EVALUATION OF LEGAL AND ECONOMIC INSTRUMENTS TO BE USED FOR THE CASPIAN SEA ENVIRONMENTAL PROTECTION


Third CRTC LREI Expert Meeting, Moscow, 22-23 August 2001

RECOMMENDATIONS TO IMPROVE EFFECTIVENESS OF ECONOMIC INSTRUMENTS FOR SOLVING ENVIRONMENTAL PROBLEMS OF THE CASPIAN SEA

The CEP Caspian Region States’ experts on economic instruments of environment management, having taken as a basis a document drafted by using materials for the review “Economic Instruments For Solving Environmental Problems of the Caspian Sea”, discussed and approved the present Recommendations in the course of the 3rd meeting of the Caspian Regional Thematic Center For legal, Regulatory and Economic Instruments (Moscow, August 2001).

In order to ensure sustainable economic and social development, environmental protection at national and regional levels, and to stimulate economic reforms, with a due account for the transition period in the Caspian states, economic instruments are acquiring top priority, to ensure effective non-depletion use of natural resources, conservation of biodiversity, and safeguard environmental safety and environmental protection, including the environmental component of the littoral area population’s health. On the basis of evaluation of economic instruments in place in the Caspian states economic measures must be taken to improve effectiveness and harmonization, as well as specific economic instruments for the region must be elaborated. Judging by the expert evaluation and the international expertise in the economic instrument implementation, such instruments are an important tool in environmental protection policy. 

A certain segment of a broad spectrum of well-known economic instruments, e.g. payments and taxes, systems of commercially available licenses, permits and  quotas, mortgage and payback systems, fines and fees for noncompliance with legal and regulatory requirements, payment of environmental damages, and environmental insurance are practiced in the Caspian region states. 

In addition, certain applicability may have such economic instruments as environmental bonds, subsidies and privileges granted for environmental protection (non-repayable loans, soft loans, lower tax rates, etc.), payments for non-environmental products as well as setting up environmental protection funds.

In the context of the wold’s globalization, an account for the international experience, as well as harmonization of improved economic mechanisms and legal basis for the use of such mechanisms may facilitate in the region’s countries:

· Ensuring environmental safety in the development of the Caspian natural resources involving the interested firms and consortiums;

· Attracting investments in environmental protection activities;

· Improving joint activities by the Caspian states aimed at solving the Caspian environmental problems.

Littoral states have certain differences in their approaches to creating economic instruments for solving the Caspian environmental problems. This is due to:

· National features of management and socio-economic development in the Caspian territories;

· Specific features associated with the geographic location of natural resources and variability of environmental conditions in the Caspian Sea;

· Investment climate (interests, expectations) for the interested countries (companies)

· The need for the “mild” introduction of free-market economy related natural resource use instruments.

An important factor in this case is the availability of objective information, including clear statistical data on both the economic development and environmental status, as well as the use of relevant indicators. This may facilitate a better understanding of economic instruments used for the management of economic operations.

E.g. TDA (as well as thematic CRTCs) should generate the Caspian Sea ecosystem objective pollution impact data. It is known that the pollution impact has a certain a limit, which may result in irreversible changes and ecosystem degradation. Thus knowing the “environmental capacity” value, or in other words the scope of“ services” offered by the ecosystem, it would be possible to consider the fair distribution of amenities among the parties, i.e. setting up a kind of regional quotas.

Relevant legal and regulatory framework should serve as a basis for the application of economic instruments in the Caspian countries’ resource use. Although this framework is being constantly updated and improved, the effectiveness of application of economic instruments is not adequate yet. This situation is primarily due to the transition stage of the countries’ economic development, and the problems encountered in collecting budget revenue at all levels, which often results in overemphasizing the fiscal efforts in the application of economic instruments.

In terms of economic instrument effectiveness, it is necessary to account for such evaluation criteria as:

· Environmental protection efficiency;

· Economic effectiveness;

· Management costs and regulatory compliance costs;

· Revenue sources and amounts, etc.

However, at the current stage, due to the lack of data and limited efforts in this area, it is impossible to quantitatively evaluate the effectiveness of application of economic instruments in the region.

The Caspian Sea is a most important water basin for fisheries. The Caspian Sea aqueous resources, mineral resources, and natural bioresources are the property of the neighboring nations. Conservation of the integral sustainable ecosystem of the Caspian Sea is a sine qua non for setting up the Caspian resource use system. However the deeply rooted free-of-charge attitudes of the local population to the natural resource uses, extensive poaching practices, imperfect legislation, poor material base and a weak legal framework of law enforcement agencies have negatively affected the amount of commercial fish resources. In addition to growing catches, the Caspian Sea fish resources have been affected by an invasion of a hostile species – Mnemiopsis jellyfish. A large-scale growth of the Mnemiopsis biomass has dramatically reduced the feed availability, thus in the long run undermining the commercial fish stocks. In addition, fish reserves are also significantly affected by operations involved in the hydrocarbons prospecting, development and transportation. 

Internationally, the Caspian states significantly lag behind in introducing economic free-market oriented instruments in the national economy. Widely used instruments applicable e.g. in fisheries are: taxes and payments for the produced and sold products; auction sales of quotas for catches of some species; fines and compensations for the damage incurred; taxation of sturgeon and caviar export revenues; elaboration and implementation of federal and international programs; dedicated funding of measures aimed at fish stock protection and breeding; reclamation of wintering and sponging areas and migration routes of valuable fish species, as well as funding of R & D in the area.

Such an instrument as fees to be paid by resource users to fish breeding plants for the valuable fish species larvae released has not been yet adequately developed and introduced. The introduction of such a mechanism shall allow one to obtain reliable estimates of fish larvae release, since the interested resource users, being members of the fish release board, will more thoroughly supervise the process of fish introduction.

Other states might study and use the practice of Iran that levies a 10 % tax on revenues from sturgeon caviar exports, to be used to finance R&D sturgeon breeding efforts and enterprises.

The existing Russian fishery regulations are based on the population principle for sturgeon exploitation and reproduction levels. In view of an increasing scale of pouching activities both offshore and in the basin rivers, as well as the poor replenishing of stock by natural and reproduction and through breeding, to date a ban has been imposed on specialized catches of sturgeon. Sturgeon may be caught only as a by-catch in the Volga river fishing operations. In addition, such by-catches must provide the reproduction stock for sturgeon breeding farms. The above-described approach may be introduced at other rivers in the Caspian basin.

Economic instruments could also be used to levy more charges on oil and gas companies and consortiums for the direct and indirect damage caused to the Caspian fisheries.

To protect the unique Caspian Sea ecosystem, financial resources could be attracted, available at large fish breeding farms, joint stock companies, firms and consortiums involved in hydrocarbon prospecting, development and transportation activities, as well as international organizations and funds, and private investors

In order to protect sturgeon and the other Caspian Sea bioresources in it seems expedient that a specialized Fund (branch of fund) be established. It is essential to improve the status of the Commission on Bioresources of the Caspian Sea. The Commission could act as a collective body for elaborating inter-regional and interstate programs and activities, introducing the basin total allowable catches (TAC), distributing national quotas for catches, regulating aquatic bioresources management, carrying out integrated research programs, interstate cooperation and rational siting of production forces in the region, as well as decision making on spending the Fund resources for priority purposes. The above Commission could facilitate the introduction of economic instruments for conservation and environmentally sound utilization of the unique and highly valuable Caspian fish stocks.

An integral nature of the Caspian Sea ecosystem and its high sensitivity to technogenic impacts necessitate the requirement of comprehensive provisions for ensuring  environmental safety of economic activities, particularly in the context of stepping up operations in the development of hydrocarbon resources. To eliminate the objectively existing conflict between the exploitation of renewable bioresources and of the Caspian hydrocarbon deposits, it seems expedient to introduce as priority measure the “zero discharge” (waste free) technologies in the during and operation of oil wells, and to extend the “zero discharge” practices throughout the Caspian Sea, and in the first place – the Northern Caspian Sea water areas that are particularly environmentally vulnerable and valuable for conservation and reproduction of bioresources. At the same time, environmental safety must me ensured during seismic surveys and other exploration and production operations in the Caspian deposit areas, as well as in the oil transport and gas transfer.

In the Russian natural reserve zone in the Northern Caspian Sea a comprehensive ban is in force to discharge in the sea, during geologic prospecting, exploration and development of hydrocarbons, any municipal and household waste, industrial liquid waste and formation water, all types of production and consumption wastes, except effluents from sea water desalination plants. All types of solid and liquid waste shall be shipped onshore for further disposal.

All the Caspian states should strive for the introduction of “zero discharge” principle in the offshore oil production, to which end detailed standards for ensuring environmental safety in such operations must be agreed upon. At the same time the introduction of “zero discharge” technologies demands elaborating relevant economic instruments to be approved on the regional level, which would make such technologies economically feasible and competitive for the entire Caspian Sea area. The sought-for instruments could include higher rates of payments for water pollution during oil well drilling and operation, and more stringent environmental safety rules for economic activities conducted in the Caspian. The above would be particularly important in the transition period during the introduction of “zero discharge” technologies.

Water resources are considered the most important and, in some areas, deficient resources in the Caspian region. Water quality determines the state of Caspian Sea environment  and its fisheries potential, as well as sets limits on the quality of life of population, and industrial and agricultural development in the coastal areas.

In this context, apart from developing the system of paid water use, another prospective trend for creating an effective system of economic instruments for water resources management is the setting up of Systems for integrated Environmental and Economic Accounting (SEEA), since the water ecology component is one of the SEEA’s most important elements. It creates a framework for solving a set of tasks aimed at the integrated management of both the water factor and economy. SEEA should be set up on the basis of the existing monitoring, control, statistics system, and other materials.

The basic approaches to creating an integrated System for Water Management Accounting (SWMA) include:

· Integration with sectorial systems based on financial and monetary parameters, to create an analytical instrument in the sphere of use, rehabilitation and protection of water objects;

· A need to obtain retrospective and forecast parameters for evaluating the impacts of anthropogenic factors, recreation and economic activities on water objects and resources.

SWMA may serve as a basis for solving the following tasks involved in the integrated economic mechanism of water use, rehabilitation and protection of water objects:

· Economic evaluation and rating of sectorial standards for waste water quality;

· Establishing integrated rates for discharge of waste water and waste water pollutants  in water objects, based on forecasts and scenarios of socio-economic development of regions;

· Economic substantiation of establishing and updating target parameters of natural water objects quality.

In addition, it would be expedient to:

· At the regional level, develop and implement such industrial policies that would stimulate starting such industries and businesses that use only the best of the available and environmentally sound designs and technologies;

· Harmonize national discharge and emission rates, and comply with them in the Caspian Sea region; 

· Apply Environmental Impact Assessment approaches and practices to all industrial projects in the Caspian Sea region; 

With a due account for the main pollution sources, it seems useful to envisage the following measures to improve effectiveness of the mechanisms applied:

In the field of air basin management the following measures may be suggested:

· Subsidize the R&D efforts and application of  alternative (environmentally sound) techniques in the energy and transport sectors of economy;

· Work out rational transportation prices and taxes aimed at the further internationalization of the costs of relevant environmental measures, to stimulate the users of more efficient fuels with lower pollution levels than the present level;

· Elaborate mechanisms for evaluating the effectiveness of measures in the implementation of environmental protection policies with a broader involvement of economic mechanisms.

Rational management of water resources would imply:

· A further reduction of water pollution by point sources through larger investment to improve the water treatment equipment;

· Development of water quality monitoring, particularly the monitoring of ground water and lake water pollution by pesticides and nitrites.

In the sphere of waste management the following may be suggested:

· Improve waste management efficiency through applying free-market competition mechanisms, and public awareness and monitoring of activities;

· Analyze cost and effect of packaging recycling methods;

· Continue to introduce the principle of manufacturer’s responsibility for products in the industrial sector;

· Develop plans guaranteeing that hazardous waste handling is properly organized;

· Continue efforts on using land resource turnover on a legal basis.

· Step up introduction of equipment for purification systems and treatment of waste discharged in the water medium;

· Demand setting forth efforts for rehabilitation of polluted land areas;

Environment protection policies should be based on the following requirements:

· Work out a system for obtaining assessments, improve the efficiency of measures taken on impacts on natural landscapes;

· Continue improving agricultural production efficiency with a due account for the environmental issues;

· Provide incentives to farmland owners aimed at environmental protection and biodiversity conservation;

· Review materials on privatization and landuse practices to guarantee the efficient management of specially protected areas;

· Improve ecological and economic education and population awareness.

In the field of “environment – economy” interface, necessary steps should be taken to:

· Wage a policy of separating economic growth and population employment from greater anthropogenic loads during energy and resource consumption;
· Harmonize environmental legislation, specifically in the application of  economic instruments;
· Intensify the role of economic instruments in the context of internationalizing costs for commodities and effective consumption of relevant products;
· Improve efficiency of operation of water use and waste management services on the municipal level;

· Obtain guarantees of efficiency of environmental protection measures conducted by ensuring the monitoring and transparency of these measures;

· Improving the results of economic analysis of environmental protection policies when attaining environmental objectives with the help of more cost-effective measures;

· Implement a national strategy for sustainable development for specific objects to meet the deadline and abide by respective obligations;

· Improve cooperation among national administration agencies at all levels, to resolve the problems of environment protection and sustainable development;

· Further integrate environmental problems of transport, agriculture and energy when pursuing regional environmental protection policy;

· Link environmental issues with issues of financing of relevant activities with special reference to reforming the existing system of environmental taxation;

· Review the environmental significance of subsidies that may have a negative effect in the context of supporting the sustainable development and environmental management initiatives.

Environmental considerations in national taxation systems in the Caspian states with economies in transition through relevant reforms (economic reform of taxation (ERT) to transfer the tax burden from socially useful economic activities to environmentally harmful). Implementing such a reform in a distant but feasible perspective could be based on the following:

· Introduce taxation of the resource rent (superprofits generated at the expense of natural resources use);

· More stringent taxation for environmental pollution, particularly by putting more emphasis on payments for discharge of basic pollutants and higher payment rates.

It is necessary to include the following taxes, fees and dues into the taxation system:

· Rent payments for the use of natural resources, represented by revenues that shall be withdrawn for the benefit of the society, as such revenues were obtained without labor input and business activity, as a result of using the best natural resources in terms of quality, location, natural and environmental terms of production. These payments must become a major source for improving the public welfare. Rent payment amounts are specified by agreements on the utilization of natural resources (lease agreements, license agreements, and production sharing agreements - PSA) signed between resource users and the owners of natural resources. The rent payments structure must necessarily include an “environmental” component, through a dedicated allocation used to finance measures aimed at the environment management (protection).
· Payment for polluting the environmental with harmful substances and other types of anthropogenic impacts. Today such payment exists. However the amounts to be paid are so insignificant that it is more profitable for enterprises to pollute the environment rather than invest in environmental protection. A new system of taxation should as minimum compensate expenses involved in environmental protection.

· The environmentally hazardous production tax associated with environmental damage exceeding the balance-sheet profit and the payroll. The environmentally hazardous production tax should be included in regional and local budgets.

· Payments for natural resources spent on resource protection and mineral replacement. These payments are introduced to ensure the non-depleting utilization of natural resources and required growth of mineral reserve base.

· Payments for the above-rates consumption of fuel, energy and other material resources aimed at stimulating resource saving.

The state budget of environmental protection in the Caspian area, along with the resource user companies’ self-financing, provides a stable basis for such activities in a number of the region’s countries. The introduction of natural resource protection and reproduction taxes, along with payments for the resource use, will contribute to setting up a system of dedicated funding of environmental protection measures. Economic incentives for companies to finance environmental protection at their own costs require that justified environmental regulations be adopted, and an efficient systems be set up for the environment management.

Another major source for improving environmental protection in the region is the development of environmental auditing and environmental (both compulsory and voluntary) insurance.

The efficiency of introduction of the new economic instruments hinges on setting up an indispensable comprehensive regulatory base to be represented by a respective package of legislative and regulatory acts.

For the purpose of improving taxation mechanisms, providing taxpayer incentives, as well as improving environmental and resource use taxation, the following measures should be taken:

· Work out and introduce changes and amendments in tax legislation;

· Develop a unified environmental protection and resource use taxation policy aimed primarily at creating favorable conditions for reducing hazardous emissions and discharges, introducing low-waste technologies, rather than just replenishing the state budget;

· Unify taxes and benefits on the basis of  jurisdiction, calculation methods and periodicity;

· Specify in the taxation legislation those taxes and tax exemptions in the field of environment protection and resource use that are stipulated by the national legislation on environmental protection and resource use;

· Improve procedural regulations on tax collection, provision of tax exemptions and privileges, and supervision of these activities, as well as procedures for appealing decisions made.

· To stimulate elaboration, production and introduction of new technologies and equipment, regulate taxation for pollutant emissions (discharges) and other anthropogenic impacts on the environment, as well as taxes for consuming raw materials, fuel and energy and other material resources per unit product;

· Impose higher taxes or a special tax for products manufactured by using environmentally hazardous technologies, including products featuring an enhanced environmental hazard when consumed, stored, and disposed of.

An account should be made of links existing between economic instruments in the resource use and institutional support required for their implementation:

1. To create environmentally oriented national accounts - Improve legislation and adopt environmentally oriented taxation (introducing environmental rent, resource rent, etc.).

2. To create a mechanism for environmental innovation activities – Improve standards and regulations.

3. To elaborate and coordinate a mechanism for inter-state (regional) relationships aimed at biodiversity conservation – Improve environmental impact assessment procedures.

4. To create a system for economic impacts on environmentally oriented production – Improve environmental auditing. The environmental auditing must be conducted in all industries including the “old” and “outdated” manufacturing facilities. State-of-the-art technologies should be introduced in compliance with a special plan and on schedule.

5. To stimulate the creation of a market for environmental services, products, technologies and equipment – Conduct environmental certification and manufacturing facility pasportization.

6. Account for factors of acceptable environmental risks in economic decision making – Improve the development of natural resources cadasters, and extension of a system for compulsory and volunteer environmental insurance (with a special reference to hydrocarbon recovery operations in the Caspian) .

7. Account for environmental factors during privatization – Set up specialized institutional structures.

8. Environmentally oriented restructuring of economy – Improve monitoring of the state of environment and quality of natural resources.

To ensure the improvement of economic instruments for environmental management and natural resource use in the Caspian Sea, experts from the Caspian states could reasonably join their efforts with a focus on:

· Development of common criteria of environmental and economic effectiveness of resource use, and area-wide evaluation of natural and economic risks involved in the use of specific natural resources.

· Harmonizing national systems for paid nature use, including the development of specific proposals on changes to be made in national legislation, as well as on setting up environmental standards for economic activities, especially in the transboundary context.

· Creating a unified system of compensatory payments for pollutant discharges, fines and other sanctions including the required coercion measures, for violating resource use rules.

· Coordinating national tax exemption systems for environmentally distressed areas, environmental enterprises and production facilities manufacturing environmental protection equipment and environmentally friendly products.

· Coordinating environmentally sound credit policies at the inter-state, national and local levels.

· Attracting funds to finance activities on environmental management and preventing negative impacts of economic activities in the region through deducting the agreed portion of revenues from production and transportation of hydrocarbons and other natural resources on the basis of existing international practices. In this connection an urgent task is the development of proposals on introducing a unified, differentiated in terms of environmental and economic conditions, rate of deducting a portion of revenues from production and transportation of hydrocarbons recovered and shipped in the region, to be used for environmental protection of the Caspian Sea.

· Setting up a regional system for insurance of risks related to the unstable natural and other conditions in the region, through the dedicated elaboration of relevant institutional and financial mechanisms to this end.

In the course of shaping and implementing specific projects in the CEP framework, particularly pilot projects on the integrated management of coastal areas, it could be expedient to take into account the agreed-upon recommendations on improving the effectiveness of economic instruments

Establishing a Caspian Sea Environmental Management Fund could provide a framework for implementing state-of-the-art approaches to cooperation in introducing economic instruments for environmental management and natural resources use in the Caspian Sea. Such a fund created by allocations of the agreed portion of revenues from hydrocarbon production and transportation, as well as any other potentially or actually hazardous activities, could be aimed at attaining the following large-scale tasks:

· Ensuring implementation of inter-state regional programs on environment protection in the Caspian Sea.

· Financing projects on environmental monitoring, maintaining normal functionality of regional ecosystems and rehabilitation of degraded natural complexes in the Caspian Sea.

· Financing research into, management and rehabilitation of aquatic bioresources.

· Facilitating implementation of national programs on environmental protection in the Caspian Sea.

· Co-financing environmentally significant projects in the region.

· Participating in crediting, or acting as a guarantor for a loan from international sources, for environmentally significant projects in the region

It is expedient to continue efforts on preparing proposals for setting up the Caspian Fund and drafting the respective charter documents.

