CARECEEEE:‘

INSTITUTE

Policy Brief

Development of Public-Private
Partnerships (PPPs) for financing water

infrastructure in Central Asia

Georg Petersen

June 2024



Disclaimer

The CAREC Institute policy brief series is a forum for stimulating discussion and eliciting feedback on
ongoing and recently completed projects and workshops undertaken by CAREC Institute’s staff,
consultants or resource persons. The series deals with key economic and development issues,
particularly those facing the CAREC region, as well as conceptual, analytical, or methodological issues
relating to project/program economic analysis, and statistical data and measurement.

The policy brief is written by Georg Petersen, ADB International Consultant, based on the research
reports “Water sector financial governance gap analysis in Central Asia” and “Water Sector Financing
Improvement Action Plan for Efficient Water Sector Financing.” The research is funded through the
technical and financial assistance from the ADB under “TA-6694 REG: Water sector financial
governance gap analysis in Central Asia: from planning to practice.”

The views expressed in this policy brief are the views of the author and do not necessarily reflect the
views or policies of the CAREC Institute, its funding entities, or its Governing Council. The CAREC
Institute does not guarantee accuracy of the data included in this policy brief and accepts no
responsibility for any consequences of its use. The terminology used may not necessarily be
consistent with the CAREC Institute’s official terms. The CAREC Institute accepts no liability or
responsibility for any party’s use of this policy brief or for the consequences of any party’s reliance
on the information or data provided herein.

By making any designation of or reference to a particular territory or geographical area, or by using
country names in the policy brief, the author did not intend to make any judgment as to the legal or
other status of any territory or area. Boundaries, colors, denominations, or any other information
shown on maps do not imply any judgment on the legal status of any territory, or any endorsement
or acceptance of such boundaries, colors, denominations, or information.

This policy brief is available under the Creative Commons Attribution 3.0 IGO license (CC BY 3.0 IGO)
https://creativecommons.org/licenses/by/3.0/igo/. By using the content of this policy brief, you
agree to be bound by the terms of this license. This CC license does not apply to other copyright
materials in this policy brief. If the material is attributed to another source, please contact the
copyright owner or publisher of that source for permission to reproduce it. The CAREC Institute
cannot be held liable for any claims that arise as a result of your use of the material.
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Introduction

Increasing water demands by growing populations, increased variability of water availability due to
climate change, outdated water infrastructure, and the lack of public funds have underlined the need
for new investment solutions for water infrastructure projects in Central Asia. Public-private
partnerships (PPPs) are useful tools for the government to access private sector knowledge and
funding. This policy paper aims at examining pros and cons associated with these partnerships.

This policy brief integrates a review of academic literature, the analysis of current policy frameworks
and the empirical evaluation of the current situation in Central Asia related to the opportunity of
implementation of PPP water project.

Literature review

PPP is not a simple formula to address the multiple issues of failing public water utilities in the
developing world. In many instances, PPP projects have proved to be complex undertakings that
carry strong political risks and large uncertainties as to the magnitude and timing of the expected
benefits. Contractual targets are difficult to set and baseline data is rarely reliable — the PPPs can
create opportunities for conflict. Private operators do not always deliver and tend to seek
renegotiations to their advantage. Many obstacles can lead to conflicts and costly early termination
of the contracts. Even considering these possible risks, the overall success rate of water PPPs is more
positive than is commonly believed. PPP projects for urban water utilities have brought significant
benefits to tens of millions of people in the world.!

In recent years, all Central Asia countries enacted specific PPP laws, that demonstrate political
commitment of the respective governments to use PPP as a tool to attract foreign direct investment
and to liaise the collaboration between the public-private sectors in the active projects.?

Policy context

The water infrastructure in Central Asia is mainly subsidized by the national governments. Since the
subsidies and the fees collected from the customers are not sufficient for the maintenance,
operation and investment in new infrastructure, additional funding sources for new sustainable
investments are required.

Analysis of findings

Potential Benefits of PPPs

The implementation of PPPs in Central Asia can have a number of advantages. First of all, since not
all of the funding will come from the government, the financial burden for the countries will be
limited. Additionally, since the countries will have an additional partner involved, the risks of the
project will be shared between each party. Other benefits include:

1 Marin, P. (2009). Public private partnerships for urban water utilities: A review of experiences in developing
countries. World Bank Publications 53017. Retrieved from
https://openknowledge.worldbank.org/handle/10986/2703

2 Chikanayey, S. (2021) Public Private Partnership in Central Asia: comparative analysis of legal regulation
https://gratanet.com/laravel-filemanager/files/3/PPP%20in%20Central%20Asia%20-
%20Comparative%20Analysis%200f%20Legal%20Regulation.pdf
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e The government will have access to technology from the private sector that will improve the
efficiency of the newly developed projects;

e The government will have access to the private sector’s “know-how” related to project
management, project design, financial management etc.;

e PPPs will generate new revenue streams for governments in the form of taxes.

Challenges & considerations

For the successful implementation of this type of partnership, contracts have to be carefully
negotiated and political support for all the parties involved is necessary. It is important to set realistic
performance targets so the expectations can be managed on all sides. Additionally, strong
governance structures and regulatory frameworks are necessary to ensure that PPPs put public
interests first and remain accountable to the people.

Central Asia context

The recent adoption of laws supporting PPPs in Central Asian nations highlights a growing interest in
this model for infrastructure development. Governments within the region must carefully evaluate
the potential benefits and risks of PPPs within the context of their unique regulatory environments,
specific water sector needs, and overall investment goals. Although major changes have been made
to PPP legislation during the past few years, procedures governing PPPs are complex in the region.

Recommendations

e Seek international assistance to assess the current PPP legislation of each country. The
updated legislation needs to make sure that the risks for each country when developing PPPs
are low but at the same time the legislation is “investor-friendly”. The same legislation
should also promote transparency of funding and activities. Each national legislation should
also facilitate the development of regional PPP projects.

e Following the update of the national PPP legislation, create a regional PPP hub which will be
responsible for identifying potential regional PPP projects, advertising PPP opportunities for
funding and overseeing implementation processes of the projects.

Way Forward / consulting mechanisms

Refine national PPP frameworks

Secure international technical assistance to review and optimize PPP laws in every country. Focus on:

e Limiting the risks of the government in the PPP projects;

e Making sure that protective measures for the government are still creating an investor-
friendly environment;

e Making sure that the PPP laws are transparent and the PPP investment processes are
predictable.
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Establish a regional PPP hub

Key responsibilities of the hub:

e Identification of possible PPP regional projects;
e Advertise PPP opportunities;
e Share knowledge and build capacity in the region related to PPP projects.

The governments need to actively engage civil society organizations and NGOs representing water
users into these projects. These organizations will ensure that social and environmental sustainability
aspects are highly considered.

Considering the significant work of the governments from the last few years, we can safely say that
the draft framework for implementation of the PPP projects is in place. Central Asia countries
currently need only minimal international assistance to review the current PPP laws and to make
them more appealing for the future investors. After the review on a national level of the PPP laws, a
regional framework for this type of investments needs to be developed.
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