements and regulates policy
14

 relating to the sanitary and epidemiological wellbeing of the 

population. This concerns state control of drinking water quality, as well as respect for the regime of 

sanitary protection zones around drinking water supply sources. 

The Ministry of the Russian Federation for Civil Defense, Emergencies and Elimination of 

Consequences of Natural Disasters
15

 (Emercom of Russia) maintains the registry of potentially hazardous 

underwater facilities in the inland waters and in the territorial sea of the Russian Federation, and organises 

operations to prevent emergencies in these areas. It also organises activities with executive authorities of 

constituent entities of the Russian Federation and local self-governments regarding federal support and 

interaction for ensuring people’s safety in waters and to prevent, or clean up after, emergencies.  

The Ministry of Energy of the Russian Federation (Minenergo of Russia) develops and implements 

government energy policy, as well as programmes such as hydro- and thermal power stations, district 

heating systems and the location and construction of new facilities. Sector policy covers technical 

standards for energy and water resource efficiency, as well as environmental impacts of the facilities. 

The Ministry of Industries and Trade of the Russian Federation (Minpromtorg of Russia), among 

other duties, develops Russian industries on the basis of more resource-efficient and environmentally 

friendly (cleaner) technologies. Gradual shift to best available techniques is under discussion. State target 

programmes and laws on technical regalements (standards) for various industries are key policy tools.  

Not only do most federal ministries and agencies have their territorial bodies, but each constituent 

entity (subject) of the Russian Federation also has its own ministries or departments with similar functions. 

Therefore, it is a major challenge to ensure coherence of policies and regulations between and among the 

various levels of government bodies involved in Russia’s water sector.   

2.1.2. Water legislation, water strategy, water policy and implementing mechanisms 

Main legislative acts governing water management are the following regulatory instruments: 

 Water Code of the Russian Federation No. 74-FZ of 3 June 2006 

 Inland Water Transport Code of the Russian Federation No. 24-FZ of 7 March 2001 

 Federal Law on Hydrotechnical Structures Safety No. 117-FZ of 21 July 1997 

 Federal Law on Fishing and Conservation of Aquatic Biological Resources No. 166-FZ of 20 

December 2004 

 Federal Law on Environmental Protection No. 7-FZ of 10 January 2002 

                                                      
13

 Resolution of the Government of the Russian Federation No. 371 of 23 July 2004. 
14

 Resolution of the Government of the Russian Federation No. 608 of 19 June 2012. 
15

 Decree of the President of the Russian Federation No. 868 of 11 July 2004. 
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 Federal Law on Water Supply and Sanitation No. 416-FZ of 7 December 2011 

 Federal Law on Lake Baikal Protection No. 94-FZ of 1 May 1999 

 Federal Law on Melioration No. 4-FZ of 10 January 1996.  

The recently passed Water Strategy of the Russian Federation for the period until 2020 is the main 

policy document on Russia’s water complex development.
16

 During the first stage, activities to enhance 

protection of the population against the negative impact of waters, to remove accumulated environmental 

harm and to improve water availability in selected regions of the Russian Federation are priorities.  

Federal and regional target programmes are the main implementing mechanisms for the Water 

Strategy. The latter are subsidised from federal funds through co-financing. However, the federal funds 

available for target programmes have limited capacity to address priority objectives. It is also necessary to 

attract private investment. 

Development institutions are a vehicle to attract private capital. They also serve as a tool for state 

support for development of priority regions and economic sectors. As per the concept paper of 

Mineconomrazvitiya of Russia, 

Development institutions serve as one of the state policy tools which promote innovation 

processes and infrastructure development, using public-private partnership mechanisms. The 

main mission of development institutions is to overcome the so-called “market failures” to 

address objectives which cannot be achieved in the best way through market mechanisms, to 

ensure sustainable economic growth and to diversify the economy. Development institutions 

catalyse private investment in the priority economic sectors and industries and create 

conditions for emergence of infrastructure which ensures access to necessary financial and 

information resources by the enterprises in the priority areas of the economy.
17

  

Vnesheconombank, the State Investment Fund, Russia’s Far East and Baikal Region Development 

Fund, GK Rosnanotech, OJSC Russian Venture Company and GK Fond Sodeistviya Reformirofaniyu 

ZhKKh [HUS Reform Promotion Fund] could be named among the largest development institutions. They  

fund business projects, provide infrastructure support and co-finance R&D. Constituent entities of the 

Federation have their own regional development institutions.  

2.2. Delineation of powers among federal, regional and local public authorities  

The Water Code of the Russian Federation
18

 delineates powers related to water management among: 

 public authorities of the Russian Federation; 

 public authorities of constituent entities of the Russian Federation; 

 local self-governments.  

                                                      
16

 Order of the Government of the Russian Federation No. 1235-r of 27 August 2009. 
17

 Official web-site of Mineconomrazvitiya of Russia. 

18
 Water Code of the Russian Federation No. 74-FZ of 3 June 2006. 
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Powers of the public authorities of the Russian Federation 

In the area of melioration, powers of the Russian Federation include the following:
19

 

 possess, use and manage, federally owned melioration systems and stand-alone hydrotechnical 

structures  

 finance of soil melioration through federally owned state melioration systems and stand-alone 

hydrotechnical structures 

 approval, implementation and enforcement of federal melioration programmes. 

Land reclamation (melioration) planning is carried out by Minselkhoz of Russia under federal and 

regional melioration programmes or upon request of land plot owners, holders or users.  

Powers of the public authorities of constituent entities of the Russian Federation 

Constituent entities of the Russian Federation have their own powers related to water management, 

including those to reserve sources of drinking and domestic water supply, to participate in basin councils’ 

activities and to participate in the arrangement and implementation of state monitoring of water bodies. 

Constituent entities of the Russian Federation should exercise those powers out of their budget funds.  

In addition to own powers, the Water Code grants constituent entities of the Russian Federation a 

number of powers of the Russian Federation. These additional responsibilities are subsidised through 

transfers to the budgets of constituent entities of the Russian Federation. They include the following:  

 grant use of a federally owned water body, or a part thereof located on the territory of a 

constituent entity of the Russian Federation (including under a water-use contract), except for 

granting use of a water body to ensure the country’s defence and national security; 

 carry out activities to protect a federally owned water body or a part thereof located on the 

territory of a constituent entity of the Russian Federation; 

 carry out activities to prevent, or clean up following, a negative impact of waters with regard to a 

federally owned water body fully located on the territory of a constituent entity of the Russian 

Federation. 

In the area of melioration, powers of constituent entities of the Russian Federation include the 

following: 

 finance melioration through state melioration systems and stand-alone hydrotechnical structures 

owned by a constituent entity of the Russian Federation and co-finance melioration through 

federally owned state melioration systems and stand-alone hydrotechnical structures 

 develop, approve, implement and enforce regional/area melioration programmes. 

                                                      
19

 Federal Law on Soil Melioration No. 4-FZ of 10 January 1996. 
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Powers of local self-governments 

 Local self-governments apply powers to the water bodies and water systems they own (which means 

right, title and interest), including the following activities: 

 prevent, or remediate, negative impact of waters; 

 protect the aforementioned water bodies; 

 set fee-rates for use of the water bodies and fee calculation and levying procedure.  

Local self-governments also set rules for use of public water bodies located on the territory of 

municipal entities for personal and domestic needs. They have powers related to right, title and interest in 

municipally owned melioration systems and stand-alone hydrotechnical structures.  

2.3. Ownership rights to water bodies and water resources, and water use rights  

Under the Water Code, the Russian Federation owns all water bodies except for ponds or flooded 

quarries located within the boundaries of a land plot owned by a constituent entity of the Russian 

Federation, a municipal entity, an individual or a legal entity. In the latter case, the land plot owner also 

owns the water body (pond or flooded quarry).   

      If a pond or a flooded quarry is located on the territory of two or more constituent entities of the 

Russian Federation, then by Article 7 of Federal Law No. 73-FZ of 3 June 2006 on Enactment of the Water 

Code,  the water body is owned by the Russian Federation. . Similarly, a pond or a flooded quarry, if 

located within the boundaries of the territory of two or more municipalities or city districts, is owned by a 

constituent entity of the Russian Federation.  

Other ponds or a flooded quarries, except those owned by individuals or legal entities, are owned by 

respective municipalities (the hierarchy of municipalities in Russian include: municipal areas, settlements 

and city districts) that own respective land plot, within the boundaries of which the pond or the flooded 

quarry in question is located.  

Restrictions on tradability and privatisation 

Article 27 of the Land Code of the Russian Federation restricts tradability of state- or municipally 

owned land plots within the limits of which there is a state- or municipally owned water body. It also 

restricts trading in the first and second belts of the sanitary protection zones (SPZs) for the water bodies 

used for drinking and domestic water supply purposes. The same article prohibits privatising land plots 

within a legally established coastal strip or those on which there is a pond or a flooded quarry within the 

boundaries of a public area. 

Constructed reservoirs versus ponds 

The above provisions were introduced partly because the water legislation does not distinguish clearly 

between the concepts of “reservoir” and “pond.” As defined in GOST 19179-73, Land Hydrology, Terms 

and Definitions, passed in 1973, a “reservoir” is an artificial water body formed by a water-retaining 

structure in a water course for water storage and flow management; a “pond” is a shallow reservoir with a 

surface area of no more than 1 km.
2
  With no clear criteria distinguishing a pond and a reservoir, and 

following the passing of the new Water Code in 2006, a number of experts voiced their concern about 

privatisation of reservoirs for drinking and domestic water supply to the population.  
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Water users use and pay for water under a permit or contract – both documents establish systems of 

water-use metering. However, compliance monitoring could be improved. Fines for non-compliance are 

very low: some RUB 300-500 (EUR 7.5-12.5) for physical persons, and some RUB 5-10 000 (EUR 

125-250) for legal entities.  

Moreover, Minprirody of Russia at its discretion allows some regions (provinces) to have a substantial 

proportion of users that can use water without a permit or contract; these users do not pay for water use at 

all. The legally allowed proportion could be 27% of all water users (in Kaluga oblast, Permskiy, Primorskij 

and Khabarovskij Krai) and up to 33% (in Dagestan). 

2.4. Mechanisms for water resource allocation   

In the Soviet Union, water availability (reservoirs) and availability of energy resources (hydroelectric 

power plants, HPP) created a foundation for industrialisation. It formed a physical backbone that has had a 

significant bearing on the prevailing state water policy for Russia as well.  

For instance, construction of 11 hydrosystems with reservoirs on the Volga river and its main Kama 

tributary between the 1930s and 1970s generated one of the largest managed water systems in the world; 

reservoirs have a total capacity of about 190 km
3
 and useful capacity of about 80 km

3
.  

The system performs a number of functions, including electricity generation, large-capacity 

navigation, water supply to the population and irrigation. It contributed significantly to the economic 

development of the European part of Russia. However, it also had a significant negative impact on aquatic 

ecosystems.  

Thus, without special measures, the natural and economic systems in Lower Volga, which depend 

entirely on spring inundations of the Volgo-Akhtubinsk floodplain and of the Volga delta, are doomed to 

degradation and disappearance. To conserve natural ecosystems and traditional living conditions for the 

Lower Volga population (fisheries and agriculture), a special spring water release though Volgograd 

hydrosystem to downstream Volga is carried out each year.
20

  

Water use by sector 

Water consumption (monthly, daily, hourly) by water-intensive uninterrupted-cycle industries, water 

settlements and hydropower is mostly stable. However, water consumption in irrigation, by water transport 

and in fish-farming is much less even. For irrigation, water supply is only necessary during the vegetation 

period; water transport and timber floating require maintenance of a certain depth during the navigation 

period; and fisheries require water during the spawning season. In some economic sectors, water 

consumption varies significantly over a 24-hour period. All of that renders water use, and its distribution to 

users, complex.  

In addition to natural factors, decision-making regarding water allocation is affected by such factors 

as poor quality of available water resources, condition of engineered infrastructure for public utilities and 

agricultural facilities, and issues related to ensuring navigation. 
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 Experience with managing running modes of the Volga-Kama reservoirs cascade hydrosystems and issues of 

ensuring social, economic and environmental stability in the Volga Region areas. S.E. Bednaruk, FGUP Centre 
of the Russian Registry of Hydrotechnical Structures and State Water Cadastre, Moscow, Russian Federation. 
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Decision-making mechanisms 

The Volga-Kama basin can serve as an example of water allocation planning and decision-making. 

Plans for operation of the hydrosystems in the Volga-Kama reservoirs cascade, including passage of spring 

high water, are calculated through the VOLPOW simulation model. The model uses projections on 

hydrological conditions by Roshydromet and several scenarios. Implementation of this model allows 

linking hydrological calculations for water flow in a reservoir to water-sector balance calculations for 

hydrosystems cascade and, therefore, to water resources management.  

The Inter-agency Task Force (ITF) is a crucial element of decision-making. It seeks primarily to help 

meet the needs of all stakeholders, addressing concerns about the cascade hydrosystems running mode 

promptly and, as much as possible, with respect for existing water sector and hydrological conditions (see 

Box 3).  

Box 3. ITF Establishment Procedure and Membership  

The Federal Agency for Water Resources (Rosvodresursy) set up and regulates the Inter-agency Task Force 
(ITF). ITF includes representatives from federal ministries and concerned agencies, largest water users, executive 
authorities of constituent entities of the Russian Federation, research institutions and production entities. Specifically, 
ITF is composed of representatives from: Rosvodresursy, Minprirody of Russia, Minselkhoz of Russia, Emercom of 
Russia, Roshydromet, Rosmorrechflot, Rosstroy, Rospotrebnadzor, Roselkhoznadzor, Astrakhan Oblast and 
Volgograd Oblast administrations, OAO RAO UES of Russia, OAO HydroOGK, OAO SO TsDU EES, FGUP Kaspiysky 
Nauchno-Issledovatelsky Institut Rybnogo Khozyaistva [Caspian Fisheries Research Institute] and FGUP Tsentr 
Registra i Kadastra [Registry and Cadastre Center]. Some ITF meetings are also attended, by invitation or on their own 

initiative, by members of the Federation Council or members of the State Duma of the Federal Assembly of the 
Russian Federation; representatives from legislature and executive authorities of constituent entities of the Russian 
Federation; local self-governments; basin water councils of Rosvodresursy; basin waterways councils of 
Rosmorrechflot; navigation, construction and other companies; research institutes; and non-governmental 
organisations. 

FGUP (Tsentr Registra i Kadastra) prepares proposals regarding the cascade hydrosystems running modes and 
existing hydrologic situation (reported on by the Roshydromet representative).  

Following discussions, ITF recommends action regarding the cascade hydrosystems running modes for the coming 
period. Minutes of ITF meetings record highlights of discussions (including dissenting opinions) as well as 
recommendations. 

Source: www.icwc-aral.uz/workshop_march08/pdf/bednaruk_ru.pdf. 

 

ITF recommendations are considered as advice rather than direction; decision-making powers 

regarding reservoir filling and drawdown modes in the Russian Federation rest with the Federal Agency for 

Water Resources. 

In the overwhelming majority of cases, decisions follow the ITF’s recommendations. In one case, 

however, the objectives of guaranteed water supply and security determined by regulations in force were 

jeopardized. There were excessive risks of disrupting guaranteed water supply or provoking an emergency 

from unjustified submergence or inundation of a territory.
21

 Thus, the ITF recommendations were not 

followed in this instance. 

                                                      
21

 Experience with managing running modes of the Volga-Kama reservoirs cascade hydrosystems and issues of 

ensuring social, economic and environmental stability in the Volga Region Areas. S.E. Bednaruk, FGUP Centre of 

the Russian Registry of Hydrotechnical Structures and State Water Cadastre, Moscow, Russia. 

http://www.icwc-aral.uz/workshop_march08/pdf/bednaruk_ru.pdf
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No economic instruments (prices, payments) are currently used in water allocation from reservoirs. 

Furthermore, the possibility or feasibility of considering the economic value of water use as a criterion for 

allocation has not been examined in depth.  

2.5. Ownership right to water infrastructure  

Hydrotechnical structures can be owned by the Russian Federation, a constituent entity of the Russian 

Federation, a municipal entity, an individual or a legal entity under Federal Law on Hydrotechnical 

Structures Safety No. 117-FZ of 21 July 1997. Currently, about 3% of reservoirs with capacity under 

1 million m
3
, approximately 8% of reservoirs with capacity above 1 million m

3
 and more than 25% of 

liquid waste ponds are state-owned in the Russian Federation. The duties of owners of federally owned 

hydrotechnical structures are performed by respective federal executive authorities.   

Melioration systems and stand-alone hydrotechnical structures can be owned privately, by states or 

municipalities or by others under Federal Law on Melioration No. 4-FZ of 10 January 1996. 

Federal ownership includes state-owned melioration systems and stand-alone hydrotechnical 

structures on the territory of one or several constituent entities of the Russian Federation that are engaged 

in the inter-regional water distribution. Such systems are financed by federal funds.  

Ownership of constituent entities of the Russian Federation includes state-owned melioration systems 

and stand-alone hydrotechnical structures that are not owned by the Russian Federation, municipalities, 

individuals or legal entities. This includes, among others, WSS systems servicing several municipalities.  

Minselkhoz of Russia and respective executive authorities of constituent entities of the Russian 

Federation are charged with keeping state-owned melioration systems in proper working order. 

Finally, municipalities own centralised municipal WSS systems and district heating systems, though 

the latter could also be in private property, or operated under various PPP arrangements (foremost, leases 

and management contracts).  

2.6. Main legislative acts and regulations governing fiscal instruments for water resources 

management 

As mentioned above, under the Water Code of the Russian Federation, water bodies are used for a fee, 

except for cases described in legislation. Table 2 summarises key legislative acts and regulations governing 

economic instruments, establishing their scope and determining authorities’ duties to use specific economic 

instruments (role of federal, regional and basin-level authorities, as well as that of municipal authorities, 

local self-governments and water operators). The table reviews allocation of funds to various water 

resources management actors.  
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Table 2. Main legislative acts and regulations governing fiscal instruments that are (or could potentially be) used for water resources management and water complex 
management in Russia 

Fiscal instrument 
Main legislative acts and 

regulations governing application 
Authority that 

administers revenue 
Statutory allocation of fiscal revenues (level of 

public budget) 

A. Fiscal instruments that are used for water management in Russia 

Tax on extraction of mineral resources* Tax Code of the Russian Federation FTS [the Federal Tax 
Service] of Russia 

regional budget 

Water tax* Tax Code of the Russian Federation FTS of Russia Federal budget 

Fee for use of water body** Water Code of the Russian 
Federation  
Resolution of the Government of the 
Russian Federation No. 876 of 
30 December 2006 

Federal Agency for 
Water Resources  
Executive authorities of 
constituent entities of 
the Russian Federation  

Federal budget 

Groundwater extraction fees* Law on Subsoil Resources of the 
Russian Federation No. 2395-1 of 
21 February 1992, Title V, Subsoil 
Resources Use Fees 

FTS of Russia One-off fees for getting a license for the use of subsoil 
resources (including ground water: fresh, mineral or hot) 
when certain events stipulated in the license are 
credited to the federal budget and budgets of 
constituent entities of the Russian Federation under the 
budget legislation of the Russian Federation. Licenses 
could be provided directly, or auctioned out. In the latter 
case,  tender/auction fees belong to federal revenue. 
Fees for participation in a tender/auction regarding local 
subsoil resources areas are directed to the revenue of a 
constituent entity of the Russian Federation governing 
the subsoil resources use process in the specified area.  

Charges for use of objects of aquatic biological 
resources* 

Tax Code of the Russian Federation, 
Chapter 25.1 

 Charges for use of objects of aquatic biological 
resources are credited to the Federal Treasury 
authorities’ accounts.  

Water pollution charge** Federal Law on Environmental 
Protection No. 7-FZ of 10 January 
2002; Resolution of the Government 
of the Russian Federation No. 632 of 
28 August 1992 on Approval of the 
Procedure for Determining the 
Charge and Its Limits for Pollution of 
Ambient Environment, Waste 
Placement and Other Kinds of 
Adverse Impact  

Territorial bodies of the 
Federal Treasury 

20% to the federal budget 
40% to the budget of a constituent entity of the Russian 
Federation 
40% to the budget of a municipal entity.  
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Fiscal instrument 
Main legislative acts and 

regulations governing application 
Authority that 

administers revenue 
Statutory allocation of fiscal revenues (level of 

public budget) 

B. Fiscal instruments that could potentially be used for water management in Russia 

Land tax* Tax Code of the Russian Federation 
(Title 2) No. 117-FZ of 5 August 
2000 

Territorial bodies of the 
Federal Tax Service 

Land tax revenue is credited to the budgets of 
settlements at the rate of 100%. The proceeds are for 
general use. 

Fee for use of forest resources*** Forest Code of the Russian 
Federation No. 200-FZ of 4 
December 2006, Chapter 73 

Executive authority of a 
constituent entity of the 
Russian Federation  
 

Fee for use of forests insofar as minimum lease 
payment and minimum fee under forest plantations sale-
and-purchase agreement becomes part of federal 
revenue – at the rate of 100%.  
Fee for use of forests to the extent that it exceeds 
minimum lease payment and minimum fee under forest 
plantations sale-and-purchase agreement, and fee 
under agreement on sale and purchase of forest 
plantations for one’s own needs gets directed to the 
budget of a constituent entity of the Russian Federation 
– at the rate of 100%. 

Corporate property tax* Tax Code of the Russian Federation Authorised executive 
authority of a 
constituent entity of the 
Russian Federation  

Corporate property tax revenue is credited to the 
budgets of constituent entities of the Russian Federation 
– at the rate of 100%. 

Note: *- rates are set by State Duma; ** - rates are set by the federal government; *** - rates are set by both federal and regional governments, and local public authorities  

Source: composed by the authors based on legal acts listed in References.  
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SECTION 3. ECONOMIC INSTRUMENTS FOR WATER MANAGEMENT IN RUSSIA 

3.1. A brief introduction on methodology  

Economic instruments can help manage demand for water and enhance economic activity in line with 

environmental protection and water sector policy objectives. Their main function is to encourage economic 

agents to change their behaviour so they contribute to sound water resources management and water 

resources conservation and protection. Economic instruments can also serve as tools to generate revenue, 

which may be used to finance water management or provide water-related services.  

Given time and resource constraints and data availability issues, this report focuses on the following 

groups of economic instruments:  

 Fiscal instruments (taxes and obligatory payments); 

 Tariffs for WSS and irrigation water; 

 Subsidies – government support to the water sector through direct transfer of funds and 

government revenues foregone. A comprehensive analysis of other types/groups of subsidies 

(such as transfer of risk to government) would require additional resources.  

When assessing individual instruments, other than subsidies, the authors used methodology 

recommended by the OECD in the Terms of Reference for this project (see Annex A1), making 

adjustments to reflect data and resource availability (see Annex A2). For assessing subsidies, the authors 

used recommendations of an expert workshop conducted in October 2012 at OECD Headquarters (see 

Annex A3.1).  

A more detailed assessment of the use of economic instruments was conducted in the Republic of 

Buryatia located in the Lake Baikal basin. Subsidies in the form of loopholes in the present tariff regulation 

for WSS were identified. Particular attention was paid to the specificities of using economic instruments 

and the possibilities of benefiting from them in the Republic.  

3.2. Assessment of economic instruments related to water resources  

Figure 6 presents those economic instruments which have or potentially could have the greatest 

bearing on water resources status. Note that some listed instruments can have a decisive impact on the 

status of water resources although they are not directly related to water resources regulation. For instance, 

the link is quite clear between the status of forest and land resources and water availability in an area and 

the nature of water flow in it.  
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Figure 6. Economic instruments for water management in Russia 

. 

 

 

Note: on the left side, instruments already in use for water management in Russia are indicated; while on the right side- those which 
could potentially be used. 

Source: own assessment by authors. 

As was pointed out, economic instruments currently play a minor role in water resources management 

in Russia. Authors of the State Report on the Status and Use of Water Resources in the Russian Federation 

reach about the same conclusions. Economic instruments, except for tariffs, create very weak incentives in 

the water sector and generate small revenue flows (0.4% of total revenues from taxes, charges and other 

proceeds to the consolidated budget of the Russian Federation in 2011).  

This has several consequences: users have few incentives to use water wisely; maintenance of water 

infrastructure is suboptimal; and tax instruments directly related to water resources do not play any 

significant role in replenishing public budgets.  

The following three subsections focus on fiscal instruments, tariffs and subsidies, respectively.  

3.2.1. Fiscal instruments: taxes and mandatory payments 

Detailed legal and regulatory information about fiscal instruments used or potentially applicable for 

water management in Russia (identification of tax payers and tax base, standard versus preferential rates; 

any exemptions from tax/charge/fee/tariff, etc.) is available at the following web-link: 

http://www.oecd.org/env/outreach/Info%20on%20Economic%20Instruments%20for%20Water%20Manag

ement%20in%20Russia.pdf  

This section analyses in greater detail the following fiscal instruments applied for WRM in Russia:  

 Water tax; 

 Fee for use of water body; 

 Fee for use of subsoil resources; 

 Water pollution charge. 

Water tax and fee for use of water body   

The Water Code of the Russian Federation, passed by Federal Law No. 167-FZ of 16 November 1995 

and entered into force on 1 January 2007, introduced a water tax. It gave water users a choice: pay the 

http://www.oecd.org/env/outreach/Info%20on%20Economic%20Instruments%20for%20Water%20Management%20in%20Russia.pdf
http://www.oecd.org/env/outreach/Info%20on%20Economic%20Instruments%20for%20Water%20Management%20in%20Russia.pdf
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water tax or the water-body use fee. To use the latter option, the water user in question had to enter into a 

contract with a water authority; among other provisions, the contact established a negotiated fee rate.  

However, Article 5 of Federal Law No. 73-FZ of 3 June 2006 on Enactment of the Water Code of the 

Russian Federation allows for exceptions. Water users that had a licence or contract on water use in place 

before the (new) Water Code was enacted retain the right of long- or short-term use of the water body until 

their existing licence or contract expires. Moreover, only a water user can change the conditions and 

timeframe for the use of respective water body. 

Entities and individuals engaged in water use under the legislation of the Russian Federation are 

subject to taxation under Article 333.9 of the Tax Code of the Russian Federation.  

The water tax applies to water uses for the following purposes: 

 Water abstraction from a surface or underground water body; 

 Use of surface area of water bodies, except for timber floating in rafts or round booms; 

 Use of water bodies for non-consumptive uses (hydropower); 

 Use of water bodies for purposes of timber floating in rafts or round booms. 

Annual (and often also quarterly) water abstraction limits are established for each water user. Where 

there is no approved quarterly limit for a taxpayer, the quarterly limit is calculated as one-fourth of the 

approved annual limit, i.e. assuming an even water use throughout the calendar year.  

Where water is abstracted in excess of set quarterly or annual water use limits, a penalty rate applies 

set at five times the tax rate.  

An alternative to the water tax, water users can pay the fee if they use water resources under a 

contract where a surface water body is used for abstraction/extraction, recreation, or power generation 

(without abstraction/extraction). 

Fee rates for use of federally owned fresh water bodies were approved by Resolution of the 

Government of the Russian Federation No. 876 of 30 December 2006. The respective fee calculation 

procedure was approved by Resolution of the Government of the Russian Federation No. 764 of 

14 December 2006 on Approval of the Rules for Calculation and Levying of Fee for Use of Federally 

Owned Water Bodies. Currently, fee rates for use of water bodies are set at the level of the water tax rates 

in force. Fee rates for water use involving abstraction of water vary from RUB 0.25 to RUB 0.58 per m
3
 of 

water abstracted from a natural water body. The rate differentiation is determined by water body 

specificities (its location, water resources quality and other factors) and the purposes of water abstraction 

and water use. Table 8 presents data on rates applied in different subjects of the federation.  

There is a flat fee for abstraction of water resources from a surface water body or part thereof for 

drinking and domestic water supply to the population: RUB 70 per 1 000 m
3
 of water resources abstracted 

from a water body.  

Fee rates for use of a water body or a part thereof for hydropower purposes without water 

consumption vary by region (sea and river basin) from RUB 4.8 to nearly RUB 14 per 1 000 kWh. 

However, the differentiation does not reflect water scarcity, and sometimes lacks logic. Surface area of 

surface water bodies is used at rates that vary across the territory from RUB 28 to nearly RUB 50 per km
2
 

per annum. Unlike the water tax, fee rates for use of water bodies do not change for water abstraction in 

excess of set quarterly/annual water use limits. The rates compared to water resources available (Figure 7) 

show that fees in the country as a whole do not depend on the status of the resource base. In other words, 

rates fail to reflect water scarcity and simply raise funds for water resources conservation and protection. 

Lake Baikal basin is an exception.  
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As a result, entities responsible for water supply have no economic incentive for any rehabilitation or 

retrofitting measure, which is reflected in the ubiquitous ageing infrastructure and trend towards higher 

water losses. Expenditures for maintenance and other activities have been declining. The impact of current 

water protection/water saving measures on final performance and overall economic efficiency has been 

negligible in Russia as a whole in recent years.  

Figure 7. Taxes or fees attached to water use in subjects of the Federation 

 

Source: Note: Water availability indicators on the X-axis are shown on a logarithmic scale. 

Source: own calculations based on Rosstat data.  

Figure 8 shows the evolution of water tax and water use fee payment in 2007-11.  

Figure 8. Payments for water bodies use 

in million roubles 

 
Source: State Report on the Status and Use of Water Resources in the Russian Federation in 2010. 
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Note that the amount of payments for use of water bodies goes up because water users prefer to 

switch to water use contracts. Where there has been no shift to civil law relations, water tax is still in place 

(see also groundwater). The efficiency of the tax collection is reportedly high: in 2007-11, tax arrears 

varied from RUB 12.5 million to RUB 1.6 million, not exceeding 0.1% of the amounts due.   

However, as was noted previously, in some regions a substantial proportion of water users do not 

need a permit or contract; the proportion of such users not paying for water at all could be as high as  

25-27%, and up to 33% (in Dagestan). 

 In addition, the existence of two parallel regimes/systems of payments for water abstraction (water 

tax and payments under water use contract) encourages opportunistic behaviour of water users, who try to 

minimise their payments for water use. Revenue data in Figure 8 support the hypothesis. This can further 

undermine total revenues generated by the two instruments.  

Ground water 

Under Article 337 of the Tax Code of the Russian Federation, groundwater containing mineral 

resources and/or used for medical purposes, as well as thermal water, are considered to be mineral 

resources. Therefore, provisions of Law of the Russian Federation on Subsoil Resources No. 2395-1 of 21 

February 1992 apply. An exception is common mineral resources and groundwater not recorded in the 

state balance sheet of mineral reserves that are extracted and used directly by economic agents for their 

own consumption.  

Payments for the use of subsoil resources include: 

 One-off payments when certain events stipulated in a licence occur; 

 Recurrent payments to search for, and assess, mineral deposits (the rate for groundwater is 

RUB 30 to RUB 90 per km
2 
of investigated area); 

 Recurrent payments for exploration of mineral resources (the rate for groundwater is 

RUB 800 to RUB 1 650 per km
2 
 of the area under exploration); 

 Taxes and charges set under the legislation of the Russian Federation (mineral water 

extraction tax is set at the rate of 7.5% of value of mineral water extracted).  

A taxpayer estimates the value of extracted mineral resources independently using methodology 

established by the Tax Code.  

Taxation is at a rate of 0% for extraction of groundwater that contains mineral resources (industrial 

water), abstraction of which is related to the development of other kinds of mineral resources and takes 

place during development of mineral deposits. Figure 9 indicates that payments for groundwater extraction 

have declined.  
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Figure 9. Payments for groundwater extraction 

in million roubles 

 
Source: Source: Federal laws on the federal budget for respective years. 

Water pollution charge  

Under Federal Law on Environmental Protection No. 7-FZ of 10 January 2002, discharges of 

pollutants, other substances and micro-organisms into surface water bodies, underground water bodies or 

catchment areas qualify as a negative environmental impact and are subject to a charge.  

Water pollution charge (discharge of pollutants into water bodies) is governed by the Procedure for 

Determining the Charge and Its Limits for Pollution of Ambient Environment, Waste Placement and Other 

Kinds of Adverse Impact (approved by Resolution of the Government of the Russian Federation No. 632 

of 28 August 1992) and by Resolution of the Government of the Russian Federation on Standard Charge 

Rates for Air Emissions of Pollutants from Stationary and Mobile Sources, Discharges of Pollutants into 

Surface and Underground Water Bodies, and Placement of Industrial and Consumption Waste No. 344 of 

12 June 2003.  

Standard charge rates for discharges of pollutants into surface and underground water bodies are 

applied using co-efficients (multipliers) that consider environmental factors; an additional co-efficient of 2 

is applied for specially protected natural areas (including remedial and health-improving areas and resorts) 

and for the Far North regions and equivalent areas, Baikal natural area and environmental disaster zones. 

Two types of reference standard charge rates are set: 

 for emissions or discharges of pollutants, waste placement or other kinds of adverse impact within 

the maximum allowable emission limit values (MAELVs) 

 for emissions or discharges of pollutants, waste placement or other kinds of adverse impact within 

the temporary agreed emission limit values (TAELVs).  

Standard pollution charge rates set by the Government of the Russian Federation in 2003 and 2005 

apply in 2012. Furthermore, under Federal Law No. 371-FZ of 30 November 2011 on the 2012 Federal 

Budget and 2013 and 2014 Planning Period, standard pollution charge rates set by the Government of the 

Russian Federation in 2003 and 2005 are applied in 2012 with the coefficients (multipliers) of 2.05 and 

1.67, respectively.  

Water pollution charge in the amount not exceeding MAELVs is determined by multiplying a 

respective fee rate by the amount (mass) of the specified type of pollution and adding up the products (by 

type of pollutant).  
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Ambient environmental pollution over MAELV but within TAELV is charged by applying the rate 

equal to the standard rate times 5; pollution over TAELV is charged by applying the standard rate times 25 

(penalty rate). 

Violation of provisions of the water legislation or legislation on environmental protection entails a 

warning or an administrative fine determined by the Code of Administrative Offences of the Russian 

Federation.  

Overall, the trend for pollution charge revenues has been stable, while there has been a relative 

increase in fees for above-limit impact (see Figure 10). The trend reflects general patterns related to 

negative environmental impact fees as a whole.  

Figure 10. Water pollution charges 

in million roubles 

 

Source: State Report on the Status and Use of Water Resources in the Russian Federation in 2010. 

Damage compensation  

 Under the Water Code of the Russian Federation, liability for violation of water legislation does not 

relieve the guilty person of the duty to remedy the violation committed and eliminate the damage caused. 

Methodology for assessment of damage caused to a water body by violation of water legislation is 

approved by Order No. 87 of 13 April 2009 of Minprirody of Russia. 

Damage is based on the compensatory principle of assessment of, and undoing, the damage based on 

the costs necessary to establish the fact of damage and to eliminate its causes and consequences. This 

includes costs related to the preparation of design specifications and estimates, as well as to remedying the 

violation committed, restoring a water body status to the indicators observed before the violation happened 

and eliminating the consequences of the violation.  

The methodology, whose flaws have been described at length, should be revised drastically. Given the 

methodology’s contrived design, overall lack of logic and incongruity, the authors mention it only in 

passing.
22

 

                                                      
22

 For details see Review of Existing Approaches to, and Mechanisms for, Establishing Environmental Liability and 

Environmental Damage Assessment in Eastern Europe, Caucasus, and Central Asia (EECCA), background 

report and regional review prepared by EECCA Regional Environmental Centers under OECD project, 

Moscow, 2011.  
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Penalties have grown in recent years with fines for violations of forest legislation exceeding 

substantially the size of penalties for violations of water legislation (Table 3). A number of factors account 

for this discrepancy. With regard to objective conditions, it is easier to detect an offence in a forest area 

than in a water body. At the same time, the difference in amounts indirectly suggests it is necessary to 

enhance law enforcement practices in the water sector significantly.  

Table 3.  Fines for violating legislation in federally owned water bodies and forests 

in million roubles 

Penalty (Fine) 2008 2009 2010 2011 

For violation of water legislation 49.2 39.6 54.9 65.3 

For violation of forest legislation 177.8 175.8 160.9 239.1 

Sources: Federal laws No. 228-FZ of 3 December 2008 on the Execution of the 2007 Federal Budget; No. 382-FZ of 28 December 
2009 on the Execution of the 2008 Federal Budget; No. 255-FZ of 3 October 2010 on the Execution of the 2009 Federal Budget; No. 
272-FZ of 7 October 2011 on the Execution of the 2010 Federal Budget; and No. 151-FZ of 2 October 2012 on the Execution of the 
2011 Federal Budget. 

Concerning revenues generated by other economic instruments, it should be noted that proceeds from 

water pollution charges and fines for violations of water legislation have been increasing, albeit not by a 

wide margin. However, both groundwater extraction fees and charges for the use of objects of aquatic 

biological resources (for inland water bodies) have been significantly declining (see Figure 11).  

Figure 11. Charges for the use of objects of aquatic biological resources (inland water bodies) 

in million roubles 

 

Source: Federal State Statistics Service materials. 

The main types of payments directly related to water resources management vary insignificantly – 

they include water use fee and water tax, water pollution charges and penalties. This is quite consistent 

with the general conclusion that structural changes which took, and are taking, place in the Russian 

economy play a decisive role in changing the status of water resource quantity and quality, while EIs have 

so far played a negligible role in creating appropriate incentives.  

Fee for non-consumptive use of water bodies for power generation  

Under the Federal Law on the Fee for Use of Water Bodies (1998), fee should be paid for the use of 

water bodies without abstraction of water resources. This concerns, among other factors, electricity 

generation by hydropower stations in Russia. In 2006, the government issued a resolution on the use of 

water bodies in river basins, lakes, seas and economic areas that sets minimum and maximum fee rates. 
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The rates are low; and the geographic differentiation of fee rates by river basin does not reflect water 

scarcity (e.g. the fee rate for water-rich Neva basin is the same as for Kuban basin, which is water 

stressed). Moreover, the average fee rate in basins with severe water shortage is lower than that in water-

rich basins (see Table 4).   

Table 4. Fees for non-consumptive use of water for power generation 

(without abstraction) RUB per thousand kWh 

River basin 

Severe shortage No shortage 

Don 9.72 Amur 9.24 

Volga 9.84 Yenisei 13.7 

Kuban 8.88 Lena 13.5 

Sulak 7.2 Neva 8.88 

Terek 8.4 Neman 8.88 

Average 8.81 Average 10.84 

Source: Resolution of the Government of the Russian Federation No. 876 of 30 December 2006 on Fee Rates for Use of Federally 
Owned Water Bodies. 

The present rates barely reflect the opportunity cost or value of water for other water uses. Given 

average electricity tariffs, water fees account for less than 0.1% of proceeds from sales of electricity. Thus, 

the hydropower sector, which appropriates major resource rent from almost free-of-charge water use, has 

benefited from advantageous economic conditions. This has had a negative impact on agriculture, the 

public utilities sector, fisheries, water transport and the manufacturing industry in the downstream areas.  

Economic instruments would make it possible to settle conflicts of interest, identifying best ways of 

allocating water resources between various uses and users. At present, however, these instruments do not 

exist. 

Some experience was gained with compensation for damage caused by the Irkutsk Oblast hydropower 

plant (HPP) to the water level in Lake Baikal and, therefore, to the economy of the Republic of Buryatia. 

This innovative instrument, in place for a short time, was intended to reconcile the interests of various 

water uses and users. During the period of “harmonisation and centralisation” of economic instruments 

(including abolishment of earmarked extra-budgetary funds at the federal and regional levels), the valuable 

experience did not go any further and was lost (see also Box 4). 

Box 4. Experience with compensation payments to the Republic of Buryatia, in Baikal basin 

The Government of the Republic of Buryatia brought up the water tax issue on repeated occasions. The Inter-
Regional Basin Agreement on Hydropower Rent Sharing between the Republic of Buryatia and Irkutsk Oblast entered 
into force in 2002. It set a precedent as a mechanism to make up for losses of one constituent entity of the Federation 
(the Republic of Buryatia) by another (Irkutsk Oblast). 

In the Republic of Buryatia, fees for use of water bodies amounted to RUB 157.9 million; payments under the 
Basin Agreement were RUB 25.4 million, or 16% of the total amount of fees, in 2004. Rent payments were used partly 
“to develop the republic.” The centralisation of water tax revenues in 2005 ended an important mechanism that made it 
possible to arrange compensatory agreements within one basin. 

Source:  Methodological studies on rent generated in the water sector – Ulan Ude, 2000. 

Revenue generating capacity of selected fiscal instruments  

Figure 12 compares various kinds of taxes and charges in descending order of the revenues they 

generate. There is an obvious difference in the scale of fees and taxes directly related to water resources 
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management and revenue generated from other kinds of reviewed taxes. Note the imbalance between 

revenues generated by land and forest resources on one side, and water resources on the other side.  

The chart below shows clearly the difference in scale.  

Figure 12. Environmental taxes and charges 

 
Source: Federal Law No. 151-FZ of 2 October 2012 on the Execution of the 2011 Federal Budget, Form No. 1-NM (official website of 
the Federal Service for Taxes and Charges). 

Private appropriation of water resource rent would not be a problem if private actors properly 

protected water bodies, as well as maintained existing, and developed new, water infrastructure. However, 

the situation is very far from this ideal picture: the status of many water bodies is not satisfactory, often 

with no sign of improvement, while the accumulated depreciation of water infrastructure is growing.  

3.2.2. Tariff instruments 

Water supply and sanitation tariffs 

The current water supply and sanitation tariff-setting procedure has been in effect since 2003. At that 

time, major amendments were introduced to the Law on the Fundamentals of Housing Policy (Federal Law 

No. 52 of 6 May 2003). These amendments give the Government of the Russian Federation control over 

pricing in the housing and public utilities sector (HUS), including WSS. The government revises federal 

standards for housing and public utilities payments annually. Public authorities of constituent entities of the 

Russian Federation are authorised to set regional standards for housing and public utilities payments. 

Importantly, federal standards are used to calculate intergovernmental transfers from the federal budget to 

other levels in the Russian Federation rather than to determine individuals’ share for respective services; 

regional standards for housing and public utilities payments within “social norms” are used to calculate the 

amount of intergovernmental transfers from the budgets of constituent entities of the Russian Federation to 

those of settlements.  

The fundamentals of pricing approved by Resolution of the Government of the Russian Federation 

No. 89 of 17 February 2004 envisage, in particular, regulation of tariffs for water supply and sanitation 

services. The economically justified costs method is regarded as the basis for tariff-setting. Cost structure, 

including repayment of borrowed funds, should be determined as per methodology developed by the 

federal executive authority for construction, housing and public utilities complex; it should consider the list 
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of operations related to current repairs of common property in residential buildings approved by the 

Government of the Russian Federation. Indexing tariff rates using deflators set by the Ministry for 

Economic Development and Trade of the Russian Federation is an additional method.  

Federal Law No. 210-FZ of 30 December 2004 on the Fundamentals of Public Utilities Complex 

Entities’ Tariff Regulation sets the procedure for regulating tariffs of public utilities complex entities 

engaged in heating, water supply, sanitation and wastewater treatment. The law links tariff-setting to the 

passing of a municipal programme for integrated development (PID) of public utilities infrastructure; an 

operational programme; and an investment programme of a public utilities complex entity (PUCE). The 

law describes the following as tariff regulation methods: 

1. setting fixed tariffs for services provided by public for providers for a coming period, based on 

their current operation cost and taking account of costs of scheduled activities to enhance the 

entity’s performance; 

2. setting limit tariffs determined on the basis of review of the entity’s past performance and 

performance review (benchmarking) of similar public utilities complex entities; 

3. indexation of set tariffs in case of objective changes in the operational conditions of a public 

utility that affect the cost of services.  

Since 2009, a new method of regulation has been added to the aforementioned list – tariff-setting on 

the basis of long-term expenses on regulated activities. The so-called regulatory asset base (RAB) method 

secures repayment of invested capital and ensures returns equivalent to investment in other sectors with 

comparable risks.   

Regulators have a right to set the following two types of tariffs: 

1. flat-rate, which is a fee rate for consumption of 1 m
3
 of hot water, cold water (and sanitation); 

and for discharge and treatment of 1 m
3 
of wastewater, respectively; 

2. two-part, which comprises: (a) a fee rate for consumption of 1 m
3
 of hot water, cold water, and 

for discharge and treatment of 1 m
3
 of wastewater, respectively; and (b) a fee rate for 

maintenance of hot water supply system, cold water supply system, sanitation system and 

wastewater treatment facilities per unit of connected capacity (in m
3 
per day), respectively. 

Decisions regarding tariff regulations are made, and regulated tariffs for services provided by the 

public utilities complex entities are calculated, using the chosen tariff-setting method consistent with 

effective regulation and guidelines. There are several resolutions of the Government of the Russian 

Federation and other regulations directly related to tariff-setting in the area. However, as no guidelines on 

applying two-part tariffs have yet been developed, most entities (utilities) avoid setting two-part tariffs.  

Tariff surcharge for users of public utilities can finance investment programmes. Regulated tariff 

surcharges are set for 1 m
3
 of hot/cold water, collected wastewater and treated wastewater, respectively. 

The legislation in force is inconsistent and contradictory.  First and foremost, while it sets state tariff limits 

(ceilings, indices), the legislation fails to identify who will make up for eventual losses incurred by service 

providers in case the set limits do not allow water utility to fully cover factual production costs, and how 

these losses will be repaid.   

In the context of reduced state support, phasing out of cross subsidies and transition to full-cost 

recovery, water supply and sanitation (WSS) tariffs have been rising rapidly. Over the past decade, for 

example, WSS tariffs have been ahead of inflation rates (by 20-25% in 2003-05, by 10% in 2006 and by 

3% in 2007/08) as shown in Figure 13.  
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Figure 13. Accumulated CPI in WSS versus accumulated CPI in Russia (100% in 2000) 

 

Source: OECD, 2011. 

Therefore, user charge revenues of water supply and sanitation entities increased significantly as well 

(see Figure 14).  

Figure 14. User charge revenues of water supply and sanitation entities 

in thousands of roubles 

 

Source: Rosstat, consolidated 22-ZhKKh Form. 

Statistics show that, until 2005, the cost of WSS services had been increasing approximately twice as 

fast as energy tariffs. Tariff increases led to higher arrears; in 2010, mostly because of the global financial 

and economic crisis, the collection rate was as low as 82%.  

Currently, recovery of the cost of WSS services through domestic tariff is as high as 90-95%.  At the 

same time, against the background of rapid rise in prices for fuel, electricity and equipment, WSS 

companies’ own funds fall short of amounts needed for investment in the rehabilitation and refurbishment 

of fixed assets. To pursue development policies, the companies must draw on different sources of funding, 

including budget support and extra-budgetary investment.  

The spike in tariffs for WSS services over 2000-11 ensured an inflow of additional multi-billion user 

charge revenues. However, despite this significant inflow of funds, accumulated depreciation of fixed 

assets in the public utilities sector kept building up. Specifically, wear and tear, and the accident rate of 

WSS facilities and systems both continued to increase. Consequently, the quality of services often 

declined.  
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To explain the paradox, experts point to the accumulated underfunding of the sector and to the fact 

that WSS services tariff increases in Russia are absorbed primarily by increased operating costs. In other 

words, increased user charge revenues were spent mostly on more costly inputs (including on higher tariffs 

for electricity and gas, more expensive steel pipes) and wage increases; they were not spent on investment 

in the rehabilitation, modernisation and development of WSS systems. Increased prices for construction 

might be another reason for the growth in the accumulated depreciation of public utilities systems.   

Recent developments in the city of Saint-Petersburg (in the district heating sector) show that 

corruption complemented by the lack of incentives for efficiency cannot be ruled out either: input and 

contract work prices were “driven up” artificially and “excess profit” was then split.  

Overall, the poor condition of Russia’s water supply, sanitation and wastewater systems is due to 

inadequate funding of capital investment in the sector. Rosstat data suggests that, in the domestic WSS, the 

ratio of capital investment to operating expenses of WSS entities accounts for just about 6% – this is 3-5  

times lower than the ratio in developed OECD economies.  

Tariffs rates being relatively low, water consumption in Russia is 1.5-2 times as high as water 

consumption in developed countries. This is due to high water losses; consumption of water historically 

viewed as a “free” resource; and absence of incentives to reduce consumption.   

Incoherence between legislation of different jurisdictions leads to build-up of arrears because tariffs 

approved for WSS sector companies are always lower than those necessary to cover operation and 

maintenance costs and the companies have no right to discontinue providing service to the population.  

Absence of a clear service affordability test and uncertainty as regards sources of investment in fixed 

assets renovation are the main legal barriers to changing the situation. Share of expenses on WSS services 

in total household income is an objective affordability test. Comparative data from Rosstat suggests that, in 

Europe, the indicator is on average 1.5-2% and in Russia, about 1%. This suggests that, at an aggregated 

level, there is room to increase revenues from WSS tariffs. Keeping water tariffs artificially low for all 

benefits segments of the population who can afford higher water bills.  

The nature of the underfunding trend changed significantly after 2008 against the backdrop of the 

crisis. On the one hand, tariff rates now virtually cover all O&M costs and depreciation, which makes 

infrastructure retrofitting possible. On the other hand, underfunding of capital investments (needed to 

maintain the economic value of WSS assets) increased. 

Efficient small-scale projects with a payback period of up to 5-10 years are now implemented 

successfully in the sector. However, there is no way that large-scale projects (which are especially relevant 

socially and environmentally) will be implemented because there is no investment repayment mechanism. 

No investment cycle for projects worth billions of roubles has been elaborated to-date. Short-term tariffs 

(for one year only) with uncertain rates in the mid-term are incapable of ensuring repayment of investment, 

and direct budget funding turns out to be difficult to forecast. Calculation of long-term tariffs, which factor 

in an investment surcharge, would enable operators to plan their day-to-day and investment activities more 

efficiently. That, in turn, would help attract private capital and access loan and capital markets.   

Irrigation tariffs and fees 

Water abstraction for irrigated land accounts for up to one-quarter of the total amount of water 

resources consumed by the Russian economy; most of this amount (97.8% in 2010) falls under the 

consumptive water use category.  That said, irrigation water use in the Russian Federation is much less 

efficient than in the European Union or the US. According to 2010 data, about 3 000 m
3
 of water was used 

to produce 1 tonne of cereals in Russia; to produce the same amount, it took 1 300 m
3
 of water in Poland, 

1 000 m
3
 in the US, 790 m

3
 in the United Kingdom and 660 m

3
 in France.  

Water intensity of the domestic melioration complex/output from irrigation farming in Russia more 

than doubled from 1990 levels; in the US, the indicator remained at the previous level; in the United 
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Kingdom, it went down by a factor of 1.7. This negative trend in Russia can be explained by the 

disintegration of big (collective) farms into small individual farms in 1990s.  

One of the main reasons for low efficiency of water resources use in irrigated farming in the Russian 

Federation is the absence of the “user pays” principle; farmers and agro-enterprises pay only for irrigation 

water supply service, but not for water as resource. Other causes of the very high resource-intensity of 

production by irrigated farming are: major deterioration of fixed assets, high losses during transportation 

and distribution of irrigation water, use of obsolete technologies, absence of drainage water treatment 

systems and re-use of treated drainage waters, and mismanagement of agricultural production.  

One of the main focus areas to enhance environmental and economic efficiency of water resources use 

in Russia’s irrigated farming is to shift the sector to paid water use. While they do not pay for water as a 

natural resource, enterprises and farmers nevertheless pay for water infrastructure services of irrigation 

water supply and drainage water collection. Only the amount of water actually supplied to a water user is 

taken into account to determine the water supply service fee. Given the efficiency of irrigation system 

mains and distribution canals for the services of water supply to agricultural commodity producers, water 

users and the rural population, all water output points are equipped with water flow meters.  

However, the fees service providers collect are not enough to finance operation and maintenance of 

the melioration systems. Therefore, the entities get additional funding from the federal budget.  

In spite of diverse possible sources of income, expenses of many melioration entities exceed their 

income by a wide margin. For instance, data from income statement by FGU Upravleniye 

Buryatmeliovodkhoz (state federal budget entity in charge for irrigation in Buryatia) show that its total 

expenses (RUB 76.11 million) exceeded its income (RUB 66.9 million) by RUB 9.2 million (that is, by 

some 14%), as of 1 January 2012. 

Funding from the state budget for water sector enterprises cannot persist indefinitely. As the market 

infrastructure develops and the number of manufacturing industries managed and financed in a centralised 

manner goes down and the market for the sector itself matures, the water sector will make a transition to 

market-based principles; this implies that tariffs for the melioration services provided (proceeds from sales 

of services/output) will largely fund system operation and maintenance.  

Either a flat-rate tariff (rate per m
3
) or two-part tariff (rates per ha and per m

3
) could be used. 

Environmental and climate conditions are likely to change, while amounts of irrigation water supplied and 

drainage water collection are difficult to predict. In this context, achieving sustainable financing for 

melioration and water sector entities implies the application of a two-part payment scheme for water 

resources use on irrigated land.  

3.3. Review of subsidies impacting the water sector in the Russian Federation  

In the Russian economy, direct public investment to support specific economic entities (constituent 

entities of the Federation, enterprises, economic sectors, etc.) make up a significant share of subsidies.  

In many cases, subsidies “just” preserve inefficient management by restricting free competition and 

free pricing mechanisms. However, if environmental, social, and financial and economic factors are 

considered, they often also have an additional negative impact.  

Subsidies are not a central subject-matter of this report. However, given their magnitude and 

significant impact on water resources management, the project carried out a review and qualitative express 

analysis of financial, economic, social and environmental costs and benefits of selected subsidies (see 

Annex A3.3). It drew on methodology recommended by the OECD (see Annex A3.1).  

This study focuses on: 

 direct transfer of federal funds to the water sector; 
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 budget revenue and foregone income of water sector entities; 

 transfer of risks to the state; 

 cross-subsidies and hidden subsidies (including due to loopholes in the regulatory framework). 

3.3.1. Direct transfer of federal funds to the water sector in Russia 

Allocations from the federal budget to various actors involved in water resources management are 

shown in Table 5.  

Table 5. Allocation from the federal budget to ministries and agencies involved in WRM 

Federal executive 
authority 

Funding from the federal budget, in million roubles  

2007 2008 2009 2010 2011 2012 

Minprirody of Russia      216 

Rosvodresursy 5 077 6 436 4 574 4 111 12 580 17 502 

Minregion of Russia   5 330 6 251 3 061 3 984 

Minpromtorg of Russia   95    

Rosstroy  3 221 345    

Rosprom  95     
Source: Federal laws No. 238-FZ of 19 December 2006 on the 2007 Federal Budget; No. 198-FZ of 24 July 2007 on the 2008 
Federal Budget and 2009 and 2010 Planning Period; No. 204-FZ of 24 November 2008 on the 2009 Federal Budget and 2010 and 
2011 Planning Period; No. 308-FZ of 2 December 2009 on the 2010 Federal Budget and 2011 and 2012 Planning Period; No. 357-FZ 
of 13 December 2010 on the 2011 Federal Budget and 2012 and 2013 Planning Period; and No. 371-FZ of 30 November 2011 on the 
2012 Federal Budget and 2013 and 2014 Planning Period. 

As follows from Table 5, the bulk of federal budget allocations for the water sector are directed to the 

Federal Agency for Water Resources (Rosvodresursy) and Minregion of Russia. These funds are spent on 

public authorities and institutions engaged in related governance and management and on water sector and 

water protection.  

Funds directed to the Minregion of the Russian Federation are spent on co-financing of capital 

construction of state-owned/municipal ownership WSS systems; this takes place within the framework of 

federal target programmes (FTPs; including Clean Water FTP) such as South of Russia (2008-13), 

Economic and Social Development of the Far East and Transbaikal until 2013 and Kaliningrad Oblast 

Development Programme until 2015. Some funding is also available for investments not covered by any 

target programmes. 

Allocations received by the Minprirody of Russia in 2012 are intended for the water complex 

development in the Russian Federation FTP. The Federal Agency for Use of Subsoil resources organises 

geological operations to provide the groundwater resource base; in 2011, it carried out operations on 63 

sites. Budget funding amounted to RUB 359.8 million, which is 24% less than in 2010 (in comparable 

prices).
23

 Melioration is funded out of the federal budget allocated to the Minselkhoz of Russia, budgets of 

constituent entities of the Russian Federation, and budgets of reclaimed soils’ owners, holders and users, 

bank loans, etc.  

3.3.2. Results of quick assessment of subsidies  

Our analysis suggests the most significant economic instruments for financing WRM in Russia are the 

subsidies below:  

 direct state support in the form of budget allocations to finance capital investment in the 

retrofitting and development of hydrotechnical structures and water systems (irrigation, water 

supply and sanitation, etc.) within and outside federal or regional target programmes;  

                                                      
23

 Report on the Main Outcomes of the Federal Agency for Use of Subsoil Resources in 2011 and Priority Objectives 

in 2012 by A.A. Ledovskikh, Head, the Federal Agency for Use of Subsoil Resources, at the Rosnedra 

Board meeting http://special.rosnedra.com/article/5734.html 
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 budget revenue and water sector entities’ income foregone, including due to understated/low 

rates of tax and tariff instruments; 

 transfer of risks to the state, including state compensations to individuals and entrepreneurs for 

property damage caused by floods, landslides or mudflows; 

 cross subsidies and hidden subsidies (including due to loopholes in regulatory framework).  

It follows from Table 10 in Annex A3.2 that government support to the water sector in the form of 

subsidies and subventions, as defined in the Tax Code of Russia, ranks as follows in the descending order 

of magnitude:  

1. Subventions for payments for housing and utility services (including WSS) for some categories 

of individuals; 

2. Subsidies to support agricultural production (including irrigated farming); 

3. Subventions to budgets of constituent entities of the Russian Federation to exercise certain 

powers related to water  and forest management;  

4. Subsidies to retrofit public utilities infrastructure (including water supply and sanitation 

infrastructure) under dedicated federal target programme (sub-programme on retrofitting of 

communal infrastructure);  

5. Subsidies to compensate partially for expenditure of the budgets of constituent entities of the 

Russian Federation on housing and public utilities subsidies for individuals; 

6. Subsidies to budgets of constituent entities of the Russian Federation and to municipal entities 

(intergovernmental subsidies) related to forest management. 

The largest set of subsidies is related to the reduced and preferential rates of economic instruments, 

which implies revenue forgone by the public budget and/or income foregone by respective water sector 

entities (vodokanal, or irrigation entity):  

 no fee (zero rate) for water as resource in irrigation; 

 low fee rates for water use (water tax); 

 depreciation allowances for fixed assets of operated water systems, which are several times lower 

than required if calculated on the basis of replacement cost and useful life of fixed assets; 

 low fee rate for abstraction/extraction of water resources from surface water bodies for drinking 

and domestic water supply to the population;  

 low fee rate for the use of water bodies for electricity generation purposes. 

A qualitative analysis of the economic and financial, environmental and social costs and benefits of 

selected subsidies, based on the OECD criteria, is presented in Table 11 in Annex A3.3. Based on findings 

from the quick overview, negative effects of most subsidies listed above clearly outweigh their social and 

economic benefits. The exceptions are state support for the rehabilitation and development of water 

infrastructure and targeted support to the poor for payment for water supply and sanitation services.  

Most problematic subsidies include: 

 understated depreciation item in the tariffs for WSS and supply of irrigation water;  

 inadequate level of pollution fee rates and fines; 
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 low fee rate for non-consumptive use of water resources for electricity generation; 

 no fee for abstraction of water resources for irrigation.  

Some preliminary proposals to reform subsidies impacting water are presented in Section 5. However, 

formulating detailed proposals regarding the appropriate reform of such subsidies is far beyond the scope 

of this paper and requires specific major research.  

3.4. Links between economic instruments for WRM and water policy objectives set in Russia 

Water policy objectives are established in the Water Strategy of the Russian Federation for the period 

until 2020 (approved by Order No. 1235-r of 27 August 2009 of the Government of the Russian 

Federation). The document envisages use of economic instruments to help achieve the objectives. In Table 

6, these economic instruments are presented jointly with WRM instruments currently in use in Russia. 

Some required instruments have yet to be introduced, while some existing ones should be reformed, taking 

into account recommendations of this report.  
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Table 6. Water policy objectives set in, and economic and regulatory instruments envisaged by, the Water Strategy to 2020 versus economic instruments in place 

Water policy objectives 
Economic & regulatory instruments envisaged by the Water Strategy 

of the Russian Federation 
Economic instruments currently in place 

1. Guaranteed provision of 
water resources to the 
population and sectors of 
economy 

  

Enhance the soundness of 
water resources 
management 

Progressive charge for water resources abstraction above set water use 
limits  

Under Article 333.12 of the Tax Code of the Russian Federation, tax rates 
for water abstraction above the set quarterly/annual water use limits are five 
times higher than the standard rate.  

Concessional charge rates for water abstraction that feeds into systems 
that reuse or recycling water 

 

Concessional lending for selected activities related to construction, 
rehabilitation or retrofitting of systems that reuse/recycle water or 
introduce innovative low-water technologies  

Already in place for systems that reuse/recycle water, under the Federal 
Target Programme on the Water Complex Development in the Russian 
Federation in 2012-2020. 

Differentiated water tax and water abstraction/extraction charge rates; 
promotion of water metering and installing water meters in the housing 
sector; and installation of water metering systems on construction sites 

 

Eliminate water resources 
shortage 

 Federal subsidies to subjects of the Russian Federation to co-finance 
regional programmes for the use and protection of water bodies (as part of 
the Federal Target Programme on the Water Complex Development in the 
Russian Federation in 2012-2020). The subsidies are provided, among other 
things, for construction of new reservoirs 

Provide high-quality 
drinking water to the 
population of the Russian 
Federation  

Regional programmes co-financed by the federal budget Already in place under the “Clean Water” Federal Target Programme 

2. Protect and restore 
water bodies 

 Charge for discharges of pollutants into water bodies; fines for violation of 
environmental legislation with regard to water bodies; compensation for 
damage caused to a water body as a consequence of violation of water 
legislation 

Development of sanitary protection zones for catchment areas used by 
water supply utilities and compliance with sanitary protection zone 
conditions 

Federal subsidies to subjects of the Russian Federation for activities to 
protect water bodies that are federally-owned and located on their territory 

Introduction of a standard-setting framework based on the allowable 
impact on water bodies, taking into account region-specific natural 
features of water resources quality; predominant uses of a water body; 
and pressures, including extraction of non-metallic construction materials 

 

Progressive water pollution charge for above-limit discharges of pollutants 
in wastewater  
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Water policy objectives 
Economic & regulatory instruments envisaged by the Water Strategy 

of the Russian Federation 
Economic instruments currently in place 

Credit/refund scheme for a portion of water pollution charge where water 
users invest into wastewater treatment plants based on technologies that 
ensure compliance with discharges limits 

 

Concessional lending for the construction, rehabilitation, or retrofitting of 
wastewater treatment plants with the introduction of innovative 
technologies  

Federal subsidies to subjects of the Russian Federation as part of the 
Federal Target Programme on the Water Complex Development in the 
Russian Federation in 2012-2020 

Introduction of a co-financing mechanism for pilot projects selected 
competitively and regional and municipal programmes for treatment of 
effluents from urban stormwater sewers 

3. Ensure protection 
against negative impact of 
waters 

 

Encouragement of individuals residing in flood-prone areas to adopt 
voluntary insurance, which will reduce budgetary impact of compensation 
for damage caused by floods 

 

Federal support to subjects of the Federation and municipalities which 
invest in flood defense (embankments, drainage systems, coast/bank 
protection and other structures) , where no economically justified 
alternatives is feasible (such as resettlement, facility removal, agricultural 
land transformation) 

Federal subsidies to subjects of the Russian Federation as part of the 
Federal Target Programme on the Water Complex Development in the 
Russian Federation in 2012-2020 

Note: blank cell means the lack of appropriate instrument(s). 

Source: own assessment by authors. 
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SECTION 4. THE CASE OF THE REPUBLIC OF BURYATIA  

4.1. Background information. Economic development of the Republic of Buryatia  

The Republic of Buryatia (RB), a constituent entity of the Russian Federation, has a surface area of 

351 300 km
2
 with resident population of 972 200 and population density of 2.8 persons per km

2
. There 

are 6 cities, including the capital of Ulan-Ude, as well as 14 other urban settlements. 

Lake Baikal as World Natural Heritage 

Lake Baikal and the adjacent territory have a special status acknowledged internationally as a 

UNESCO World Natural Heritage (1996). One federal law has regional effect: the Federal Law on Lake 

Baikal Protection No. 94-FZ of 1 May 1999.  

Natural resources use regime in the Lake Baikal basin is different from the legal regime for other 

water bodies on the territory of Russia. This special regime, effective within the so-called Baikal natural 

area (BNA), covers territories that comprise the lake’s catchment area, as well as territories that may have 

a negative impact on the lake’s environmental status. 

Three environmental zones are set
24

, each with special conditions for engaging in economic activities 

and special standards for impact on the region’s natural environment:  

 central environmental zone (88 545 km
2
 – 23%) whose boundaries match those of the World 

Natural Heritage property; 

 buffer environmental zone (219 563 km
2
 – 57%), which includes the remainder of the lake’s 

catchment basin; 

 atmospheric impact zone (78 050 km
2
 – 20%), which includes Irkutsk Oblast regions adjacent to 

Baikal where large industries pollute Baikal’s air due to prevalence of north-western winds.  

Territories of three constituent entities of Russia comprise BNA: the Republic of Buryatia, Irkutsk 

Oblast and Chita Oblast. Total surface area of BNA is 386 158 km
2
, of which the surface area of Lake 

Baikal is 31 500 km
2
 (8.2%); the Republic of Buryatia, 201 422 km

2
 (52.2%); Irkutsk Oblast, 97 628 km

2
 

(25.2%); and Chita Oblast, 55 608 km
2
 (14.4%). The surface area of BNA (317 000 km

2
) is larger than 

the total surface area of all the nature reserves and national parks in Russia put together. 

Almost the entire territory of Buryatia is part of BNA, occupying 42.6% of the central environmental 

zone (37 730 km
2
) and 74.7% of the buffer environmental zone (163 755 km

2
). 

Constraints on economic development 

Certain economic activities are restricted in the Republic of Buryatia due to the following factors: 

 Increase in the cost of output caused by additional costs for tackling adverse environmental and 

climate conditions, essentially strongly rugged landscape, permafrost area, and severe climate 

conditions; 

                                                      
24

 Resolution of the Government of the Russian Federation No. 661 of 6 September 2000 “On Environmental 

Zoning in the Baikal Natural Area and Informing the Population about BNA Boundaries, its 

Environmental Zones and Specificities of Environmental Zone Regimes”.  
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 High electricity generation costs; 

 Vast, low-density territory. 

At the same time, there is an opportunity to develop environmentally clean alternative sources of 

energy in the Republic. More specifically, the Republic of Buryatia has sufficient water resources to 

develop small-scale hydropower projects (HPPs). Preliminary estimates indicate the water capacity of 

small rivers in the Republic would allow small-scale HPPs with a total installed capacity of more than 18 

megaWatt (mW) with capacity increasing as more rivers are explored.  

Total solar radiation varies from 1 220 kWh/m² in Ulan-Ude to 1 350 kWh/m² in the south. Duration 

of solar radiation is from 2 000 hours per year in the north to 2 600 hours per year in the south. There are 

up to 11 hours of solar radiation per day in summer and 6 to 10 hours of solar radiation per day in spring 

and fall. 

There are also areas with high geothermal resources.  

Water supply to agricultural producers 

The Republic is an area of risk farming with a strongly continental climate where precipitation 

amounts to 250-350 mm a year. Thus, it would be impossible to ensure sufficient fodder base for animal 

husbandry without irrigation.  

There are 149 300 ha of irrigated land in the Republic of Buryatia as of early 2012, of which 61 430 

ha are serviced by the federal irrigation systems. However, a large proportion of irrigated land is out of 

use. Irrigation is carried out on 70 000 ha, of which 31 500 ha are serviced by the federal inter-farm 

irrigation systems.  

FGBU Upravleniye Buryatmeliovodkhoz supplies irrigation water through its main canals. However, 

in some areas, water fails to reach agricultural land due to major deterioration of regional and local 

melioration systems. FGBU Upravleniye Buryatmeliovodkhoz has been operating at a loss; federal 

subsidies and revenues from water users fail to recover operational and maintenance costs of melioration 

systems. 

4.2. Priority water sector challenges in the Republic of Buryatia  

For the Republic of Buryatia as a whole, total water abstraction from water bodies in a medium year 

is less than 1% of total renewable water resources. However, in the central and southern regions of the 

Republic where irrigation is developed, water abstraction from small rivers accounts for 60% to 90% of 

the river flow threatening the sustainability of their ecosystems. That suggests water shortage is possible 

in low water years in several basins (including Kizhinga, Ivolga, Orongoi, Chesan, Sukhara, Bichura, 

Kudara).  

Fresh-water use evolution in the Republic is marked by instability. Electric power, one of the most 

water-intense sectors in the Lake Baikal basin, accounts for a major share of water use by industry (for 

cooling thermal power plants). Depending on the year, water use varies from 300 million m
3 

to 

600 million m
3
. The amount of power sold to the Russian Federation is determined by Russian United 

Energy System’s (RAO UES) dispatch schedule. 

Water bodies in the Selenga River basin are exposed to the highest man-made pressure. Main point 

source polluters are: Selenginsk pulp and cardboard plant closest to Baikal by river (50 km); industries 

and municipal economy of the city of Ulan-Ude; Gusinoozersk industrial hub; and Dzhida wolfram and 

molybdenum plant, which has been non-operational since 1997, but would be a major source of water 

pollution if operations were to resume. 

A high level of groundwater use to supply drinking water is a specific feature of the RB (see 

Figure 15).  
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Figure 15. Water resources use: surface and underground water bodies 

in million m3 
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Source: Materials provided by the Revenue Division of the Ministry of Economy of the Republic of Buryatia and by the Ministry of 
Natural Resources of the Republic of Buryatia. 

Following the interviews and review of data, the following priority water sector challenges in the 

Republic of Buryatia were identified: 

1. Inadequate access to safe drinking water by the population (about 50% have no access to safe 

water); 

2. High percentage of water losses when supplied to agricultural users; 

3. High frequency and severity of droughts in Buryatia (e.g. during the 2012 drought, there was 

not a single drop of precipitation during the whole vegetation period); 

4. No security safeguards against floods; 

5. Risk of accidents at hydrotechnical structures caused by their deterioration; 

6. Thermal pollution by Gusinoozersk HPP discharges.  

4.3. Economic instruments for water resources management in Buryatia 

Water user fees and tariffs for domestic water supply 

Table 7 presents water-use fee rates for selected water bodies, while Figure 15 shows key water 

resources-use indicators in the housing and public utilities sector in 2010 and 2011.  

Table 7. Water-use fee rates for water bodies on the territory of the Republic of Buryatia 

Name of basin 
Fee rate (RUB per 1 000 
m

3
 of water) 

Yenisei 246 

Lena 252 

Lake Baikal basin rivers 576 

For abstraction of water resources from a surface water body or part thereof for drinking 
and domestic water supply to the population 

70 

Source: Annual report of Republic Buryatia, 2012. 
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The water tax and water-use fee structure in the Republic of Buryatia (Figure 16) replicates the 

federal structure (see Section 3). Lower load on Gusinoozersk HPP accounts for a decrease in the 

indicator in 2009.  

The data support the hypothesis of two parallel regimes/systems of payments for water abstraction: a 

water tax and a water-use fee paid under water-use contract encourage opportunistic behaviour of water 

users, to minimise payments. This behaviour undermines total revenues generated by the two instruments.   

Figure 16. Water-body use fee and water tax evolution in the Republic of Buryatia 

in million roubles (left scale) 

 

Source: Materials provided by the Revenue Division of the Ministry of Economy of the Republic of Buryatia and by the Ministry of 
Natural Resources of the Republic of Buryatia. 

Figure 17 shows increase in income of the water supply and sanitation entities in the RB.  

Figure 17. Evolution of income of water supply and sanitation entities in the RB 

in million roubles 

 
Source: Rosstat, consolidated 22-ZhKKh Form. 

Two factors are expected to have significant impacts on water tariffs in the near future: 
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 Possible growth in depreciation allowances, as present allowances are very low, far from 

reflecting the replacement value of the fixed assets operated by water utilities (vodokanals); 

 Costs of getting permits for ground water abstraction – by law, as of 01 January 2013, such 

permits are mandatory for all water users extracting ground water. 

However, preliminary estimates by the Ministry of Construction and Housing and Communal 

Services of Buryatia should be noted. The calculation of groundwater abstraction limits requires new 

hydrological exploration to update data on ground water reserves. This generates additional costs that can 

hardly be borne by small vodokanals and by their clients. 

Water pollution 

The housing and public utilities sector accounts for the bulk – 90% – of discharges of polluted 

wastewater into surface water bodies from point sources in the Republic.  

The Budget Code of the Russian Federation sets a statutory allocation rule for revenues from 

pollution charges (in Russia, called “fee for negative environmental impact”) between different levels of 

the budget system of the Russian Federation: 20% to the federal budget; 40% to the budgets of constituent 

entities of the Russian Federation; 40% to the budgets of municipal regions and city districts. 

Figure 18 shows distribution of fees for discharges of pollutants to surface and underground water 

bodies from 2007 through 2011 (in thousands of RUB) among budget levels.  

Figure 18. Distribution of collected water pollution fees 

 
Source: Data presented by the Department for the Republic of Buryatia of the Federal Natural Resources Use Supervision Service. 

The amount of fines for violation of water legislation regarding federally owned water bodies, 

including those imposed by federal executive authorities, increased from RUB 62 200 in 2009 to 

RUB 280 500 in 2011; the amount of fines levied by the executive of the Republic of Buryatia was 

negligible. The amount of fines for violation of water legislation detected by Buryatprirodnadzor 

regarding the water bodies on the territory of the Republic of Buryatia was RUB 30 500 (28 fines), of 

which RUB 11 000 from 15 fines were collected. 

Revenues from other economic instruments 

Proceeds from other economic instruments discussed in Section 3 in Buryatia are presented in 

Table 8. Overall, tariff instruments generate higher revenues than fiscal instruments. Major contributors 

to fiscal revenues are the tax on extraction of mineral resources, land tax and water resources abstraction 

fees. Revenues from discharges of pollutants into water bodies and fees for the use of objects of aquatic 

biological resources are marginal.  
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Table 8. Revenues generated by selected economic instruments in the Republic of Buryatia 

in million roubles 

Instrument 2007 2008 2009 2010 2011 

Total over the period 
from 2007 through 

2011 

Taxes and mandatory payments 

Tax on extraction of mineral resources  264.9   318.3 441.6 519.6 704.1   2 248.5  

Water tax 224.9 282.7 121.3 22.7 22.5  

Water resources abstraction fee 0.0   0.9  22.1 211.1 184.7  418.8 

Amount of monetary penalties (fines) for violation of water 
legislation     62.2 143.2 280.5  485.9   

Land tax 196.0   368.2 528.7 518.9  525.7 2 137.4  

Fee for use of forests 6.3  16.6 28.3 72.6 55.6 179.3  

Individual property tax 13.3   14.0 17.0 20.1 10.0   74.4 

Fee for discharges of pollutants into water bodies   1.1 4.3 4.4 4.6   14.3 

Fee for the use of objects of aquatic biological resources 0.7   0.6 0.6  0.6 0.6   3.1 

Tariff proceeds by selected water utilities (vodokanals) 

Proceeds from sanitation fees in the city of Ulan-Ude 263.1 266.8 280.7 253.7 n.a. 1 064.3 

Proceeds from water supply fees in the city of Ulan-Ude 217.8  240.5 250.5 230.7 n.a. 939.4 

Proceeds from sanitation fees in the city of Selenginsk 21.5 21.3 23.5 n.a. n.a. 66.3 

Proceeds from water supply fees in the city of Selenginsk 9.1  9.2 9.4   n.a. n.a. 27.6    

Note: since figures for specific years have been rounded, totals may not add up exactly.  

Source: Materials provided by the Revenue Division of the Ministry of Economy of the Republic of Buryatia and by the Ministry of Natural Resources of the Republic of Buryatia; Report on tax base and 
breakdown of assessed local taxes of the Federal Tax Service for the Republic of Buryatia for 2007, 2008, 2009, 2010 and 2011, Form No. 5-MN. 
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Table 9 presents data on the level of support from the federal budget to the water sector in Buryatia. It 

suggests support has been quite modest compared to the size of challenges faced by, and revenues 

generated in, the water sector in the Republic.  

Table 9. Allocations from the federal budget to the budget of the Republic of Buryatia to finance water sector 
activities 

in million roubles 

Item 2007 2008 2009 2010 2011 

Allocations from the federal budget to the budget of the Republic of Buryatia to finance water sector activities 

Subventions for the exercise of some water management powers of the 
Russian Federation  

14.5 52.1 55.8 37.4 34.0 

Subsidies for overhaul of hydro-technical structures  9.0 5.4 29.5 10.0 26.3 

Subventions for the exercise of powers in the area of organisation, 
regulation and protection of aquatic biological resources 

0.1 0.1 1.8 1.6 1.6 

Co-financing under Environment and Natural Resources of Buryatia and 
Environmental Security in the Republic of Buryatia for 2009-11 and 
republican target programmes until 2017 

8.0 0.3 5.6 1.1 0.0 

Co-financing under the List of Activities in the area of nature protection 
and natural resources management to be funded from the republican 
budget 

0.0 0.0 0.0 0.0 4.1 

Total 31.6 58.0 92.7 50.0 66.0 

Source: data provided by the Ministry of Economy of Buryatia 

4.4. Economic losses due to environmental restrictions in the Baikal natural area  

This section draws fully on materials provided by the RB Mineconomiki consultant. Calculations 

made for 2007 by local economists produced a general estimate of revenue foregone in the Republic of 

Buryatia due to environmental restrictions in the Baikal natural area.  

Fee rates (water tax) for abstraction/extraction of water resources from surface and underground water 

bodies in the Lake Baikal basin are more than twice as high (RUB 576 and RUB 678/thousand m
3
 of water 

resources) than in Yenisei and Lena river basins (RUB 246 and RUB 306/thousand m
3
) (Resolution of the 

Government of the Russian Federation No. 876 of 30 December 2006 on Fee Rates for Use of Federally 

Owned Water Bodies). 

For BNA, fee rates for air emissions of pollutants from stationary and mobile sources, discharges of 

pollutants into surface and underground water bodies, and placement of industrial and municipal waste are 

applied using an additional co-efficient of two (Resolution of the Government of the Russian Federation 

No. 344 of 12 June 2003).  

Manufacturing industry in the Republic bears significant additional operating environmental costs. 

For instance, introducing a closed-loop water cycle at the Selenginsk pulp and cardboard plant has more 

than doubled water treatment costs. The enterprise’s environmental operating costs make up 23% to 30% 

of total production costs; in the pulp and paper sector outside the basin, this indicator is below 10%.  

The cost of wastewater treatment at tertiary treatment facilities in the Republic is three times higher 

than that of “conventional” – primary and secondary – wastewater treatment. 



59 

 

The resource base for the timber processing complex shifted from the most convenient locations close 

to thoroughfares and processing sites to remote regions. In RB, clear felling is limited; the scale of 

environmentally justified intermediate felling has increased; and environmentally safe timber-harvesting 

techniques and technologies have been introduced. All these factors substantially increase timber 

harvesting costs as a whole.  

Environmental policies restrict both the location of livestock breeding complexes and use of mineral 

fertilisers and chemicals. While these restrictions ensure conservation of the Baikal waters, they negatively 

affect yield of agricultural crops and, eventually, the performance of production.  

The Republic’s direct damage and opportunity cost were calculated to estimate the scale of losses due 

to the special regime of economic activities in the BNA. Methodological support for calculations was 

provided by Buryat experts, as well as guidelines developed by GU Institut Macroeconomicheskikh 

Issledovaniy (Macroeconomic Research Institute, Moscow).  

Output losses (underproduction) in agriculture in 2007 were estimated at RUB 8 013.2 million. As the 

gross value added (GVA) accounts for 70.4% of gross output, GVA foregone in agriculture was estimated 

at RUB 5 649.3 million. 

Output losses (underproduction) in the manufacturing industry and timber processing complex in 

2007 were estimated at RUB 6 221.7 million. As GVA is estimated to account for 71.5% of gross output, 

GVA foregone in the manufacturing industry and timber processing complex was estimated at 

RUB 4 448.5 million.  

GVA foregone in the Republic due to environmental losses and underproduction of output totaled 

RUB 10 098 million in 2007. This lost revenue represented some 9.3% of the gross regional product of 

Buryatia in 2007 (RUB 107 442.0 million).  

Security of water resources in Lake Baikal basin is arguably a major concern and priority for the 

Republic (and beyond). However, the relevance and efficiency of present bans and restrictions on 

economic activities in the BNA could be questioned: they generate high costs for the Republic in terms of 

lost opportunities for economic and social development. The Republic would thus gain from assessing this 

policy. The following questions might help: what is the appropriate level of environmental security in 

respective zones? How do various activities potentially affect water security? What cost-efficient measures 

could be put in place to achieve appropriate levels of security? 

Answering these questions would help find the right balance between environmental, economic and 

social development objectives. Well designed and properly enforced economic instruments for water 

management can contribute to achieve the appropriate level of security at a lower cost for the community 

and the public budget (both federal and local).  
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SECTION 5. CONCLUSIONS AND RECOMMENDATIONS 

Back in 1978, the OECD Recommendation of the Council on Water Management Policies and 

Instruments specified the main objectives of water management: to protect water resources against 

pollution and excessive use; to preserve the water environment and ecology; to safeguard and improve the 

hydrological cycle in general; and to provide adequate water supply, in quality and quantity, for domestic, 

industrial and agricultural purposes, account being taken of long-term demands. 

In Russia, water resources management should pay particular attention to the following risks: 

 Risks of too much water, as illustrated by the consequences of floods and heavy rain; 

 Risks of too little water, which affects economic development in parts of the country; 

 Risks of too polluted water, which are a concern in the most populous regions and for some 

aquifers. 

These risks are compounded by the dire status of water infrastructures, which are often too 

deteriorated to deliver expected services. In the longer terms, these risks are compounded by climate 

change as well, which will hit several parts of the Federation in different ways. 

Building on international good practice, the OECD (2012b) argues that economic instruments such as 

abstraction and pollution charges, water pricing, and user charges have a critical role to play in water 

resources management. In addition to generating revenues that can augment public budgets and assist in 

financing water resources management, their use can have ancillary benefits. For example, economic 

instruments can promote water efficient practices in households, farms, and industry, help value the 

benefits of watershed services, and create incentives to explore low-cost options for water users and water 

managers (e.g. protecting catchment areas instead of treating polluted waters downstream). 

For economic instruments to deliver expected benefits, their design and implementation can be guided 

by the four principles below: 

1. The Polluter Pays principle creates conditions to make pollution a costly activity and to either 

influence behaviour (and reduce pollution) or generate revenues to alleviate pollution and 

compensate for welfare loss. This principle is efficient to the extent that it internalises the 

external costs of pollution. 

2. The Beneficiary Pays principle allows sharing the financial burden of water resources 

management. It takes account of the high opportunity cost related to using public funds for the 

provision of private goods that users can afford. A requisite is that private benefits attached to 

water resources management are inventoried and valued, beneficiaries are identified, and 

mechanisms are set to harness them. 

3. Equity is a feature of many policy frameworks for water management. It is often invoked to 

address affordability or competitiveness issues, when water bills, driven by the first two 

principles, may be disproportionate with users' capacity to pay.  

4. Coherence between policies that affect water resources can usefully be considered a fourth 

principle. Agriculture, land use, or energy policies can severely increase the cost of water 

management. Factoring water in and reforming allocation of public moneys in these policies can 

be more cost effective than mobilising additional funding for the water sector. 
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The assessment and recommendations below build on these principles. 

The role of economic instruments for water management in Russia  

Marginal role in water management  

Economic instruments play only a marginal role in water management in Russia, which has a deeply-

rooted tradition of command-and-control. When they exist, economic instruments are loosely coupled with 

key challenges faced by the water sector and priority objectives of the Federal water policy. Current rates 

of most fiscal instruments are low and fail to generate revenues up to financing needs. In the case of Lake 

Baikal basin and the Republic of Buryatia, over-reliance on administrative bans for water protection 

generates economic losses estimated at some 9.3% of gross regional product (in 2007). 

This situation has several negative consequences:  

 There are few economic incentives to use water wisely, to conserve and protect water resources; 

 A large share of water-related taxes and fees are of a fiscal nature and fail to contribute to the 

Water Strategy of the Russian Federation; 

 Except for tariff instruments, revenue flows generated by economic instruments are small (some 

0.4% of total revenues from taxes, charges and other proceeds to the consolidated budget of the 

Russian Federation in 2011).   

Presently, mostly tariff instruments and subsidies play a significant role in water management in 

Russia.  

Water tax and water-body use fee  

There are three concerns: 

 Two parallel regimes coexist. This provides opportunities for users to minimise their payments 

for water, which can undermine fiscal revenues generated by the two instruments. 

 0-rate abstraction charge for irrigation water might be less efficient than support for upgrading 

and developing irrigation systems and other rural infrastructure. 

 Improper differentiation of fees for non-consumptive water use by hydropower does not reflect 

water availability in respective basins (high run-off versus acute water shortages).  

Therefore, a mechanical increase in the rates of the economic instruments for WRM in Russia (tariff 

and fiscal instruments) would not improve effectiveness and efficiency on its own. A sound differentiation 

of rates should become a priority for water policy and drive the needed rate revisions. Proper 

differentiation would strengthen incentives for water conservation and protection of water bodies and 

generate larger fiscal and user-change benefits.  

Collection efficiency could also be further improved, above all, by covering all water users in 

industries, agriculture and commerce through the water-use permitting system and/or water-use contracts. 

At present, a substantial proportion of users enjoys water without such a permit or contract and hence does 

not pay at all for water use. For ground water, a flexible system is needed to share the costs of 

hydrogeological studies required for setting water abstraction limits between resource owners and users.     

Tariffs for WSS 

The recovery of operation and maintenance costs by revenues from water bills has improved in Russia 

over the last two decades. It now reaches 90-95%.  
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Over the period 2000-08, WSS tariff rose three times faster than inflation in Russia.  However, these 

trends have not directly benefitted WSS infrastructures:  investments in WSS in Russia are still not 

sufficient to properly maintain existing systems, let alone upgrade them or develop new ones. One 

explanation is that depreciation allowances in tariffs for fixed assets are too small, and do not reflect the 

cost of fully replacing deteriorated and worn-out assets.  

The share of capital expenditure in total expenditures in WSS in Russia is manifold smaller compared 

to European Union countries. Therefore, the share of WSS networks in need of urgent replacement 

increased, leading to interruptions and often to decline in quality of services.  

Water pollution charges 

Not only are the rates low, but there is also a lack of compliance monitoring and enforcement.  

Subsidies 

The most significant non-tariff economic instruments for WRM in Russia in terms of amount of 

financing are the following subsidies: direct state support (transfer of funds) to the water sector; budget 

revenue and water sector entities’ foregone income (including due to understated tax and low rates for both 

tax and tariff instruments); transfer of risks to the state; and cross subsidies and hidden subsidies (including 

due to loopholes in regulatory framework).  

Target federal programmes with public investment and direct transfer of funds are a key form of state 

support to the sector in Russia.  

In case of Buryatia, the mechanisms are used also to compensate for lost economic opportunities in 

the Republic, due to existing bans on some economic activities. Effective alternative mechanisms, 

however, are neglected. For instance, before water tax revenues have been centralised, there was a 

compensation mechanism in place in Lake Baikal basin, to compensate the Republic of Buryatia for the 

damage to the water level in Lake Baikal and, therefore, to the economy of the Republic, generated by a 

large hydropower station downstream in Irkutsk oblast, by re-allocating some portion of the 

water/hydropower rent appropriated by the public budget of Irkutsk Oblast in favor of Buryatia.  The 

centralization of the water tax revenues in the Federal budget, ended the compensation mechanism.    

A qualitative analysis of subsidies in the water sector has shown that, with two exceptions, the 

negative effects (major fiscal and financial burden combined with negative impact on water resources and 

state of water infrastructure) clearly outweigh their social and economic benefits. The exceptions are for 

state support for development of water infrastructure and targeted support to the poor for water supply and 

sanitation services.  

The analysis covered such subsidies as:  

 Understated depreciation in the tariffs for WSS and irrigation water, which fails to reflect 

replacement cost of the fixed assets; 

 Inadequate level of pollution fee rates and fines for negative environmental impact; 

 Low fee rate for non-consumptive use of water bodies for electricity generation; 

 No fee for abstraction/extraction of water resources for irrigation.  

The case of Buryatia confirms these subsidies are counterproductive, indicating that reform of 

subsidies for the water sector in Russia is long overdue. 

Projections for state support to the water sector for the 2013-15 budget period are counter-intuitive: on 

the one hand, increases in water sector expenditures in the federal budget are expected to surpass revenues. 

At the same time, allocations to the public utilities sector (including WSS) from the federal budget will 

decrease even in nominal terms, while the decrease in real terms (taking into account official inflation 

forecasts) will be at least 40%. 
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 In that context, efficiency of state support is critical. In this domain process matters. State support 

currently takes the form of direct transfer of public funds (budget grants), budget loans from 

respective treasuries or public revenue forgone (e.g. due to preferential tax rates or tariffs). For the 

reasons noted below, however, channeling state support through appropriate domestic 

development institutions could be a better option in many instances: Development institutions 

have a well-established project cycle and select projects and their implementing agencies more 

carefully than federal and regional Ministries of Finance do when preparing respective annual 

budgets, both in terms of assessing costs and expected economic, fiscal, social and environmental 

benefits of the projects in question, as well as management and fiscal capacity of implementing 

agencies. 

 Development institutions provide support foremost through preferential loans and equity, thus 

avoiding financially non-sustainable projects that would systemically incur losses and increase 

demand for public subsidies.  

 Monitoring of the project implementation by development institutions helps improve fiscal 

discipline.  

 Mandates of most development institutions include promoting public-private partnerships (PPPs). 

This creates opportunities for leveraging public funds by private money (at least regarding 

working capital) and better costs control. This, in turn, reduces claims on the public purse, as well 

as helps develop markets and competition in respective sectors, including the water sector where a 

market is yet to be created. Competition is a strong driver for improving efficiency.   

Therefore, it is worth considering increasing the role of domestic development institutions in 

channeling state support to the water sector in Russia, especially for capital investment, while reducing the 

role of direct transfer of funds and budget loans from respective treasuries.  

Preliminary short-term recommendations 

To enhance the effectiveness of, and optimize government expenditure for, water resources 

management in the Russian Federation, it is necessary to make a priority using economic instruments 

alongside complementary administrative instruments, voluntary agreements and voluntary unilateral 

obligations by water users. The EIs in force should be reviewed both for how efficiently they fulfill 

intended objectives and for their consistency with state water policy priorities.  

As priorities for state water policy evolve, new EIs could be designed and introduced.   

Improving the use of existing instruments  

1. Revise rates of all fiscal instruments (taxes and obligatory payments) for the use and protection 

of water resources; in the water sector as a whole, differentiate rates substantially by key factors 

(water availability, territory, climate, etc.). 

2. Ensure that all water users in industries, agriculture and commerce have either a permit or 

contract, and pay for water use. 

3. Revise regulation on depreciation allowance rates for fixed assets in the water sector and adjust 

depreciation allowance calculation rules to reflect replacement cost of fixed assets. 

4. Develop a methodology for comprehensive assessment of various water sector state-support 

measures, as well as mechanisms through which state support is provided. Analyse, on the basis 

of this methodology, the efficiency and effectiveness of various mechanisms to collect and spend 

fees and taxes for conservation and protection of water resources, and water management.  
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Introducing new economic instruments for managing water  

1. Introduce a fee for water abstracted for irrigation purposes (payment for water as natural resource 

in addition to the existing payment for irrigation water supply service). A key objective would be 

to create incentives to enhance water-use efficiency in irrigated farming. 

2. Encourage voluntary insurance of property by individuals residing in areas exposed to high 

negative impact of waters. Incentives could include reduced land tax and property tax rates for 

individuals who have insured their property against damage caused by flood, mud-flood and 

landslide. For individuals residing on a territory exposed to high risk of water-related hazards, 

consider introduction of mandatory insurance of property and life insurance. 

3. Introduce excise taxes on pesticides and synthetic detergents, which are the major contributors to 

diffusing pollution of water resources.  

4. Consider targeted use of contributions from local taxes (possibly, a share of land tax and property 

tax) to finance priority water resources management measures and challenges faced by the local 

water complex. Pilot testing could be done in the Republic of Buryatia. 

5. Use a portion of fiscal revenues from taxes and payments for forest and land resources (land and 

forest rent) for financing win-win projects benefiting land, forests and water resources. Examples 

could include planting forest along riverbeds and building collector-drainage systems to protect 

settlements against water-related natural disasters (submergence, mudflows and floods) funded 

out of land tax and property tax revenues (immovable property part thereof). 

6. Further elaborate existing models and/or complement them with new ones in order to introduce 

economic parameters in water allocation. 

7. Conduct in the constituent entities of the Federation that form part of the Lake Baikal basin an 

experiment to re-establish a compensatory mechanism for water protection. This would 

accumulate all payments for water resources (i.e. water and hydropower rent) in a special 

regional/basin fund. The fund would target the retrofit and development of water infrastructure in 

these constituent entities.  When allocating expenditures, take into account the acuteness of water 

issues and the amount of economic losses and fiscal revenues foregone in each constituent entity 

in the basin due to environmental restrictions in place in the so-called Baikal natural area. 

Potential actions for the longer term  

 Prepare a government policy paper and roadmap for gradual transition of the water sector in 

Russia to market mechanisms, as well as a roadmap for achieving the financial autonomy of 

water complex entities (including in the melioration and public utilities sectors).  

 Develop a conceptual framework for the introduction of (a) payments for ecosystem services 

(PES) with a view to preserving and restoring water catchment areas and water protection 

functions of ecosystems; and (b) new EIs to be used to clean up accumulated past damage to 

water bodies and catchment areas.  

It would be appropriate to fine-tune, further elaborate and supplement the above preliminary 

recommendations following a more detailed assessment of the use of economic instruments. The Republic 

of Buryatia has signaled its interest to pilot-test such a review. 
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ANNEX A. ECONOMIC INSTRUMENTS FOR WATER RESOURCES MANAGEMENT IN 

RUSSIA 

A1. Recommended criteria to assess economic instruments  

To the extent possible (allowed by available data) the consultant has assessed each economic 

instrument against the criteria presented in Box 10 below.  

Box 5. The OECD & EC evaluation criteria for assessing economic instruments 

 Effectiveness in relation to established (and/or desirable) water policy objectives. What is the potential of the 
instrument to help achieve established and/or desirable policy objectives? How will the design of the 
instrument affect its effectiveness? What is the potential for the instrument to cause a switch to other 
environmentally or economically damaging behaviour? 

 Revenue generation potential. How much revenue will be raised? How could this revenue be used for water 
policy objectives or to replace more distorting taxes? 

 Cost-efficiency. How economically efficient is the instrument in achieving given water policy objectives? 
What is the most desirable design for the instrument? 

 Ease of administration. How easy would it be to implement, ensure compliance and monitor the instrument? 

 Consistency with institutional framework. Is the instrument consistent with the polluter pays principle, the 
precautionary principle or other policy objectives? Does it conform to international agreements to which the 
state is a signatory or with which it wishes to harmonise?  

 Dynamic efficiency. What is the impact of the instrument on long-term economic efficiency? Are there 
incentives for the long-term development of new technologies and practices? 

 Impact on income distribution/equity. How would the instrument affect income distribution? Would it benefit 
or harm any particular social group? Could revenues be used to mitigate these effects? 

 Impact on competition. How will the instrument distort competition within agriculture, water-using industries, 

tourism, other water users and internationally? 

 Political and social acceptability. What are the possible barriers to political and social acceptance? What is 
the previous experience with similar instruments? What actions can be taken to improve acceptability? How 
transparent is the implementation and operation of the instrument? 

Source: OECD, 2012c, Terms of Reference for the project “Improving the use of economic instruments for water resources 
management and water complex governance in the Russian Federation”. 
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A2. Evaluation of selected economic instruments for WRM in Russia using OECD criteria  

The evaluation was made using the recommended criteria (see Annex A1.1 above) and the OECD 

(2012a) as a source of inspiration.   

A2.1. Water tax and fee for use of water body  

Economic instrument The water tax was envisaged by the Water Code of the Russian Federation, which 
had been passed by Federal Law No. 167-FZ of 16 November 1995 and was in 
effect until 1 January 2007. However, Article 5 of Federal Law No. 73-FZ of 3 June 
2006 on Enactment of the Water Code of the Russian Federation established that 
water users that use a water body under a water-use licence issued, or water body 
use contract entered into, before the Water Code was enacted shall retain the right 
of long- or short-term use of the water body under the water-use licence or the 
water body-use contract until such licence or contract expires. 
Proposal: Introduction of a new instrument – a “fee for use of water body” with a 
legal reference to the Civil Code is a step towards developing a water market.  
Definition of rules for establishing property rights should be further developed 
because – as mentioned in this report – market relations in land and forest sectors 
are superior to those in water.   

Environmental effectiveness The rates compared to water resources available show that fees for use of water 
bodies and water tax in the country as a whole do not depend on the resource base 
status, i.e. they fail to perform their intended function of raising funds for water 
resources reproduction and protection.  

Cost efficiency The impact of current water protection/water saving costs on final performance and 
overall economic efficiency – amount of goods and services produced, cost price, 
profit margin, profit, financial position of enterprises, etc. – has been negligible in 
Russia as a whole in recent years.  

Dynamic efficiency Higher fees (taxes) along with differentiation according to relevant factors (location, 
water resources quality, etc.) would contribute to sustainable use of water resources 
in the medium term. 

Revenue generation At present, little revenue is generated.   

Consistency with institutional 
framework 

Requires effective property rights regime and effective court system. 

Impact on competition Not visible. 

Impact on income distribution and 
equity 

Favourable to energy generation sector (hydropower).  

Ease of administration Difficult but necessary institutional reforms for developing water market and defence 
of property rights.  

Political and social acceptability Resistance of low-income and high water-consuming enterprises.  

Other observations  
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A2.2. Water supply and sanitation tariff 

Economic instrument Tariffs are paid by all consumers connected to the public service provided by 
vodokanals (urban areas) and local government. Tariffs rates are often higher for 

commercial and industrial consumers, and lower for households. 
The fundamentals of pricing approved by Resolution of the Government of the 
Russian Federation No. 89 of 17 February 2004 envisage, in particular, regulation 
of tariffs for water supply and sanitation services. The economically justified costs 
method is regarded as the basis for tariff-setting. Cost structure, including 
repayment of borrowed funds, should be determined as per methodology 
developed by the federal executive authority for construction and housing and 
public utilities complex, taking account of the list of operations related to current 
repairs of common property in residential buildings approved by the Government of 
the Russian Federation. Indexing using deflators set by the Ministry for Economic 
Development and Trade of the Russian Federation is an additional method. 
Procedure for regulating tariffs of public utilities complex entities engaged in 
heating, water supply, sanitation and wastewater treatment is set by Federal Law 
No. 210-FZ of 30 December 2004 on the Fundamentals of Public Utilities Complex 
Entities’ Tariff Regulation. The law links tariff-setting to the passing of three kinds of 
programmes – programme for integrated development (PID) of public utilities 
infrastructure systems in a municipal entity, production programme and investment 
programme of a public utilities complex. Current recovery by the population of the 
cost of water supply and sanitation services through tariff is as high as 90-95%.  
Proposals: 

 phasing out of remaining  cross subsidies and transition to full recovery of the 
cost of housing and public utility services by the population, complemented by 
targeted social support to vulnerable households  

 substantial increase of investments in overhaul, renovation and maintenance of 
fixed assets in public utilities sector   

 calculation of depreciation through replacement cost approach.  

Thus, public water supply and sanitation system in Russia should be reformed so it 
could become self-supporting with cash flows transparent to regulators and the 
general public.   

Environmental effectiveness Volumetric household pricing with tariffs at a level that “bite” would curb domestic 
consumption, and lead to lower water withdrawals. Improved levels of cost recovery 
would also enable providers to maintain a higher standard of service and 
modernise and repair their assets, improving local environmental conditions. 

Cost efficiency Tariffs and metering are proven ways of controlling water consumption.  The cost of 
meters is justified by savings for consumers.  Bulk metering of apartment blocks 
does not have this incentive effect, unless landlords monitor the use of their 
tenants. However, bulk metering would help get accurate data on water 
consumption, which is desperately needed for sound capital investment planning.  

Dynamic efficiency Introduction of two-part water tariffs – for capacity and amount and transition to 
long-term (three-to-five-year) tariffs.  
Introduction of tariffs based on the return on invested capital method (tariffs 
guarantee investors make profits).  
Decrease in budget financing alongside enhanced investment by private operators 
in long-term construction and infrastructure retrofitting projects.  

Revenue generation Tariff increase rates further to ensure transition to full O&M cost-recovery by 
domestic tariffs with social support to the poor at the same time.  

Consistency with institutional 
framework 

Legislation enabling competition and lowering the level of monopolism in 
“neighbour” sectors (energy), providing more power to civil society for controlling 
activities of service companies.  

Impact on competition Further state regulation of water supply and sanitation tariffs for population, setting 
limit tariff indices.  
Increasing level of competition among service companies and securing the best 
choice for consumers. 

Impact on income distribution & 
equity 

Social targeted support to poor. 

Ease of administration Difficult to administer.  

Political and social acceptability There would be predictable political objections to elimination of monopolism of local 
vodokanals.  

Other observations Steady positive evolution of the public utilities market can be expected in the 
medium term. 
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A2.3. Water pollution charges 

Economic instrument Procedure for Determining the Charge and Its Limits for Pollution of Ambient 
Environment, Waste Placement and Other Kinds of Adverse Impact 
(approved by Resolution of the Government of the Russian Federation No. 
632 of 28 August 1992) and by Resolution of the Government of the Russian 
Federation on Standard Charges for Air Emissions of Pollutants from 
Stationary and Mobile Sources, Discharges of Pollutants into Surface and 
Underground Water Bodies, and Placement of Industrial and Consumption 
Waste No. 344 of 12 June 2003.  
Standard charges for discharges of pollutants into surface and underground 
water bodies are applied using ratios that consider environmental factors 
and an additional ratio of two for specially protected natural areas, including 
remedial and health-improving areas and resorts, and for the Far North 
regions and equivalent areas, Baikal natural area and environmental 
disaster zones. Proposal:  

 eliminate duplication between water pollution charges and water quality 
damage assessment. 

 apply marginal analysis of abatement costs in developing water pollution 
charges (polluters would choose option with the lowest costs, which 
would ensure adoption of the option with the least social cost).  

 apply mainly methods of direct measurement of discharges in water 
objects and develop relevant monitoring devices. 

 transform water pollution charge into water pollution tax.  

Environmental effectiveness Currently minimal (lack of correlation between pollution charges and volume 
of discharges), due to low level of charges and lack of their differentiation. 
Minimum incentive to reduce polluting discharges.  

Cost efficiency If the charge level reflected the pollutant’s cost to the environment or 
alternatively the cost to the vodokanal or other discharger of removing the 
pollutant, polluters would have a choice of continuing to discharge pollutants 
and paying the charge, or avoiding pollution by pre-treatment or changing 
the productive process.   

Dynamic efficiency Provided the charge were high enough to be an incentive, and maintained in 
real terms (or even raised over time), polluters would have a continuing – 
and even increasing – incentive to reduce pollution in their choice of product, 
processes, inputs and technology. 
Current allocation of water pollution charge is as follows:  

 20% to the federal budget 

 40% to the budget of a constituent entity of the Russian Federation 

 40% to the budget of a municipal entity 
Practice of earmarked funds (seriously modified compared to the 1990s) is 
necessary to strengthen dynamic efficiency of allocation and further 
spending of financial resources. 

Revenue generation Small. 

Consistency with institutional 
framework 

Water pollution charges are poorly identified in existing Russian legislation. 
This situation caused a legal dispute and the decision of the Supreme Court 
to treat pollution charge as a fee rather than a tax. The solution is to 
transform the pollution charge into a pollution tax drawing on the rich 
experience of other countries in this area.  

Impact on competition Generally insignificant; impacts enterprises with poor financial indicators 
close to bankruptcy. 

Impact on income distribution and 
equity 

Neutral.  

Ease of administration Small level of pollution charge; variety of co-efficients with very little impact 
on polluter because of lack of differentiation means administrative costs are 
not covered by environmental effect (reduction of harmful substances).  

Political and social acceptability Water pollution charges in their current design only imitate environmental 
protection and enforcement policy. Civil society will appreciate real progress 
in environmental enforcement. As for business: introduction of a well-
understood water pollution tax will create clear “rules of the game”.  

Other observations Design of pollution charges based on sanitary and epidemiological 
regulation. Soon to be replaced by the common EU practice of BAT, 
pollution charges in Russia will inevitably lose their fundamental role and 
should be replaced by a tax-related instrument. 
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A2.4. Environmental penalty payments  

Economic instrument Environmental penalty payments. Fines and penalties applied by courts for 
breaches of environmental law, based on the normal pollution charge 
multiplied by 5 
Proposal:   
Change the basis of the fine to punitive damages related directly to 
environmental costs incurred (e.g. from a spillage of toxic substances).  

Environmental effectiveness More rigorous enforcement and prospect of court action and fine should 
affect awareness and compliance. 

Cost efficiency If used as a measure of last resort, rarely applied, it is cost effective. If used 
frequently, the cost of court actions, with ultimate threat of closure of 
operations, could be heavy. 

Dynamic efficiency As pollution charge will be modified (eliminated and replaced by tax) there is 
no room for penalties based on unused instruments. 

Revenue generation Small. The share of penalties in the whole volume of pollution charges and 
fines increases.  

Consistency with institutional 
framework 

No change required. 

Impact on competition Neutral. 

Impact on income distribution and 
equity 

Neutral. 

Ease of administration Court action is onerous and potentially costly. 

Political and social acceptability Depends who is prosecuted 

Other observations  
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A3. Subsidies impacting the water sector in Russia  

A3.1. Methodology for identifying and assessing subsidies impacting the water sector, recommended 

by the OECD expert workshop on water-harmful subsidies (October 2012)  

Definition of a subsidy  

Subsidies are a form of public support to economic agents. They may be intentional, or unplanned. 

Subsidies could be provided through dedicated instruments, typically fiscal ones, or through economic 

instruments with other primary objectives (e.g. through preferential tax rates where the key objective of a 

tax might be to capture natural resource rent for the benefit of the public budget (representing the interests 

of the owner of the taxed natural resource); or via subsidised tariff rates where the key objective of tariff 

revenues is to finance provision of respective water services). This makes delineation of subsidies from 

other economic instruments an impossible task: except for a few dedicated instruments whose only 

objective is to subsidise specific agents for specific purposes, it would be more accurate to discuss the 

subsidy dimension of the economic instruments in question.  

There are many different definitions of “subsidies”, often conflicting. The OECD expert workshop in 

October 2012 recommended that rather than attempting the impossible task of providing a new, all-purpose 

definition, this project should adapt the taxonomy of subsidies presented in OECD (2012a) to water 

management in an individual country, including Russia. 

The specific focus of this project has been subsidies impacting the water sector, including “water-

harmful subsidies” – those that threaten the status of water resources or management of water. 

Categories of subsidy 

The main organising principle used by the OECD (2012a) when categorising subsidies is the basic 

distinction between two factors related to the transfer of economic value (financial or non-monetary):  (a) 

the incidence of transfer; and (b) the mechanism of transfer.  

The expert workshop recommended considering the following transfer mechanisms:  

 Direct transfer of funds 

 Tax revenue foregone  

 Other government and user charge revenue foregone  

 Transfer of risk to government 

 Induced transfers 

 Policy/regulatory loopholes, resulting – among others – in a hidden subsidy (e.g. lack of 

enforcement of a costly regulation or inefficient collection of tariffs) and/or preferential treatment 

of some economic agents. Note this mechanism is in addition to those discussed in the OECD 

(2012a).  

Recommended criteria for assessing subsidies impacting the water sector  

It was recommended to evaluate costs and benefits of each subsidy impacting the water sector, in the 

following three main domains: 

 Economic and financial/fiscal costs and benefits – e.g. opportunity costs, or the size of fiscal 

burden on the public budget associated with a subsidy in the form of direct transfer of funds.  

 Social costs and benefits – e.g. vulnerable households may benefit from subsidised WSS tariffs, 

as otherwise they would not afford the service. 

 Environmental costs and benefits – whether the subsidy in question helps improve the 

environmental status of water resources or threatens it.  



74 

 

А3.2. Review of subsidies impacting the water sector in Russia 

Government support is a very important group of subsidies in the water sector. The following definitions will be useful here:  

 Consolidated budget of the Russian Federation comprises the federal budget and a body of consolidated budgets of constituent entities of the Russian 

Federation (excluding intergovernmental transfers among the budgets).  

 Intergovernmental transfers are funds provided from one budget system to another within the Russian Federation. Intergovernmental transfers include 

subventions and subsidies.  

 Subvention is an intergovernmental transfer provided on a grant and non-repayable basis for certain targeted spending.  

 Subsidy is an intergovernmental transfer provided to co-finance targeted spending. 

Summary Table 10 shows data on government support to the water sector in the form of subsidies and subventions, over 2007-11.  

Table 10. Government support to the water sector in the form of subsidies and subventions, as defined in the Tax Code of Russia: Transfers to constituent entities of the 
Russian Federation 

in thousand roubles 

Type of Transfer 2007 2008 2009 2010 2011 Total in 2007-11 

Subventions to budgets for payments for housing and utility 
services for some categories of individuals 

65 500 000.0   66 368 108.5   84 804 301.9   99 900 597.5   107 837 758.7   424 410 766.6   

Subsidies to budgets to support agricultural production 33 472 812.0   52 990 174.4   80 762 583.2   81 987 680.0   96 029 417.2   345 242 666.8   

Subventions to budgets of constituent entities of the Russian 
Federation to exercise certain powers related to forest management 

12 027 376.4   17 093 483.0   17 631 404.4   14 995 696.9   21 244 380.6   82 992 341.3   

Subsidies to budgets to retrofit utilities infrastructure under the 
Retrofitting of Communal Infrastructure Sub-Programme 

5 028 641.8   6 019 960.0  4 562 960.0   3 717 500.9   3 744 110.0   23 073 172.7   

Subventions to budgets of constituent entities of the Russian 
Federation to exercise certain powers related to water management 

1 137 399.3   2 798 537.5  3 250 000.0   2 171 950.0  2 171 950.0   11 529 836.8   

Subsidies to compensate partially for expenditure of the budgets of 
constituent entities of the Russian Federation on housing and 
utilities subsidies for individuals 

8 243 381.0   30 655.5   0.0       8 274 036.5   

Subsidies to budgets for overhaul of hydrotechnical structures 
owned by constituent entities of the Russian Federation or by 
municipalities or ownerless hydrotechnical structures 

1 000 000.0   1 419 200.0   1 838 142.4   1 216 700.0   1 768 142.4   7 242 184.8   

Subventions to budgets for exercise of powers in the area of 
arrangement, regulation and protection of aquatic biological 
resources 

45 527.5   43 607.8   44 616.9  31 993.4   32 260.3   198 005.9   

Subsidies to budgets of constituent entities of the Russian 
Federation and to municipal entities (intergovernmental subsidies) 
related to forest management 

  28 210.0   48 470.0   25 206.0     101 886.0   

Source: Federal laws on federal budget for respective years 
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А3.3. Qualitative assessment of subsidies impacting the water sector in Russia 

Table 11 presents results of a qualitative assessment of subsidies impacting the water sector in Russia.  

Table 11. Financial, social and environmental costs and benefits of some subsidies 

Subsidy Subsidy mechanism 

Benefits of the subsidy Costs of the subsidy 

Financial and 
economic 

Social Environmental 
Financial and 

economic 
Social Environmental 

Subsidies to budgets 
for overhaul of 
hydrotechnical 
structures owned by 
constituent entities of 
the Russian 
Federation or by 
municipalities or 
ownerless 
hydrotechnical 
structures  

Direct transfer of 
funds 

Decrease in the 
damage caused to the 
economy or the 
population by 
accidents at 
hydrotechnical 
structures 

Enhanced safety of 
hydrotechnical 
structures results in 
better protection of 
areas against 
negative impact of 
waters and possible 
destruction of 
hydrotechnical 
structures 

Environmental 
damage caused by 
accidents at 
hydrotechnical 
structures is 
prevented  

Opportunity costs 
where budget funds are 
used alternatively 

Social dimension of 
opportunity costs where 
budget funds are used 
alternatively 

Cost of operation of 
hydrotechnical 
structures that lost 
their social 
significance  

Subsidies to budgets 
to retrofit communal 
infrastructure under 
the Retrofitting of 
Communal 
Infrastructure Sub-
Programme 

Direct transfer of 
funds 

Lower water supply 
and sanitation tariffs 
for domestic users 
make the services 
more affordable, which 
benefits households 

Health and social 
welfare of the 
population from water 
supply and sanitation 
services affordable for 
households 

Reduced discharges 
of pollutants into 
water bodies 

Opportunity costs 
where budget funds are 
used alternatively 

  

Targeted subsidies for 
housing and utility 
services for some 
categories of 
individuals 
 

Direct transfer of 
funds 

Population get 
affordable services  

Affordable services 
which satisfy basic 
needs and ensure 
health of the 
population 

 Opportunity costs 
where budget funds are 
used alternatively 

 In absence of water 
meters might 
discourage thrifty 
water use 

Subsidies to budgets 
to support agricultural 
production – to 
compensate for some 
interest costs on loans 
obtained from lending 
institutions 

Direct transfer of 
funds 

Reduced costs for 
agricultural producers 
and their clients  
 

Social benefits of 
lower prices for 
foodstuffs 

  Opportunity costs 
where budget funds are 
used alternatively 

  

No fee for abstraction/ 
extraction of water 
resources to irrigate 
agricultural land 
(including meadows 
and pastures)  
 

Budget revenue 
foregone 

Low costs for 
agricultural producers 
and their clients. 
Lower risk of land 
degradation – support 
to agricultural 
production  

Social benefits of 
lower prices for 
foodstuffs 

  Lack of budget funds 
necessary to finance 
retrofitting and 
development of water 
infrastructure  

 No incentives for 
thrifty use of water 
resources 
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Subsidy Subsidy mechanism 

Benefits of the subsidy Costs of the subsidy 

Financial and 
economic 

Social Environmental 
Financial and 

economic 
Social Environmental 

Inadequate level of 
fees and fines for 
negative 
environmental impact 
 

Budget revenue 
foregone 

Low costs for polluting 
economic entities 
(e.g. industries, water 
utilities) and their 
clients 

Low costs for 
households – more 
affordable sanitation 
services for economic 
entities 

  Exacerbates pollution 
of water bodies, 
rendering them 
unsuitable or costly 
(water treatment costs) 
for other water users. 

Health impact because 
water can be 
unavailable or its use 
can be hazardous  

Environmental 
pollution due to 
weak incentives to 
reduce pollution. 
Environmental 
impact not factored 
into polluters’ costs.    

No taxation on 
potential sources of 
diffuse pollution (e.g. 
product tax for 
agricultural chemicals 
and lubricants) 

Budget revenue 
foregone 

Low costs for polluting 
economic entities 
(e.g. farmers, 
industries) and their 
clients 

Social benefits of 
lower prices for 
foodstuffs and costs 
on industrial output 

  Foregone source of 
revenue to contribute to 
environmental 
protection and 
monitoring systems  

Health impact because 
water can be 
unavailable or its use 
can be hazardous. 

No barriers to 
diffuse 
environmental 
pollution. 
Environmental 
impact not factored 
into polluters’ costs.  

Low fee for use of 
water bodies or parts 
thereof without 
abstraction/ 
extraction of water 
resources for 
electricity generation  

Budget revenue 
foregone 

Low costs for 
hydropower 
companies and their 
clients 

Social benefits of 
lower costs on 
electricity and other 
products 

  Economic opportunity 
costs of alternative 
downstream water use 
(agriculture, industry, 
households)  

Social dimension of 
opportunity costs where 
budget funds are used 
alternatively. If water 
releases go up, water 
level in a reservoir might 
turn out to be lower than 
needed to secure water 
supply to the population 
and agricultural entities. 
Higher releases of 
water in winter can lead 
to water shortage during 
low-water period.  

Large releases of 
water can lead to 
freezing of reservoir 
in winter and 
reduced water level 
downstream from 
the dike.  
 

Reduced fee for 
abstraction/ 
extraction of water 
resources from 
surface water bodies 
or parts thereof for 
drinking and domestic 
water supply to the 
population 

Budget revenue 
foregone 

Population get 
affordable services  

Affordable services 
that satisfy basic 
needs and ensure 
health of the 
population 

  Lack of budget funds 
necessary to finance 
retrofitting and 
development of water 
infrastructure 

  

Reduced depreciation 
amounts in the tariff of 
water utilities and 
melioration entities 
that fail to reflect 
replacement cost of 
fixed assets they use   

Other proceeds from 
sale of output – 
goods, operations, 
services – foregone 
by the state or public 
sector entities 

Users get affordable 
services 

Affordable services 
that satisfy basic 
needs and ensure 
health of the 
population 

 Lack of funds 
necessary to maintain 
fixed assets and 
finance water- sector 
entities  

 Lack of funds 
necessary to 
construct and 
operate wastewater 
treatment plant 
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Subsidy Subsidy mechanism 

Benefits of the subsidy Costs of the subsidy 

Financial and 
economic 

Social Environmental 
Financial and 

economic 
Social Environmental 

State compensations 
to individuals/ 
entrepreneurs for 
property damage 
caused by negative 
impact of waters 

Transfer of the risk to 
government 

Financial costs to 
compensate for 
damage caused by 
natural disasters are 
incurred by the 
government (which, 
therefore, passes the 
costs through to all 
taxpayers) without 
putting the financial 
burden only on those 
affected by the natural 
disaster 

Population affected by 
such natural disasters 
get damage 
compensation and are 
not affected by the 
impact on their living 
standards 

  No “price signals” for 
people residing in 
dangerous zones; 
therefore, no barriers to 
further construction in 
dangerous zones in 
view of which state 
damage compensation 
costs can go up. 
Opportunity costs 
where budget funds are 
used alternatively. 

Social dimension of 
opportunity costs where 
budget funds are used 
alternatively. 

  

Source: own assessment.   
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ANNEX B. EXPERT WORKSHOP IN MOSCOW 

B1. Workshop Agenda 

Moscow, Pokrovsky Boulevard, d. 8, str. 1 NRU HSE, 6 December 2012 

9:30 – 10:00 Registration of participants 

10:00 – 10:20 Opening. Welcome address by representatives from the federal public authorities and 
those of the Republic of Buryatia, NRU HSE and OECD 

10:20 – 10:50 Presentation on the project mission, Mr. A. Martoussevitch, OECD 

10:50 – 11:40 Report on key outputs of the project implementation, Dr. M. Kozeltsev, Executive 
Director, Russian REC  

11:40 – 12:10 Discussion of the report 

12:10 – 12:30 Coffee break 

12:30 – 13:30 Discussion on the outlook for international co-operation in water resources 
management, facilitated by Mr. A. Martoussevitch. 

13:30 – 14:30 Cocktail 

B2. Workshop Summary 

Mr. A. Martoussevitch, Project Manager (OECD), opened the workshop and introduced the project 

concept and key objectives; Dr. M. Kozeltsev, Executive Director of Russian REC, reported on key outputs 

of the project.  

Several clarifying questions were asked after the report:  

 Mr. A. Averchenkov (UNDP) asked about the project beneficiaries (public authorities) and about 

how the project is linked to Russia’s environmental legislation in force.  

 Mr. A. Shevchuk (PFRC) asked about opportunities for practical implementation of the project 

outputs and concrete proposals that could be implemented. 

 Mr. S. Kirillov (MSU) asked about the project outputs development options in 2013. 

Comments made during discussion were considered in the final version of the report. Mr. Y. Ryzhkov 

(Rosvodresursy) commented that some tax revenue data were outdated; Dr. T. Bardakhanova (Republic of 

Buryatia) made a comment about the need to confirm the percentage of population in the Republic of 

Buryatia that have no access to high-quality drinking water.  

Discussion participants (mostly the PFRC and Rosvodresursy representatives) agreed with the 

consultant that it was necessary to set up target water funds and to delegate a larger share of funds to the 

local level. However, they expressed concern about earmarking funds for pressing social needs. There was 

consensus that delegating management of earmarked funds to appropriate development institutions might 

be a better alternative. Participants expressed a common wish (reflected in the most recent version of the 

report) that proposed recommendations be split temporarily into short-term, medium-term, and long-term 

actions; some of the consultant’s proposals (e.g. regarding the subsidies issue) looked too ambitious to be 

implemented rapidly. During the debates, Mr. B. Libert, UNECE, made a presentation on transboundary 

water co-operation issues. Following his presentation, a recommendation was added regarding the 

transboundary co-operation between the Republic of Buryatia and the Republic of Mongolia. 



 
This report presents findings from a review of the use of economic 
instruments for water resources management in the Russian 
Federation. It covers fiscal and tariff instruments, as well as state 
support to the sector. Their application in the Republic of Buryatia 
(Lake Baikal basin) is examined in greater detail. The report also 
provides recommendations on improving the use of existing 
instruments and introducing new ones.
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