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The cost of building dams is always underestimated, 
There�s erosion of the delta that the river has created, 

There�s fertile soil below the dam that�s likely to be looted, 
And the tangled mat of forest that has got to be uprooted. 

 
There�s the breaking up of cultures with old haunts� and habits� loss, 

There�s the education programme that just doesn�t come across, 
And the wasted fruits of progress that are seldom much enjoyed, 

By expelled subsistence farmers who are urban unemployed. 
 

There�s disappointing yield of fish, beyond the first explosion; 
There�s silting up, and drawing down, and watershed erosion. 

Above the dam the water�s lost by sheer evaporation; 
Below, the river scours, and suffers dangerous alteration. 

 
For engineers, however good, are likely to be guilty 

Of quietly forgetting that a river can be silty, 
While the irrigation people too are frequently forgetting 

That water poured upon land is likely to be wetting. 
 

Then the water in the lake, and what the lake releases, 
Is crawling with infected snails and water-born diseases. 

There�s a hideous locust breeding ground when water level�s low, 
And million ecologic facts we really do not know. 

 
There are benefits, of course, which may be countable, but which 

Have a tendency to fall into the pockets of the rich, 
While costs are apt to fall upon the shoulders of the poor. 

So cost-benefit analysis is nearly always sure 
To justify the building of a solid concrete fact, 

While the Ecologic Truth is left behind in the Abstract.  
 
 

- Kenneth E. Boulding 
 
 
 
 

Source: Boardman et al 2001 pp. 12 
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Executive Summary      

This paper analyses the potential of the hydropower sector in Tajikistan for contributing to poverty 

reduction through foreign investments (FDI and donor finance). Tajikistan has been selected as a 

case, since it is one of the world�s poorest countries and it was declared in a state of emergency in 

early 2008, due to electricity shortages and extreme weather conditions with temperatures falling 

below -20 degrees. The crisis signified that schools, factories and shops were closed down and, 

worse, that hospitals did not function, resulting in life-threatening situations for the population.  

 

In order to avoid such a crisis again, electricity supply must be increased. In this regard the Tajik 

hydropower sector holds large potential, since the country ranks third in the world in water 

resources per capita, and it is currently using around 6.5% of this potential. To exploit the potential 

of hydropower, investments in the sector are needed, since the country can not finance hydropower 

plants on its one. However, FDI is constrained by unrealistically low tariffs as well as an unstable 

investment climate.  

 

Accordingly, this paper identifies and analyses stakeholders and their power relations in order to 

establish what drives change in the sector. This allows for an analysis of the role of FDI and donor 

finance in relation to existing literature and theories. Moreover, the implications for poverty 

reduction are analysed by applying the Poverty Reduction Strategy Papers and the capability 

approach to the situation in Tajikistan and foreign investments in the hydropower sector. Since 

hydropower has been widely criticised, the analysis is concluded with a cost-benefit analysis of FDI 

and donor finance in relation to the accomplishment of the country goals, which are sustained 

economic growth and poverty reduction. 

 

From the analysis it is concluded that to exploit the large hydropower potential in Tajikistan, tariffs 

must be increased by more than the double of the current rate, the hydropower sector must be made 

more efficient, and a more reliable investment climate should be implemented. By conducting such 

reform, market- and asset-seeking FDI can be attracted to the sector, which is more favourable than 

resource-seeking FDI, since it will contribute more to sustainable development. To complete 

reforms it is important that a social protection scheme for the poorest is implemented, so the tariff 

increase will not lead to increased poverty.     
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The stakeholder analysis reveals that donors, the Tajik government and the power utility are the 

most important stakeholders. FDI is also important, but investors lack the urgency to invest, thereby 

indicating that it will not be the way to meet the urgent need for electricity supply and avoid another 

crisis. Also considering the effect on poverty reduction, FDI contributes only indirectly, since the 

investments are primarily made in large hydropower plants with higher returns on investment, 

which will take several years to complete and will mainly be focused on exports, due to the low 

domestic tariffs. Conversely, donors finance smaller plants, which meet local demand and therefore 

have a larger impact on poverty reduction, since it focuses on solving the urgent need for electricity 

in Tajikistan.  

 

In relation to theory, this case verifies the critiques of FDI that it will only contribute to poverty 

reduction indirectly and under certain circumstances. Moreover, it supports the view that recipient 

governments must target FDI carefully in order to avoid exploitation of resources. Critique of 

donors is also supported by the case, since it was found that poverty effects from finance to the 

macro-level are considerably smaller than from micro-level projects.   

 

Conclusively, both types of finance are important, since FDI will lead to exports and long-term 

sustainable growth and development, whereas donor finance will meet the present need for 

electricity, thereby offsetting another crisis during the coming years. Accordingly, the cost-benefit 

analysis reveals that donor finance has the largest direct impact on poverty reduction, but FDI will 

have larger impact on economic growth in the long-run. However, as the recent crisis shows it is of 

utmost importance that electricity supply is increased rapidly, so the population does not have to 

suffer for another winter. Hence, it is advocated for here that the government focuses on donor 

finance for the moment, while implementing the necessary reforms for FDI, which will take time to 

complete.  

 

 

 

 



CMI Master Thesis, September 2008   Hydropower Development and Poverty Reduction  

 vii

 

Abbreviations       

 

ADB � Asian Development Bank 

AKFED � Aga Khan Foundation for Economic Development 

CBA � Cost-Benefit Analysis 

EC � European Commission 

FDI � Foreign Direct Investment 

GBAO � Gorno Badakhshan Autonomous Oblast 

GOT � Government of Tajikistan 

GWH � Giga Watt Hours 

HPP � Hydroelectric Power Plant 

IBT � Inverted Block Tariff  

IFC � International Financial Corporation 

IMF � International Monetary Fund 

IUBT � Inverted U-Block Tariff 

KWH � Kilo Watt Hours   

NDS � National Development Strategy  

NGO � Non Governmental Organisation 

MDG � Millennium Development Goal 

MNC � Multinational Company 

MWH � Mega Watt Hours 

PRSP � Poverty Reduction Strategy Papers 

PSIA � Poverty and Social Impact Analysis  

SDC � Swiss Agency for Development and Cooperation 

UNDP � United Nations Development Programme 

VDT � Volume Differentiated Tariffs    

WB � World Bank 

 
 
 



CMI Master Thesis, September 2008   Hydropower Development and Poverty Reduction  

 1

1. Introduction       

Tajikistan is one of the poorest countries in the world with 64% of the population living below the 

poverty line of $2.15 a day in 2003. This poverty rate is, however, a significant improvement from 

1999, when 81% of the population was poor (World Bank, 2005a). After independence in 1991 and 

the end of civil conflict in 1997, the country has undergone significant economic development and 

experienced an average of 9% growth in the early years of the new millennium (State Statistical 

Committee of the Republic of Tajikistan, 2007). With a reduction in income poverty, brought about 

by high economic growth, the future seems promising. However, economic growth and 

development are not directly linked, and development economists often refer to cases of �growth 

without development� (Todaro and Smith, 2006 p. 20). In this sense Tajikistan is still facing many 

development challenges, despite its growth.  

 

Reduction in multidimensional poverty span widely and many aspects must be taken into 

consideration such as access to quality education, health services, job generation etc. This paper 

addresses the issue of access to electricity in relation to poverty reduction. The link between poverty 

and costs or lack of electricity has not been widely examined, but a World Bank (WB) study 

determined that access to electricity for poor households was the only factor that significantly 

reduced the infant mortality rate as well as the under-five mortality rate and was independent of 

income (Markandya, A. and Sharma, R. 2004). This means that supplying poor households with 

electricity has a broad reach and benefit the whole population as well as contributing to the 

accomplishment of MDG no 4 and 5.     

 

In the beginning of 2008, Tajikistan experienced extreme weather conditions with temperatures 

falling below -20 degrees. Shortages in electricity supply resulted in rationings and especially the 

poor had difficulties heating their houses and cook a meal. It has been reported that newborn babies 

died in hospitals (Pisarejeva and Odinaeva, 2008), and the government of Tajikistan (GOT) 

declared a state of emergency. With temperatures rising and electricity supply increasing, the 

problem has been offset � at least till next winter. 

 

Tajikistan has large unexploited hydropower potential and in order to provide electricity to the 

population, investments in this sector are necessary. Nevertheless, such investments have been 
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troubled by unrealistically low electricity tariffs, making it non-profitable to invest. (Asia Policy 

Research Co. Ltd, 2006) Accordingly, this paper examines two modes of investments in the Tajik 

hydropower sector: Foreign Direct Investment (FDI) and donor finance (aid and loans) in relation to 

poverty reduction. In this sense, the paper examines the costs and benefits of the two modes of 

investment in the hydropower sector while focusing on poverty reduction.  

1.1 Research Question 
The above considerations have led me to the following research question:     

How can the potential of the Tajik hydropower sector be exploited in order to contribute to 

poverty reduction through foreign investments?  

 

In accordance with this overall research question, four sub questions are addressed: 

- How can the hydropower potential be exploited? 

- How do stakeholders influence the sector and what drives change? 

- What is the role of FDI and donors? 

- What are the implications for poverty reduction? 

1.2 Definitions 

Foreign investments are considered as FDI and donor finance in the form of aid and loans, since 

both are present in the Tajik hydropower sector.  

 

Donor finance: aid which is comprised of loans and grants provided by international financial 

institutions (Schaumburg-Müller, 2005), which are more favourable than commercial loans and is 

on conditional terms and may be used for projects or programmes in the recipient country (Lynn, 

2003). The focus of this paper is multilateral aid, which is provided by institutions such as the WB, 

ADB and the IMF (Lynn, 2003). 

 

Foreign Direct Investment (FDI): FDI is �Investment made to acquire a lasting interest in an 

economy other than that of the investor, the investor�s purpose being to have an effective voice in 

the management of the enterprise� (IMF in Hansen, 2005). 
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Poverty reduction: this paper regards poverty as multidimensional; hence the focus is not solely on 

income poverty, but also on the �capability to function� (Sen, A. K., 1983 pp. 11). Moreover, the 

World Bank (2007a) argues that it is important to focus public spending on services for the poor, 

such as education, health and infrastructure (electricity) in order to assess non-income factors of 

poverty (World Bank, 2007a).  

 

Hydropower sector is defined as all Hydroelectric Power Plants (HPPs) and the various 

stakeholders of the sector. Hence, the sector is analysed according to its structure, institutions and 

stakeholders with special emphasis on the economical, political and social drivers of the sector.   

 

Hydropower projects are defined as the process of investment in new and existing HPPs, and the 

analysis differentiates between small and large projects.    

1.3 Delimitations  
This paper focuses on the potential of the hydropower sector in contributing to poverty reduction 

through foreign investments and it is therefore limited to the economical and structural effects of 

hydropower development. Hence, it will not go into detail with the technical design and 

construction surrounding HPPs. Moreover, transmission lines and the grid are important but not an 

explicit part of this study, since there is almost complete electricity coverage in the country 

(Lampietti et. al, 2007).  

 

Since the paper is focused on hydropower, other alternatives for reducing poverty though foreign 

investments are not incorporated. This is feasible, since the sector has very large potential and the 

GOT focuses extensively on this potential in accomplishing its country goals and development 

strategy. 

 

The paper will not touch upon alternatives such as no investment, local investment or portfolio 

investments, since it is outside the scope of this paper. This is feasible since the aim of the paper is 

to analyse the effect on poverty reduction following foreign investments. The consequence is that 

investments from the local economy are not taken into consideration; however, this is reasonable, 

since the Tajik economy is relatively small and hydropower projects rely on foreign investments.  
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2. Readers Guide and Structure of the Paper    

In order to place hydropower in an international setting, the following chapter discusses some of the 

lessons learned from hydropower projects. This is followed by the methodology and the theoretical 

framework for analysis. Chapter 6 follows with an empirical examination of the Tajik case, where 

the characteristics of the hydropower sector are examined and the implications of this are explored 

leading to the identification of the main issues for exploiting the potential of the sector. 

Subsequently, chapter 7 analyses the findings from chapter 6 in order to examine the development 

of the hydropower sector. This is structured around the research question and sub questions and sets 

out by identifying the various stakeholders and their interrelations. In this way, the different power 

relations are examined and it becomes possible to analyse the role of foreign investments in the 

hydropower sector, which is followed by an analysis of the implications for poverty reduction. 

Lastly, the previous sections are combined in a costs-benefit analysis of foreign investments. 

Finally, chapter 8 concludes the paper.   

 

The main parts and links in the paper are displayed in the structure:  
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Introduction and Research Question 
      

Hydropower Projects � Lessons Learned 
      

Methodology 
      

 
Theoretical Framework: The Hydropower Sector 

 

 
 
 
        
 

Empirical Foundation: Exploring the Hydropower Potential in Tajikistan 
 
 
 
 
 
 
 
 
 
        

 
Analysis: Development of the Hydropower Sector 

 

 
 
        
 

Conclusion 
 

The Poverty Concept in Hydro:  
PRSP and the Capability Approach 

Investments in Hydro: 
 FDI and Donors 

Cost-benefit Analysis  

Stakeholder Analysis 

Cost-benefit Analysis 

The role of 
donors 

The role of 
FDI 

Stakeholder Identification and Analysis 

Implications for Poverty Reduction 

Potential of the Hydropower Sector: contribution to 
poverty reduction and the role of foreign investments 

Implications of Hydropower Sector 
Characteristics: 

Investment climate and the poor 

Development Context Hydropower Sector 
Characteristics 
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3. Hydropower Projects � Lessons learned    

Hydropower projects are strong, high efficiency, long-term investments of 50-100 years life-time 

(Oud 2002). Each plant is set in a unique site with its own social and environmental characteristics, 

which means that it requires extensive investments in planning and construction (Oud 2002, 

Briscoe, 1999). However, hydropower is very cheap to operate and once the construction loan is 

paid, the annual cost of running a facility is around 1% of investment costs (Oud, 2002). Partially 

due to this as well as the fact that hydropower can generate substantial amounts of electricity in a 

short time, it became increasingly popular due to rising electricity demand (Sternberg, 2007). 

Nevertheless, this came to a halt when public awareness of its environmental and social impacts 

became evident in the 1970�s (Sternberg, 2007).  

 

Proponents of hydropower argue that it is non-polluting, that water flowing to the sea is wasted, and 

that the local population will benefit (Rosenberg et. al. 1995). However, Rosenberg et al. (1995) 

also argue that large projects often have negative impacts on the environment such as land 

destruction, damage of fish habitats and mercury contamination. Moreover, a HPP can have large 

impact on the water flows further downstream; thus damaging the environment and livelihoods of 

the local population (Rosenberg et. al. 1995). The local population, it is argued, faces a number of 

social impacts from projects, such as relocation, harvest disruption, and health impacts (Rosenberg 

et. al. 1995). Gagnon et al. (2002a) argues against pollution from HPPs, stating that compared to 

coal, the mercury contamination is 200 times smaller and that emission of greenhouse gases are the 

lowest for hydropower, which means that it is a very �clean� source of energy. Accordingly, Bartle 

(2002) argues that hydropower is one of the most effective ways to generate electricity in the 

developing countries where the rise in demand is the highest. She concludes that HPPs that are 

constructed and operated according to environmental and social impacts have a major role to play in 

the future electricity generation.  

 

On the con�s side, human rights have been violated in the process of planning, constructing and 

operating HPPs (Oud, 2002). Such violations have led NGOs to oppose hydropower projects due to 

their negative impacts on the environment and social consequences (Oud, 2002). Such opposition 

has led to stalling and closures of hydropower projects by international donors because they would 

not run the risk of bad publicity (Oud, 2002).  
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Essentially, the decision must be made as to whether building a HPP is a reasonable trade-off 

between the negative and positive impacts (Frey and Linke, 2002). Moreover, impacts must be 

examined with regards to whom the project benefits and whom it does not (Fearnside, 2001), e.g. 

the project could benefit large companies but have great social impacts for the local population such 

as replacement and damage to the environment. However, the decision-making process for 

hydropower projects does often not consider the environmental and social impacts sufficiently and 

the international financers and large firms are often the reason for this (Fearnside, 2001). This view 

is also shared by the IEA, emphasising the different options when deciding on hydropower projects 

(Gagnon et. al. 2002). The IEA further argues that alternatives to hydropower are present, but that it 

is important to extend all sources of renewable energy to their maximum, since we need them all. 

Additionally, it is important to note that the largest HPP in the world (located in Brazil) produces 

more electricity than all the wind turbines in the world combined (Gagnon et. al. 2002).  

 

The sustainability of hydropower is important since investments are quite large. This issue has also 

been of much debate and some argue that a HPP will last for several generations, thus affecting 

those � positively as well as negatively (Frey and Linke, 2002). Sustainability in relation to 

hydropower projects can be defined as: �human beings are at the centre of concern; development 

should be met in an equitable manner that considers future and present generations; development 

requires the environment to be integrated with the development process; environment on its own is 

an insufficient goal� (Oud, 2002, pp. 1218). The Bundtland Report states that sustainability is 

�development that meets the needs of the present without comprising the ability of future 

generations to meet their own needs� (Gagnon et. al. 2002 pp. 1303). Hence, there must be a focus 

on human needs and purely environmental arguments for rejecting a project are not sustainable due 

to the negative social consequences this can have.   

 

Thus, hydropower is not all �good�, and it can be argued that it is more like a �bridge� and not an 

ultimate solution to fulfilling the electricity demand of today. Hence, it is very important in its 

coexistence with other electricity sources in order to cover demand and avoid heavy usage of fossil 

fuels that are very damaging to the environment (Sternberg, 2007), but the consequences of building 

HPPs must be carefully considered.  
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Based on the above discussion, this paper uses the pro�s and con�s to determine how the potential of 

the hydropower sector in Tajikistan can be developed while complying with benefits and costs of 

hydropower projects.  

4. Methodology        

This chapter discusses the methodology and method for conducting the study. Methodology refers 

to �the theory of how research should be undertaken� (Saunders et al, 2007, pp. 602) and method is 

the tools applied to the methodology in order to obtain and analyse data (Saunders et al, 2007) 

Hence, the overall methodology will firstly be discussed, since this has certain implications for the 

method. This is followed by the more concrete methods for analysing the case at hand. 

4.1 Research Philosophy  

The research philosophy relates to the general belief of the researcher in knowledge generation 

(Saunders et. al, 2007). According to the structure, this study starts with the empirical foundation of 

the problem and moves on to a theoretical analysis of its causes as well as the aim of reducing 

poverty. Hence, this paper analyses the strategic path to poverty reduction through foreign 

investments in the hydropower sector, thereby revealing the consequences of the interrelations 

between key stakeholders. Thus, it seeks to prescribe the path to poverty reduction, thereby seeking 

to reach the country goals of poverty reduction and economic development through the means of 

developing the hydropower sector. 

 

Consequently, this paper combines pragmatism with critical realism, since it analyses the specific 

case of the potential of the hydropower sector. This is in line with critical realism, which assumes 

that there are underlying drivers and potentials, which can be exploited under the right 

circumstances (Wad, 2000). This philosophy is based on a concrete physical world to be examined 

and is concerned with common sense where people/researchers are affected by the reality of the 

environment in which they operate. This means that what is researched is only part of a bigger 

picture (Saunders et al, 2007). Critical realism does not allow for prescription due to the focus on 

open systems with many variables, which contradicts this study. However, without prescription it 

has not been possible to test theories on the case at hand, which is termed viable since reality 

changes relatively slow; thereby allowing for prediction (Wad, 2000). The pragmatic perspective is 

incorporated, since it is based on a description of the problem and the objective (structural) and 
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subjective (motives and attitudes) means towards different options of exploiting and developing the 

hydropower potential. The study could also take up the positivistic philosophy, since it values a 

strict method in order to generate better data. However, in relation to complex studies or cases, 

positivism can have difficulties capturing these and create generalisations, since it often leads to 

law-like generalisations and conclusions (Saunders et al, 2007). Since this study is a complex case, 

positivism is not the overarching philosophy of this study. 

 

Accordingly, this study differs from the constructivist philosophy, since constructivists do not see a 

link between the physical existence of a phenomenon and its social effects, whereas the realist 

philosophy state that such a link exists and that we should seek it (Olsen and Pedersen, 1999). 

Furthermore, it does not adopt a hermeneutic philosophy, since this is focused on stakeholders� 

cultural values and norms (Olsen and Pedersen, 1999), which is not the primary focus of this paper.  

4.2 Research Design 

The research design depends on 1) the type of research question; 2) the control over behavioural 

events; and 3) focus on contemporary events (Yin, 2003). The research question in this paper is a 

how question, where the control over behavioural events is limited and the focus is on the 

contemporary event of the lack of electricity in Tajikistan. Hence, the design for this study is 

characterised as a case study (Yin, 2003).    

 

Research design is concerned with selecting the right dimensions and units to be investigated (Wad, 

2008), and Yin (2003) identifies three types/designs of research relevant for a case-study approach: 

1) Exploratory: useful when the problem is difficult to structure and when there is uncertainty as to 

what models to use and what characteristics and relations are important (Cooper and Schindler, 

2008). Moreover, it is useful when there is a need to clarify the understanding of a problem 

(Saunders et al, 2007)  

2) Descriptive: Saunders et al (2007) states that descriptive studies are useful to gain a clearer 

picture of a particular phenomenon and that it is often a forerunner for exploratory or explanatory 

studies. They are more structured and formalised than exploratory studies and with clear hypotheses 

and research questions (Cooper and Schindler, 2008)    

3) Explanatory: these studies go beyond what is described by descriptive studies and establish 

causal relationships between variables (Saunders et al, 2007) Theories are used to explain why a 
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certain phenomenon occurs (Cooper and Schindler, 2008) and finally it provides an explanation for 

an event (Saunders et al, 2007). 

 

This study addresses a complex problem and there is a need to explore it in order to identify 

relevant models and clarify understanding of the problem. Hence, it takes on an initial descriptive 

design, establishing the empirical foundation for the problem area. Subsequently, it moves on to a 

more exploratory design in order to analyse the important characteristics for exploiting the 

hydropower potential, the role of foreign investments and the effect on poverty reduction.  

4.2.1 Case Study 

The chosen research design is a case study, since it emphasises full contextual analysis of a few 

events or conditions and their interrelations (Cooper and Schindler, 2008), which can be conducted 

as single or multiple cases (Yin, 2003). Yin (2003, pp. 13) defines the case study as a research 

strategy that �investigates a contemporary phenomenon within a real-life context especially when 

the boundaries between phenomenon and context are not clearly evident�. This study complies with 

this definition, since the contextual conditions are believed to be significant in examining the 

hydropower sector in Tajikistan. Hence, this is a single case study of the hydropower sector in 

Tajikistan. 

    

A multiple case study has a clear advantage since it is easier to validate the findings and generalise 

from them. However, a single case study allows for more in-depth analysis and emphasis on details 

allowing for more strategy and evaluation (Cooper and Schindler, 2008). Here the generalisation 

from the case study is done analytically by expanding theories instead of statistical generalisation 

(Yin, 2003). Thus, this study is a single case study with multiple units of analysis, where the context 

surrounds the case (the hydropower sector in Tajikistan), which surrounds the units of analysis: 

stakeholders (investors, donors, GOT, the power utility, industry and consumers) and their 

characteristics (FDI, donor finance, policies and consumption) (Yin, 2003). Moreover, case studies 

from Denmark and Rwanda are used to highlight possible solutions to the problems of this case.  

4.3 Research Strategy 

The research strategy is about choosing the direction of the research process, and whether it is 

theoretical or empirical (Wad, 2008). There are two main research approaches; the deductive and 

the inductive. A combination of the two is called the abductive approach. Deduction is mainly about 
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testing theories against empirical data and observations, thereby examining whether propositions 

are true or valid. This is done based on true premises that lead to valid conclusions; e.g. if the 

premises are true the conclusion is also true. However, it can be difficult to assure that other causes 

of effect are not the actual reason for the event. (Cooper and Schindler, 2008) 

 

Inductive reasoning is fundamentally different from deduction in that the premises of an argument 

are believed to support the conclusion but not to assure it. Hence, there might be exceptions from 

the conclusion because the conclusion can be false but the premises remain true. An inductive 

argument claims that the conclusion follows, not necessarily, but only probably, from the truth of 

the premises. Hence, conclusions following inductive reasoning do not have the same degree of 

certainty as the initial premises. (Cooper and Schindler, 2008)  

 

The distinction between deduction and induction is often blurred and it is possible to begin a study 

inductively by making observations from which hypotheses are generated and tested against 

existing theories (Cooper and Schindler, 2008). This line of reasoning is also referred to as 

abduction. Hence, a strategy where the point of departure is the empirical data set, followed by the 

attempt to assess what is behind the empirical observations (Olsen and Pedersen, 1999).       

According to the research philosophy of critical realism, this study adopts an abductive strategy, 

since it takes point of departure in existing data on the hydropower sector in Tajikistan and thereby 

develops a theoretical framework to test whether the variables in the framework can explain and 

analyse the collected data set. This means that the shortcomings of the inductive approach, such as 

resource intensive studies, and the danger of making premature conclusions, emerging from a 

purely deductive approach, are assessed. Hence, the theoretical propositions are made prior to data 

collection, in order to test whether the theories are applicable to such analysis (Yin, 2003) and, 

moreover, the analysis is guided by the theoretical framework, which also allows for a 

predetermined set of categories for data collection (Saunders et al, 2007).     

4.4 Method 

While the methodology explains how the research is undertaken, this section discusses the method 

for answering the research question.  
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4.4.1 Qualitative and Quantitative method 

The qualitative and quantitative techniques that can be applied to research refer to the way data is 

characterised, discussed and analysed (Yin, 2003). On the one hand, the qualitative method is often 

understood as being able to create a deeper understanding of the topic of analysis. On the other 

hand, the quantitative method uses statistical methods to generate explanations for the phenomenon 

analysed (Andersen, 2003).     

 

This study is mainly based on a qualitative method, since the goal is to gain in-depth knowledge 

about a specific problem area in a specific country. Quantitative methods are incorporated based on 

secondary data. Moreover, hydropower potential is a quantitative measure (kWh), and this study 

seeks to qualitatively assess the size of the potential as well as its effect on poverty reduction. 

Hence, this study adopts a mixed method, since it combines qualitative data from both secondary 

and primary sources and quantitative data from secondary literature (Saunders et al, 2007). 

Moreover, quantitative data is mainly analysed qualitatively, resulting in a mixed model research 

(Saunders et al, 2007). 

 

The abductive approach used for analysing qualitative data, which is in line with Saunders et al 

(2007) stating that a combination of the inductive and deductive approaches is the most feasible.  

4.4.2 Data Gathering Techniques 

According to Yin (2003) there are six sources of evidence available in the data gathering process. In 

this study these are all applied to varying degree (see table 1). A large advantage of the case study 

design is that it allows for the use of multiple sources of data (Yin, 2003). This can compensate for 

the relatively narrow data sample of a case study compared to other research designs such as 

surveys and experiments; thereby making it more reliable and valid. Accordingly, triangulation is 

useful in case study research and can be defined as �the use of two or more independent sources of 

data or data collection methods� (Saunders et al, 2007, pp. 614). This study uses triangulation in 

collecting data by open-ended interviews combined with quantitative data from secondary sources 

(Saunders et al, 2007; and Andersen, 2003). Moreover, researcher triangulation is applied by 

ongoing discussions of problems and findings with key players in the hydropower sector.  
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Table 1: Six sources of evidence  

Source of evidence Appliance in this study Data type Data impact 

Documentation Journals, articles and reports Secondary Strong 

Archival records News articles, reports Secondary Normal 

Interviews With key stakeholders and experts Primary Strong 

Direct observations One months presence in the country  Primary Normal  

Participant observation Participation in Conference on Water Related 
Disaster Management, Dushanbe, 2008 

Primary Normal 

Physical artefacts Visit to Nurek HPP Primary Weak  

Source: Yin (2003) 

 

Following the qualitative method, the data gathering techniques are non-standardised based on open 

questions and discussion. Moreover, this influences the process and practice which are participatory 

and interpretive with a focus on a special phenomenon (Cresswell, 2003). However, the reliance on 

qualitative data makes it difficult to generate support or rejection of the theoretically propositions 

(Cooper and Schindler, 2008). It is sought to overcome this weakness by engaging in a 

communication study as a method of data collection (Cooper and Schindler, 2008). This entails an 

engagement in interviews and conversations with stakeholders, thereby making it possible to ask 

probing questions and increase the knowledge and quality of the data sample.    

 

Primary data 

A field study in June�July 2008 allowed for the gathering of primary data, which was obtained for 

the direct purpose of this case study (Saunders et al, 2007) i.e. through interviews with important 

stakeholders and experts within the hydropower sector in Tajikistan. The data sample follows the 

non-standardised selection criteria of purposive sampling, and more specifically judgement 

sampling, where the people interviewed are selected based on a certain criterion (Cooper and 

Schindler, 2008). In this study, interviewees have been selected based on their influence, knowledge 

and accessibility. Accordingly, interviews were carried out mainly with donors and a single 

investment company as well as an investment fund (see appendix I for interview guide). Interviews 

were semi-structured with some pre-prepared questions for each interview, allowing for open-ended 

discussion in relation to the problem-area.  
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Direct and participant observations from the field study are used as an extra contribution to the 

analysis. However, the researcher was the only observer and thus, the observations have been 

subjectively gathered. It has been sought to overcome this weakness through extensive discussions 

with key players in the sector, allowing for corrections in the researcher�s observations. Another 

observation of weak importance was the visit to the Nurek HPP, which was mainly done in order to 

gain a better understanding of the magnificence of HPP constructions. For further information on 

the field study see appendix II.  

 

Secondary data 

Secondary data is defined as data that has already been collected and interpreted for another 

purpose than the study at hand (Saunders et al, 2007). Hence, documentation such as academic 

journals and articles was used at the initial stages of problem identification and limitation as well as 

for the actual analysis. Moreover, documentation has been used extensively as a source for 

quantitative data.   

 

Data analysis  

As mentioned earlier, the data analysis entails a triangulation in the form of in-depth and semi-

structured open-ended interviews, documentation, archival records, and observation, which creates 

larger validity and reliability of the findings. Hence, data triangulation occurs when all these 

sources of data are used in data collection with the aim of supporting the analysis. 

 

In order to analyse the gathered data, pattern matching is used to draw conclusions based on 

similarities and differences in the collected data and the theoretical propositions (Yin, 1994). Hence, 

data reduction is applied in order to sort out what data is relevant by selectively focusing on parts of 

the data, as well as summarising and simplifying the collected data (Saunders et al, 2007). The key 

criteria for selecting data have been source and relevance, e.g. organisations, such as donors, as well 

as articles selected only from well-respected academic journals. Moreover, a key criterion was to 

select based on key-words related to the problem area. In this way internal validity is assured, since 

irrelevant data is left out of the analysis and relevant data is organised and structured based on the 

triangulation of various data sources. 
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4.5 Method Critique  

Some weaknesses are related to conducting a single case study. These issues mainly evolve around 

validity and reliability (Yin, 1994). Internal validity is concerned with whether the data set is 

appropriate for the theoretical framework. In this study, this has been assured by conducting data 

reduction and selection. External validity is concerned with the generalisability of the case. As 

determined earlier, it can be difficult to generalise the findings from a single case study to other 

cases, since parameters may differ. However, the single case study with multiple units of analysis 

was chosen, since the aim of this study is not to generalise in relation to other settings but more 

specifically to conduct an in-depth analysis of poverty reduction in Tajikistan and thereby 

generalise over time (to a better situation with less poverty). This is combined with theory in the 

sense that existing theories are applied to the case at hand. Hence, by applying the findings from 

this case to the general theoretical discussions of FDI, donor finance and poverty reduction, the 

external validity of this case is assured. Construct validity (Cooper and Schindler, 2008) considers 

theoretical and operational instruments and it is important to establish the correct operational 

measures for concepts as well as assure objective judgement in the collected data. To assure validity 

and reliability, data triangulation and multiple units for analysis are used. Hence, the theoretical 

framework is based on an existing strategy from the WB, which is held up against literature within 

the field, whereby relevant issues and shortcomings of the model are addressed. Furthermore, chain 

of evidence (Yin, 1994) is used throughout the analysis by citation and statements from interviews 

as well as observations.  

 

In relation to the research philosophy of critical realism and pragmatism it is important that the 

explanation is adequate and working in practise, thereby justifying the causal relations theoretically 

and empirically in relation to the underlying theoretical drivers and the empirical variations (Wad, 

2000). It has not been possible to test validity in real life as pragmatism prescribes. However, 

careful research of various sources of literature revealed that the potential of hydropower in 

Tajikistan is widely recognized empirically. Moreover, the theoretical framework has been built on 

theoretical hypotheses that certain circumstances must develop in a certain way to exploit the 

potential. Hence, the validity of �potential� is verified throughout the existing literature and the 

theoretical framework shows that it can be exploited under certain circumstances.    
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The qualitative method does not allow for a precise assessment of measurable effects of developing 

hydropower potential. However, this study aims for an in-depth analysis, and therefore a qualitative 

method is considered most relevant. 

 

In relation to data gathering, it would have been preferable to have had an interview with the 

national energy company Barki Tojik and the Ministry of Energy in Tajikistan; however, this was 

not possible due to language barriers and lack of resources. The consequence is that the analysis can 

only incorporate the views from these stakeholders based on secondary data, interviews with other 

stakeholders and own interpretations. Nevertheless, both the Ministry of Energy and Barki Tojik are 

public entities and their views should be published accordingly.  

 

Mainly donors have been interviewed, which can lead to some bias towards their agendas. 

However, through extensive secondary literature it has been sought to overcome this, by 

incorporating critique of donors. Moreover, interviews with the WB and ADB were not possible, 

although consent had been made by both parties. This is a weakness, since both the WB and ADB 

are major players in the hydropower sector. It has been attempted to overcome this weakness by 

incorporating extensive secondary data from both organisations.   

 

It has not been possible to record interviews due to the aim of this study to be non-confidential. This 

has consequences for the reliability, since it is questionable whether another researcher would reach 

the same findings as this study by applying the same methods and theory to the case. However, a 

careful transcript of interviews is to be found in the interview guide, which helps address this 

problem. Moreover, primary data is used to build on secondary data, meaning that there is balance 

between the two sources and therefore reliability and validity should be assured.   

 

The Living Standard Measurement Surveys are from 2003, and would have been preferable to have 

newer data, since it can be projected that with economic growth and migration, poverty rates have 

dropped further in the last five years (World Bank, 2007a). However, the latest data is used here, 

but precautions should be taken due to the extensive development in the country.      

 

Based on the above discussion of the weaknesses and limitations of the study, the conclusions are, 

nevertheless, considered valid and reliable, taking the overall aim of the study into consideration. 
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Unreliable 
supply of 
energy 

Hence, the emphasis lies on assessing the specific case of poverty reduction through foreign 

investments in the Tajik hydropower sector, and where possible theoretical generalisations are made 

as an additional contribution to further research.  

5. Theoretical Framework      

This chapter describes and discusses the theoretical framework for analysing the potential of the 

hydropower sector. There will be a special emphasis on the case country, Tajikistan, and it is 

therefore not merely general theories that are outlined here, but also specific issues regarding 

Tajikistan.  

 

According to the WB, the main target areas of the energy sector are summarized in figure 1. 

Figure 1: Challenges in Tajikistan�s energy sector and broad strategic elements: 

 

  

  

 

 

 

  

 

 

 

 

 

 

 
 

Source: World Bank (2007b) 
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Figure 1 will be used as a baseline for developing the theoretical framework for analysis; the 

modified theoretical framework is presented at the end of this chapter, based on the following 

theoretical discussions. 

  

The model in figure 1 raises several issues, which must be addressed and modified, before it is 

applicable to this study: Firstly, the model does not define exactly what energy is. This paper 

defines energy by focusing on electricity generation via hydropower development. Secondly, the 

model points to energy as a contributor to the overall country goals, but it does not explain the ways 

in which this is possible. This paper examines two specific ways to reach the country goals through 

energy; i.e. hydropower and foreign investments. Third, it is implicit in figure 1 that economic 

growth will lead to poverty reduction. This is questionable since growth will have to be pro-poor if 

it should lead to poverty reduction (Morissey, 2005). This issue is addressed here by incorporating 

the capability approach in the poverty concept; thus broadening the concept and not assuming that 

economic growth will automatically lead to poverty reduction. Fourth, investment opportunities in 

the energy sector are not presented in the model. This paper examines FDI and donor finance, as 

possible options for developing the hydropower potential. Finally, the model does not address what 

costs and benefits are associated with developing the sector, or how the various stakeholders can 

influence this development.   

  

In order to address the issues identified above, the following theories are applied. The concept of 

poverty is analysed through the PRSP and the capabilities approach. FDI and donor finance are 

discussed as investment options for developing the hydropower potential. Key concepts of 

stakeholder analysis and cost-benefit analysis (CBA) are presented and discussed in order to assess 

the drivers of change and the consequences for developing the sector.  

5.1 Stakeholders and Drivers of Change  

Stakeholder analysis is used to explore the power relations and how the different stakeholders can 

drive change of the hydropower sector. �Stakeholder analysis aims to evaluate and understand 

stakeholders from the perspective of an organisation or to determine their relevance to a project or 

policy�, (Brugha and Varvasovszky, 2000 pp. 1). Accordingly, the analysis is carried out by 

examining the stakeholders� position, interest, influence, interrelations, networks and other 

characteristics. In this regard, support or opposition for projects can have large impact on the 
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success or failure of the project. Primary stakeholders include the beneficiaries and others that are 

directly affected by the project, and secondary stakeholders are intermediaries that can affect the 

project. (Brugha and Varvasovszky, 2000)  

 

In strategic planning, the criteria for including stakeholders are their potential to drive change by 

strengthening or weakening the authority of the decision maker or to influence the outcome and 

direction of the decision (Brugha and Varvasovszky, 2000). This is also the case in relation to the 

hydropower sector, since the implementation and success of projects is dependent on stakeholder 

influence. Hence, stakeholder analysis is used to identify who will be affected by the project as well 

as their level of interest and influence (Brugha and Varvasovszky, 2000). Accordingly, the model 

for stakeholder priority (figure 2) will be used as a tool for identifying and analysing the various 

stakeholders.  

 

Figure 2: Stakeholder Priority Model 

Level 3: high priority stakeholder 
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Tajikistan. This will reveal the most important drivers of change and thereby determine the 

prospects for development of the sector.  

5.2 Foreign Investment 

This section moves on in the development of a theoretical framework to discuss the general pros 

and cons of FDI and donor finance regarding contribution to poverty reduction and economic 

growth.  

5.2.1 FDI 

Theory on FDI is in this paper focused on the case country, Tajikistan, as a host country and 

recipient of FDI. Hence, the intentions and grounds of the companies investing are only taken into 

consideration in order to assess the impact they have on Tajikistan. Therefore, transaction cost 

theory is not utilised here, but instead the focus is on what Tajikistan can do to reap the benefits 

from FDI in the hydropower sector.  

 

The effects of FDI on the host country have been debated by many economists, setting up the 

advantages of new capital and technology against the disadvantages of impacts on competition for 

local firms, foreign control over resources, limited technology and knowledge transfer, as well as 

social and political issues (Lynn, 2003). The general conclusion is that FDI can be beneficial if the 

goals of the host country are aligned with those of the investing firm (Lynn, 2003). In general, FDI 

has become the primary source of external capital for developing countries and where foreign aid is 

important for the poorest countries, FDI is of primary importance to the rest (Lynn, 2003). Since 

Tajikistan is one of the poorest countries in the world, it seems evident that they should rely on 

donor finance; however, it is important to develop an attractive investment climate for FDI, since 

the relative size of aid and loans is decreasing in comparison with FDI (Tarp, 2003).  

  

Multinational companies (MNCs) engage in FDI for four main reasons (Dunning, 1992):  

! Resource seeking 

! Market seeking 

! Efficiency seeking 

! Strategic asset or capability seeking  
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Resource-seeking FDI may generate export potential but will have little effect on employment and 

spill-over; since the MNC is focused on e.g. cheap labour or natural resources. Market-seeking FDI 

might have positive impact on employment and local content, because the MNC supplies and 

produces in the local market. MNCs engaging in efficiency-seeking FDI are concerned with making 

the structure of the market/resource seeking investment more rational and therefore this kind of FDI 

is likely to contribute to net exports and technology transfer but is also likely to have few local 

linkages, thus small spill-over effects. Strategic asset or capability seeking FDI is motivated by the 

MNC wanting to acquire local firms with strategic assets or capabilities that the firm needs; hence 

contributing to positive spill-over. (Dunning, 1992; and Chang, 2003) This shows that the intention 

of the MNC has large consequences for the development of the host country as well as the 

development stage of the host country plays a role, as more developed countries can better supply 

and absorb FDI (Sumner, 2005). However, the debate over whether FDI is good or bad for 

economic and social development has more to do with how FDI is adopted and applied in the host 

country. Following this, research has concluded that benefits from FDI depend widely on the 

political setting and the trade-off between liberalising policies to attract FDI and at the same time 

assure that any spill-over effects are absorbed in the host economy; thereby not providing excessive 

subsidies to FDI, which can eliminate the benefits (Sumner, 2005). Liberalisation of the FDI policy 

regime may hinder the absorption of positive effects, because, as evidence from China shows, 

restrictive policies help target FDI to special sectors and also assure that FDI contributes to host 

country development (Sumner, 2005).   

 

Although, studies are ambiguous as to whether FDI leads to growth, they seem to conclude that in 

most cases it will lead to more inequality (Sumner, 2005); thus, having a negative impact on 

poverty reduction. Hence, on the one hand, theory states that FDI can lead to the country goals of 

economic growth stated in figure 1; but on the other hand there is no theoretical agreement that the 

link between economic growth and poverty reduction in the figure can be brought about by FDI. 

However, FDI can have positive impacts on employment, income and wages, thereby contributing 

to reduction in income poverty (Sumner, 2005). However, these benefits will have to outweigh 

possible negative consequences of FDI, such as displacement, or replacement of the local 

population.  
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5.2.2 Donor Finance  

The pro�s and con�s surrounding donor finance will be used to analyse donors� role in developing 

the hydropower sector as well as a frame for analysing the poverty concept via the PRSP.  

 

Earlier, aid and loans from donors focused on projects at micro-economic level, but this changed 

with the structural adjustment programmes and the Washington Consensus in the 1980�s, focusing 

on the macro-economic level (Tarp, 2003). The micro-macro paradox evolved with Mosley (1987) 

identifying success of aid aimed at micro-level, but with no effect at macro-level. Martin Paldam 

took up this line of thought and found that aid had little or no effect and that the focus should 

instead be on trade and business, which will automatically lead to development (Folke, 2005). 

However, Finn Tarp argues against this, saying that aid is controversial but does have an effect, and 

that it should aim at the micro-level and the populations of the poorest countries that often can not 

reap the benefits from trade and business (Hansen, 2006). Hence, the effects of aid on poverty 

reduction have been widely discussed and on the one hand, the consent has been emerging that aid 

has a positive effect on macro-economic growth; thereby also contributing to poverty reduction if 

the view that economic growth lead to poverty reduction is adopted (Morrisey, 2005). On the other 

hand, however, it has been argued that aid has been insignificant in leading to growth or 

development (Paldam and Doucouliagos, 2005), and furthermore, that economic growth is not 

necessarily pro-poor nor does it equal poverty reduction (Morrisey, 2005).  

 

Conversely, aid has been said to contribute to poverty reduction in other ways than merely through 

generating economic growth and it has been argued that aid in this sense can assure that more 

benefits go to the poor at micro-level (Morrisey, 2005). Consequently, the ultimate measure of aid 

effectiveness is how it impacts the lives of the poor (White, 2007) and contributes to poverty 

reduction. Accordingly, the Cassen report advocates that donors incorporate poverty reduction as a 

specific goal (Lynn, 2003) and, moreover, Morrisey (2005) points to four channels for aid that is 

affecting poverty: 

! Direct: Aid may be targeted directly at the poor or support services to the poor by e.g. 

promoting education and health. 

! Indirect via growth: If aid promotes economic growth it can promote prospects for 

sustainable poverty reduction. 
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! Indirect via government spending: If aid allows for higher spending on issues especially 

important to the welfare of the poor, it can be expected that the poor will benefit from aid. 

! Pro-poor policy: Since aid includes a relationship between the donor and the recipient 

country, it may encourage the government of the recipient country to enhance poverty 

reduction strategies (PRSP). 

     

Generally, the critique of the effectiveness of donor finance can be divided into two positions: a 

rightist and a leftist (Lynn, 2003). The critique from the right, led by Peter Bauer, focuses on the 

thoughts that aid destroys market conditions, because governments may be misled into taking on 

projects that are not feasible on market terms; thereby creating economic costs for the recipient 

country (Lynn, 2003). Further critiques hold that based on experience, aid has often resulted in 

crowding-out instead of crowding-in of private investments, due to reduction in taxes and private 

investments in the recipient country (Ranis, 2007). The leftist critique centres on aid being a mode 

of furthering the goals of the West, regarding integration of the World�s capitalist system (Lynn, 

2003).  

 

The WB and IMF have answered to some of the critique by trying to increase the local ownership 

dimension of aid by incorporating it into the PRSP, but this has not had much effect since the WB 

still instructs recipient countries on how to apply etc. (Ranis, 2007). Conversely, the PRSPs have 

led to an increase in conditionalities for loans, where the soft conditionality of the PRSPs is 

combined with hard conditions in economic targets (Anders, 2005). Hence, the soft conditions are 

applied to the existing hard conditions in order to create an enabling environment for privatisation 

and economic growth. This is linked to the critique that recipient countries are targets of rather than 

participants in the process (Annist, 2005) and thereby the recipient government is �in debt� to the 

donor and therefore the relationship is unequal (Eyben and León, 2005). Hence, the issues of 

�principal-agent� and �path-dependency� problems in aid evolve (Mosse, 2005) and it is important 

that the government and population are incorporated when hydropower projects are initiated. 

Hence, successful aid should be integrated thoroughly with the overall development programme of 

the recipient country as an addition to domestic resources (Lynn, 2003). However, aid can take the 

pressure off reforms instead of encouraging them and IMF researchers have even concluded that aid 

have at times had not only an insignificant impact but also negative impacts on development (Rajan 

and Subramanian, 2005).  
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The analysis in this paper will address donor effectiveness in Tajikistan through the four channels 

of aid presented above. Moreover, it will address the critiques by examining the relations between 

the GOT and donors as well as the micro-macro paradox.  

5.3 Poverty Concept 

The poverty concept is discussed according to the PRSP for Tajikistan and the capability approach. 

5.3.1 Poverty Reduction Strategy Papers 
In April 2007, Tajikistan formally approved its second Poverty Reduction Strategy (PRS2) for 

2007-2009 (see appendix III) (World Bank, 2007a). The key goal of this strategy is to improve the 

living standards for the population, and especially for the most vulnerable (World Bank, 2007a). In 

this sense, hydropower plays an important role, since it can help overcome the lack of electricity 

and thereby improve the living standards of the poorest, since they are the ones mostly affected by 

the problem (Yodgor Fayzov).  

 

The PRS2 is organised in three blocks: 1) a functional block, covering public administration reform, 

macroeconomics, private sector, investment climate, and international cooperation; 2) a production 

block, covering food security, agriculture, infrastructure, energy and industry; and 3) a social block, 

covering health, education, water and sanitation, housing and general social welfare (World Bank, 

2007a). This paper analyses all three blocks, since it studies the functional block with regards to the 

investment climate and international cooperation. The production block is examined through the 

energy element since the focus is on electricity generation via hydropower. Finally, the general 

social welfare in the social block is linked to the poverty concept in this paper. 

 

In the PRS2, the World Bank (2007a) advocates for exploration of the large hydropower potential in 

Tajikistan, since it will increase exports and encourage investments in energy-intensive industries. 

Hence, developing new hydropower facilities is important, but the GOT must be careful in 

evaluating the technical and financial aspects of the projects to ensure the expected return on 

investment (World Bank, 2007a). 

 

In relation to the PRS2, the following key tasks have been identified for 2007-2009: 1) 

implementation of institutional reforms, 2) more effective use of available resources, and 3) 

encouragement of new and existing projects in the sector (World Bank, 2007). By analysing the 
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main problem areas and key tasks for developing the potential of the hydropower sector, this study 

examines the PRS2 in relation to poverty reduction.  

5.3.2 Capability Approach 

The capability approach is incorporated in the analysis in order to determine the importance of 

electricity supply on the lives of the poor. Moreover, the capability approach is used to complement 

the WB definition of poverty in order to widen the concept to a multidimensional level.  

 

An important force of the capability approach is that it moves away from the focus on commodities, 

incomes, services etc., as seen in the WB definitions of poverty, and into a set of capabilities 

comprised of different functionings in assessing people�s well-being (Sen, 1992). Hence, the 

argument is that a person with a higher income than another person might be poorer, relatively 

speaking, due to e.g. health problems, which consume large amounts of his income as well as his 

ability to function (Sen, 1992).  

 

The capability approach addresses people�s �capability to function� (Sen, 1983 pp. 11), which 

represents the various combinations of �beings and doings� that a person can achieve (Sen, 1992). 

Thus, capability is a set of functionings that a person can choose from in order to live one life or 

another, and the �capability set� is the person�s freedom to choose between possible ways of living 

in order to reach well-being (Sen, 1992). Sen argues that this capability to function is what matters 

to all persons, regardless of where they live, since it represents the freedom to pursue the 

functionings, which are composed of a person�s being (Sen, 1992). The concept of capabilities is 

illustrated by Sen (1983) as the example of the bike and a sequence from a commodity (the bike) to 

the characteristics (transportation) to the capability to function (to move) and to utility (pleasure 

from moving). Here, the capability to function is the one that comes closest to standard of living, 

since one must be able to use the commodity (the bike) to benefit from having it. Moreover, it is not 

certain that it makes you happy to have the bike (utility) � that depends on your personality and 

needs. (Sen, 1983)  

 

Taking this line of argument to this case, the sequence will be as follows: the commodity is 

electricity, the characteristic is generation and provision of energy, the capability to function is the 

ability to heat, cook, turn on the light etc., and the utility is the pleasure from being able to do so. 
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Here it might be argued that everyone will find satisfaction in using electricity; however, if you live 

in a warm climate and are satisfied with living with nature and cooking over a fire, also providing 

the light you need, you will not find relative pleasure in having access to electricity. Moreover, the 

capability to function depends on your access to light bulbs, electrical stove and electrical heating 

enabling you to use the characteristics of electricity.  

 

It its essence, �functioning is an achievement of a person: what he or she manages to do or to be� 

(Sen, 1985, pp.10). The relevant functioning can vary from person to person, depending on their 

livelihoods; thus, they span from elementary achievements such as being in good health, being 

adequately nourished etc. to more complex achievements such as avoiding shame (Adam Smith), 

having self-respect (John Rawls), and taking part in the community life (Peter Townsend) (Sen, 

1983; Sen, 1992). Based on this, it is a matter of the value a person attaches to a certain commodity, 

and a person�s ability to use that commodity. This must, however, not be confused with the persons 

desire for that commodity1, since it may be that a person desires a commodity but does not value it, 

because the person has learned to live without. On the other hand value attached to a commodity 

makes a person desire it, since it is something lacking in that persons life (Sen, 1985).    

 

Based on the above, access to electricity is important in poverty reduction, and the arrow between 

energy and poverty reduction can be justified (see figure 1), not only in WB terms, but is also 

supported by the capability approach.   

5.4 Cost-benefit Analysis 
According to chapter 3 of this paper, it is important to assess the different costs and benefits from 

investments in hydropower. Hence, the cost-benefit analysis (CBA) is used to examine the costs and 

benefits from foreign investment on society, projects and recipients. Thus, the CBA builds on the 

stakeholder analysis, the role of foreign investments and implications for poverty reduction, in order 

to assess the consequences of developing the hydropower sector.   

 

In general, CBA is a method to assess policy, which quantifies the value of the consequences of a 

certain policy in monetary terms, in order to reach the net social benefits (social benefits � social 

costs) (Boardman et al, 2001). Normally, this is carried out by quantifying and monetizing the 

different costs and benefits in order to choose between alternatives. However, CBA in relation to 
                                                
1 For further discussion of this issue, see Sen (1985) 
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development has been widely criticized and as Casse (2008) argues in his critique of the 

Copenhagen Consensus Conference, CBA of poverty and development issues can not be assessed 

based on the traditional economic CBA, since a human life in the developing world will be worth 

less than a human life from a developed country, due to the difference in income; and how can one 

justify such valuation of life? Similarly, in this case, some variables have been difficult to quantify 

and monetize, such as the exact benefits for the population from more electricity supply as well as 

the environmental costs and losses for the local population when a HPP is built. Consequently, this 

paper combines quantifiable costs with an attempt to value the qualitative costs and benefits. Hence, 

a triangulation within the method of CBA is undertaken. This is done in order to assess as many 

costs and benefits as possible, which makes the analysis more valid. By undertaking this approach, 

some of the critiques around CBA about valuing e.g. social and environmental consequences from a 

project (Lumley, 2002) are dealt with. Hence, valuing intangibles is not done based on peoples� 

willingness to pay as in ordinary CBA (Lumley, 2002), but rather on an assessment of whether the 

negative consequences are bearable in relation to the positive consequences.  

 

Moreover, a qualitative CBA can be undertaken here, since maximization of benefits does not 

require that all alternatives are comparable, only that an alternative that is worse than others is not 

chosen. Hence, CBA needs maximization but not optimisation or completeness. An example is that 

of the donkey that can not choose between two hay stacks and therefore ends up starving to dead 

because it could not tell which stack was the best and therefore could not choose. Hence, it would 

have made good cost-benefit sense to choose either of the stacks since the alternative, starvation, is 

worse than that of choosing the wrong hay stack. (Sen, 2002) 

 

Valuing environmental and social costs and benefits is of course not an easy task and still it has 

large consequences for the conclusion of this paper. Such valuation is often closely linked to 

political decisions (Straaten, 2002), and it is attempted to assess the values of intangibles by 

incorporating the capability approach into the qualitative CBA, stressing the importance of the 

capability to function. A project can have very different impacts on the rich and the poor, and since 

this study focuses on poverty reduction, the poor are the focus. Thus, the capabilities approach to 

project analysis is incorporated in this analysis, summing up the benefits based on their 

contributions to the basic requirements for peoples� ability to function (Clements, 1995).      
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Unreliable 
supply of 
electricity 

Finally, the CBA is linked to stakeholder analysis, since there are different costs and benefits to 

different stakeholders. As discussed earlier such impacts can be difficult to measure, predict and 

value in economic terms (Bond, et al, 2001). Thus, in order to analyse and structure these different 

effects, the CBA differentiates between three levels: society (Boardman et al, 2001), project 

(Clements, 1995) and recipients. At society-level, the overall costs and benefits from developing the 

hydropower sector are assessed. At project-level, it is analysed which projects (small or large) have 

which costs and benefits and at the recipient-level, the costs and benefits for recipients of electricity 

(consumers, industry, population etc.) are analysed. In accordance with Boardman et al (2001), the 

qualitative part of the CBA is verified by several interviews and the costs and benefits are listed 

with rough estimates of their order of importance.  

5.5 Modified Theoretical Framework  

Figure 3: Modified Theoretical Framework for the Challenges in Tajikistan�s electricity sector and broad 

strategic elements: 

   

 

 

  

 

  

 

 

 

 

 

 

 

 

 
 

 

 

Source: Developed by the author, based on World Bank (2007b) 
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This framework makes it possible to analyse the hydropower sector regarding the effects foreign 

investments in the hydropower sector will have on poverty reduction. The framework should be 

understood as follows: 

 

From figure 1, the three challenges are adopted; 1) Unexploited export potential, 2) Financially 

unviable energy services, and 3) Unreliable supply of energy. By identifying and analysing the 

different stakeholders in hydropower and applying the different strategic elements from figure 1 in 

relation to poverty reduction and foreign investments, a framework is revealed, which takes into 

account the explanation of the arrow between hydropower and country goals. Hence, by applying 

the broad strategic elements affecting both investments and poverty reduction (tariff adjustments, 

better management, better metering and collections, and reduction of dependence on electricity) to 

the overall challenges, and the more specific strategic elements to foreign investments and poverty 

reduction, respectively, it becomes possible to analyse what effect these strategic elements have on 

exploiting the potential of the hydropower sector to contribute to poverty reduction through foreign 

investments. Thus, the framework ends up with the costs and benefits of foreign investments in 

developing the potential of the hydropower sector and contributing to the country goals of economic 

growth and poverty reduction.  

 

Some of the broad strategic elements have been left out of the framework. This is not because they 

are less significant in developing the sector, but simply because it lies outside the scope of this 

paper to go into detail with these elements. Rehabilitation of infrastructure and investment in 

transmissions are not covered directly in the paper, since the focus is on electricity generation. This 

is viable since there is wide access to the grid in Tajikistan.  
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6. Exploring the Hydropower Potential in Tajikistan   

This chapter examines the case of Tajikistan with regards to its development context followed by 

the characteristics of the hydropower sector and the implications for foreign investment and 

poverty.   

6.1 Development Context 
Since the end of the civil war in 1997, Tajikistan has experienced economic stabilization with 

growth rates averaging 9% annually during 2002-06 (World Bank, 2007a). However, the extreme 

weather conditions in early 2008 have reduced GDP growth to 3.2% in the first half of 2008 (IMF, 

2008). It is likely that the crisis will also have a negative effect on economic activity and inflation 

for much of 2008, which is illustrated by inflation reaching and estimated 20% for 2008 (IMF, 

2008), compared to 12.5% in 2006, and despite the PRS2 target of 6-7% (World Bank, 2007a). 

 

Growth has mainly been brought about by one-time discrete events following the peace agreement, 

leading to a more stabile political and macro-economical situation. Additionally, more orderly labor 

migration has generated a significant increase of income from neighboring countries and Russia. It 

is likely that when the effect of these one-time events has been exploited, growth may decrease. 

(Akbirshoev et al., 2007) Hence, the economic growth and macroeconomic stability are not 

sustainable in the long run, and as stated by the AKFED, the IMF, as well as the PRS2 this is not a 

sustainable way of reducing poverty (World Bank, 2007a).   

 
The latest living standards measurement survey conducted in Tajikistan in 2003 shows that, 

following the economic growth, income poverty has been reduced significantly from 83% in 1999 

to 64% in 2003. Extreme poverty fell from 36% to 18% during the same period (World Bank, 

2007a), indicating that economic growth has largely been pro-poor. However, since labour 

migration is highest in the poor regions, it is very likely that the reduction in poverty is linked to the 

one-time events, which means that poverty reduction is not built on sustainable development but 

rather is dependent upon demand for labour from e.g. Russia.  
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I met these children in the countryside, just an hour drive from Dushanbe � They had never seen people from 

�the West� before. 

 

6.2 Hydropower Sector Characteristics 

Electricity is important for the overall functioning of society and for producing many goods and 

services. Hence, reform in this sector can influence the lives and consumption profoundly for many 

people (World Bank, 2006). However, the path is unclear, since there may be negative 

consequences if higher costs of tariffs are passed on to poor consumers, on the other hand it might 

be positive if the larger supply leads to intensified competition (World Bank, 2006); thus leading to 

growth of the private sector thereby generating employment and increased income with an indirect 

effect on poverty reduction.   

6.2.1 Potential and Industry  

As part of the former Soviet union, Tajikistan has inherited almost widespread access to electricity 

and it is therefore not, as in many other developing countries, a matter of increasing access to 

infrastructure, but more a case of improving the efficiency of the existing infrastructure (Lampietti 

et. al. 2007). Hence, welfare gains from hydropower electricity must come from improvements in 

service delivery and not from access (World Bank, 2006).  
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With 55% of Central Asia�s water resources, Tajikistan has large hydropower potential (World 

Bank, 2007a). Moreover, the country ranks third in the world in water resources per capita and this 

potential could make it one of the world�s leading countries in hydropower (Economist Intelligence 

Unit, 2007). The country�s total hydropower potential is around 527 BN kWh per year, and the 

generated electricity represent only 6.5% of this potential (World Bank, 2007a). Hydropower 

resources account for more than 90% of the fuel and energy balance, and Tajikistan generates 

between 16.5 and 17 BN kWh of electricity annually with hydropower contributing 99% to this 

(World Bank, 2007a).  

 

In the winter 2008 the state-owned power company, Barki Tojik, was forced to cut off electricity in 

most of the country, because the Nurek reservoir (see appendix IV) was frozen and could not 

function (pr-inside, 2008). The Nurek HPP is the largest in the country and generates about 11.2 BN 

kWh per year (Ministry of Energy). However, the reservoir is relatively small, which means that the 

potential can not be exploited fully. The main advantage of the power generated here is the low 

costs of around 0.3 U.S cents, which is due to the investment costs already being covered during the 

Soviet era (World Bank, 2007a). In addition to the Nurek Reservoir, Tajikistan has 25 smaller HPPs 

(see appendix V). Currently, Tajikistan is planning to increase its hydropower production by 

changing the Nurek dam�s mode of operation and by finishing the constructing the Rogun further 

up-stream (Wegerich, K. et. al., 2007) as well as the Sangtuda I and II down-stream.  

 

Tajikistan is still producing electricity below 1991 levels and rising demand for electricity leaves 

little scope for export, demonstrated by an increase in production of just 0.3 BN kWh from 2001 � 

2005, while consumption has risen by nearly 2 BN kWh (Asia Policy Research Co. Ltd, 2006). This 

is further worsened by the electricity consumption of the large aluminium plant, Talco, which 

consumes nearly half of the electricity in the country, meaning that Tajikistan can not provide 

electricity to its population (Najibullah, 2007).  

 

The energy sector is completely vertically integrated and under close monitoring by the Ministry of 

Energy (ADB, 2005) and Barki Tojik, controls all power production, transmission and distribution 

services in the country (Economist Intelligence Unit, 2007). Hence, the whole sector is government-

run. Accordingly, the WB (2007a) states that reforming Barki Tojik, ensuring transparency and 

accountability is essential for a well-functioning industry. Barki Tojik is now separated from the 
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Ministry of Energy and restructuring has begun (Somon Capital). However, the company is still 

very in-transparent and ineffective in its collection and billing systems (Charlotte Adriaen) and thus 

there are not enough funds for maintenance or construction of HPPs (ADB, 2006).  

6.2.2 Tariffs, Collection and Billing  

Closely linked to the inefficiency of Barki Tojik are tariffs, collection and billing. Electricity tariffs 

have been kept artificially low due to the political decision not to create discontent in the 

population; hence tariffs lie well below the real cost of electricity (Asia Policy Research Co. Ltd, 

2006). For example, the tariff was 0.6 US cents per kWh in 2006 but its cost recovery level was 2.6 

US cents per kWh (Asia Policy Research Co. Ltd, 2006). To overcome this and align tariffs with 

production and distribution costs, the GOT has issued a tariff policy for 2007 � 2010, which will 

increase tariffs from 0.75 US cents to 2.10 US cents by 2010 (Asia Policy Research Co. Ltd, 2006), 

i.e. tariffs were increased by 25% in February 2007 (Economist Intelligence Unit, 2007). The low 

tariffs have resulted in a deficit in the sector at around 10% of GDP in 2006; a reduction from over 

21% in 2002 (Economist Intelligence Unit, 2007), which is also linked to an unstructured billing 

and collection system where debt is often not collected (Asia Policy Research Co. Ltd, 2006).  

 

Table 2 show that losses, billing and collections are a large problem in the functioning of the 

electricity sector 

 

Table 2: Losses, billing and collections in 2002 
        

System Losses in GWh     3.028  
        

Undelivered Power (% of net supply)    11.0 

Unbilled Power (% of delivered power)    12.0 

Non-collection (% of billings)    30.0* 

Non-cash payment (%)     60.0 
        
*Barki Tojik figure was 14%, but has now been changed to 29% (Somon Capital) 
Source: World Bank, 2004. Regional Electricity Export Potential Study, in ADB, 2005  
 

The large losses and low tariffs lead to a decline in the technical quality of production operations, 

an increase in shortages and higher demand. In the winter, these factors combined with increasing 
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demand and falling output levels in the Nurek HPP resulted in frequent power cuts and the country 

falls short of 3 BN to 3.5 BN kWh during the winter months. (World Bank, 2007)      

 

Following the above discussion, the main problems of developing the electricity sector can be 

summarized as (World Bank, 2007): 

! incomplete implementation of institutional and economic reforms 

! low tariffs that do not support expanded production 

! growing demand of electricity 

! large energy losses 

! high costs of new as well as renovation of existing facilities 

 

Accordingly, the construction of new HPPs (the Sangtuda and Rogun) will make it possible to 

improve the electricity supply significantly in the winter months as well as giving ground for rising 

exports during the summer. Implementation of small HPPs will increase access to electricity in 

remote areas with high poverty rates. (World Bank 2007a) 

 

  

 

 
One of the many rivers running through the country 
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6.3 Implications of Hydropower Sector Characteristics  

6.3.1 Investment Climate 

The share of the private sector in the economy is only 40%, which partially has to do with lack of 

electricity, resulting in industry not being able to operate at full potential (Eurasian Transition 

Group, 2006) also affecting investments in the private sector negatively. For example, the decision 

of the GOT to rationalize electricity in the winter 2008 resulted in a shut down of restaurants and 

non-essential factories (UN, 2008).   

 

Tajikistan has undergone significant privatisation processes, which present extensive opportunities 

for foreign investors (Asia Policy Research Co. Ltd, 2006). Although privatisation in the region is 

nearly over, this has not resulted in larger FDI inflows (EBRD, 2002 in IMF, 2003) and FDI 

equalled 4% of GDP in 2007 (IMF, 2008). Several explanations can be given to this puzzle. First of 

all, countries that are located far from the EU and do not have prospects for entering will not attract 

FDI even though they significantly improve their policies (IMF, 2003). Secondly, the public and 

private infrastructures as well as the legal and regulatory frameworks are not appropriate for 

significant private sector involvement in the energy sector (Asia Policy Research Co. Ltd, 2006, 

Eurasian Transition Group, 2006). Thirdly, an inadequate institutional framework for investments 

exists and there is a need to build institutions appropriate for a market economy (IMF, 2003). 

Lastly, all this sums up to relatively high barriers to entry, impediments to competition and 

widespread corruption (IMF, 2003). 

 

The IMF (2003) argues that the low inward FDI into Tajikistan, despite increasing privatisation and 

improving macroeconomic indicators, is a result of the poor performing investment climate. 

However, investments in the energy sector are considered different than investments in other sectors 

because of the size, quality and location of energy reserves (IMF, 2003). Furthermore, MNCs in the 

energy sector have wide expertise in dealing with poor governance, corruption and weak institutions 

(IMF, 2003). This might be one explanation as to why the Tajik hydropower sector has attracted 

some FDI from Russia and Iran; yet it is still complicated by the large investments needed as well 

as the long perspectives on returns (Eurasian Transition Group, 2006). These large investments are 

further complicated by the unrealistically low tariffs. Moreover, the complexity and social as well 
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as environmental impacts have made hydro-development a much more public process than other 

resource exploitations (Bakker, 1999).  

 

Resource seeking FDI is the primary mode of investment in the CIS countries, while efficiency 

seeking FDI has been more dominant in transition countries with higher development standards 

(IMF, 2003). Hence, a strategy aimed at creating a more productive labour force and stable 

investment climate will probably spur efficiency-seeking FDI, which has the potential to increase 

exports. In relation to market seeking FDI, Tajikistan holds very low potential due to its location 

and small buyer power as well as the impediments from low quality infrastructure resulting in high 

transportation costs (IMF, 2003).  

 

In order to improve the investment climate, corruption is an important factor that must be addressed 

(IMF, 2003). In relation to this, an overarching problem is the inadequacies of Barki Tojik where 

the poor management leads to low transparency, because tariffs are not unbundled into production, 

transmission and distribution, but are instead under the control of one sole company, which in turn 

is controlled by the GOT. Hence, investors do not have a clear picture of what to expect when they 

enter the sector and attracting investors will most likely involve the GOT in taking on large parts of 

the commercial risks (ADB, 2005). Moreover, state-owned companies such as Talco have tax 

privileges not offered to private companies (Eurasian Transition Group, 2006). 

 

Lastly, the Tajik participation in the international economy is characterized by un-diversified 

production and export as well as poor use of competitive advantages in export (Eurasian Transition 

Group, 2006). The bad relationship with Uzbekistan further limits exports, since the only way to 

trade Tajik goods are by road through Uzbekistan, and this is limited by high tariffs lowering Tajik 

competitiveness (Eurasian Transition Group, 2006). Partially as a consequence of this, Tajikistan is 

a net importer of electricity.  

6.3.2 The poor 

The winter 2007/2008 has been the worst in three decades with temperatures as low as -22 degrees 

(UN, 2008). Coupled with the absence of electricity, this has serious consequences for the 

population, since they only had heating and electricity for a couple of hours a day in the capital 

Dushanbe, and more remote regions such as Khatlon have been cut off completely (Parshin, 2008). 
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This means that parents have to keep their children home from school due to the risk of them 

getting ill in the cold climate, and as a mother says: �They go from a cold apartment to a cold 

school, so they get ill. It's better if they stay at home wrapped in warm blankets,� (Pisarejeva and 

Odinaeva, 2008). Following these circumstances the lack of heating and electricity has serious 

effects on the education system, and although the GOT has forbidden schools to close down, 

parents still keep their children home. Moreover, the general health of the population is at risk and 

more specifically it has been reported that newborn babies have died in hospitals during power cuts 

(Pisarejeva and Odinaeva, 2008). Health is also a serious issue in rural regions where substitutes 

such as wood are used due to the lack of electricity. This energy source causes more pollution 

(smoke) and also contributes to deforestation (Lampietti et.al. 2007); hence, reducing health and 

general welfare of the population as well as damaging the environment. Moreover, industrial 

production has become seasonal due to cut-offs in the winter months (World Bank, 2007) resulting 

in shortages of essential commodities and services.         

 

Table 3 displays the differences in connection for the bottom 20% and the top 20% segments. 

 
Table 3: Housing amenities as % of per capita household expenditure 
        

             Bottom 20%       Top 20%           All Tajikistan   
        

Housing 

Working gas connection  16%               31%  21% 

Coal/wood/other (fossil)  80%               72%  77% 
source of heating 

Electricity connection  99%                99% 99% 

Average hours per day last  3                 3.6  3.2 
month electricity was cut 

Central heating   4%                 12% 6% 
        

Source: Falkingham and Klytchnikova 

 

Table 3 highlights that electricity connection is widespread for the whole population regardless of 

income. However, since gas connection and central heating are not widespread for the poor, they 

are very dependent on electricity for cooking and heating. Hence, the poor are the ones affected 

most by cuts in electricity.   
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A large percentage of income is spent on electricity especially by the poor indicating that it is a 

necessary good and that the poor will face a proportionately larger welfare loss from the planned 

tariff increase. Spending on electricity as a share of income has generally increased especially for 

the poor and on average a Tajik household spend 3% of its household income on electricity. 

(Lampietti et. al., 2007) 

 

Fankhauser and Tepic (2006) analyses the affordability of a tariff increase and find it to be a 

problem for most low-income consumers. The affordability depends on the speed of tariff increase 

relative to increase in income for the poor households, the rise in tariffs needed to cover costs, and 

the effect on demand. Their ultimate conclusion is that affordability constraints are not lowered by 

delaying tariff increase, and it is therefore not a useful way to reduce social impact of reform. The 

affordability at tariffs that allow for cost recovery will by an estimate for 2007 increase to 8.9% of 

household expenditure and by 2010 have fallen slightly to 7.8%, due to income growth. Hence, the 

tariff increase is higher than income growth. In other countries of the region such as Moldova, 

Armenia and Georgia tariffs have almost reached cost-recovery levels, but at the same time have 

made affordability an issue of concern and the percentage of income spent is more than double that 

of Tajikistan for the poorest 10% (Fankhauser and Tepic, 2006). Hence, the poor are more likely to 

report zero-consumption to avoid paying (World Bank, 2006). In order to overcome the problem of 

affordability one could let tariffs increase at the same rate as income; however, this is not feasible, 

due to the urgent need for reform in the electricity sector (Fankhauser and Tepic, 2006). Hence, 

there is a need to complement tariff reforms with measures to reduce negative social impact.  

 

A recent WB study examined the relation between electricity reform and the poor in Europe and 

Central Asia (Lampietti et.al. 2007). This study finds that since the poor spend a larger portion of 

their income on electricity a rise in tariffs leads to a relatively larger welfare loss for this group, 

since the change in consumer surplus2 is greatest here. Also considering and assuming income 

growth, the impact of tariff increase on poor household welfare will be smoother if the tariff 

increase is small and gradual rather than sudden and large. The most important conclusion from this 

study is that the poorest segments of the population are also the ones with the lowest electricity 

consumption, and they can therefore not cut further in their use of electricity without experiencing 

serious welfare losses. Consequently, without effective mechanisms to compensate for the tariff 
                                                
2 Consumer surplus is the gap between the actual prices of a commodity, in this case electricity, and the maximum price 
a person would be willing to pay rather than go without. 
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increase and thereby reduce the welfare loss of such increases, there is a risk that poverty will 

increase.  

 

Such a mechanism has been identified as life-line3 tariffs (World Bank, 2006). However, the way 

Tajikistan uses life-line tariffs is non-focused, since it reaches into the middle class segments of the 

population. Such general subsidies lead to waste of electricity, distortion in consumer behaviour and 

obscure power costs (ADB, 2005). Hence, subsidies to the poorest segments of the population are 

appropriate, but must be small enough to only reach this segment (ADB, 2005).   

6.4. Conclusion on the Hydropower Potential  

Tajikistan holds great potential in hydropower and it is of utmost importance to the country�s 

development and poverty reduction that this potential is exploited. However, several challenges lie 

ahead in assuring finance. Firstly, in order to attract FDI tariffs must be increased from 0.75 US 

cents to 2.10 US cents by 2010. Such an increase will have major impact on consumers and 

especially the poor, since they will have difficulties paying. Thus, it is likely that more will avoid 

paying their electricity bill if some measure for social protection for the poor is not implemented. In 

order to be sustainable, the sector must be re-structured to make it more efficient; thereby also 

reforming the investment climate in order to attract more FDI. Moreover, tariff increase should be 

accompanied by a more efficient collection system, so the revenues from increased tariffs are 

actually collected.  

 

Lastly, there is urgency for assuring a reliable supply of electricity so the crisis from early 2008 is 

not repeated. Hence, HPPs should be constructed rather quickly, which is not possible at the 

moment, due to the lack of finance. Thus, Tajikistan also faces the challenge of how to supply 

electricity to its population and industries this winter. The next section analyses how the 

development of the hydropower sector should be structured in order to meet the demands of its 

stakeholders on both generating exports and supplying the population with electricity.   

                                                
3 A life-line consists of a lower price for a given level of essential consumption (World Bank, 2006, pp. 233) 
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7. Hydropower Development     

The analysis of hydropower development is initiated by an identification and analysis of the 

different stakeholders. This is done in order to establish the influence and interrelations of 

stakeholders and determine what drives change in the sector. Next, the role of FDI and donor 

finance is analysed. Subsequently, it is analysed what implications electricity have for poverty 

reduction. Finally, the findings are combined by assessing the costs and benefits of FDI and donor 

finance in relation to poverty reduction and development.  

7.1 Stakeholder Identification and Analysis 

This section identifies the various stakeholders of the hydropower sector in more detail and analyse 

their interrelations. Hence, the stakeholder analysis forms the frame and background for the further 

analysis by determining which powers influence the strategic choices and drives change in relation 

to the sector. 

 

The key stakeholders of the hydropower sector in Tajikistan are identified as households, 

governments and the power utility (World Bank, 2006). According to theory, primary stakeholders 

are directly affected by hydropower projects and such stakeholders are here identified as 

households/consumers as well as industry, civil society and employees. Secondary stakeholders that 

can affect projects are identified as intermediaries such as investors, donors, media, policy makers, 

the power utility and external consultants. Based on this, the following stakeholder map is drawn, 

where the inner circle represents the primary stakeholders and the outer circle the secondary 

stakeholders:  
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Figure 4: Stakeholder Map for the hydropower sector in Tajikistan: 
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Primary stakeholders that are directly affected by the hydropower sector in Tajikistan are also the 

ones that suffer when the sector fails to deliver electricity. Hence, consumers are affected since 

electricity is rationalized and they cannot conduct their daily chores. The civil society is affected, 

since electricity is also rationalized in the streets (EC, February 9th 2008). Employees are affected 

by electricity cuts since they are laid off work. For example, the AKFED had to lay off 600 workers 

for 3 months solely due to lack of electricity (Yodgor Fayzov). This has a vast effect on those 

people�s lives, since they were not able to support their families during this period. Industry and the 

private sector are directly affected, since electricity cuts prevent them from doing business. This 

winter 10% of private companies did not function at all, while the ones that did only operated at 

60% (Charlotte Adriaen). One exception was the aluminium factory, Talco, which lowered its 

electricity consumption, but never went under 15 GWH a day, compared to 10 GWH in the capital 

of Dushanbe, leaving 14 GWH for the rest of the country (Charlotte Adriaen and EC, February 9th 

2008).  

 

Secondary stakeholders are not directly affected by electricity cuts. Expatriates (such as donors and 

external consultants), government staff (policy makers) and the power utility (Barki Tojik) were 
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excluded from the electricity rationings this winter (EC, February 9th, 2008). Moreover, investors 

are not directly affected by hydropower projects, since what actually affects their investments are 

government policies surrounding the investments (Yodgor Fayzov). The media plays a minor role in 

the sector, but is, nevertheless, quite interested in the construction of HPPs, as demonstrated by the 

meeting held by the WB on august 21st 2008, where journalists gathered to discuss the hydropower 

situation (WB, 2008). However, this meeting was facilitated by the WB and not by the GOT, 

indicating that the media and the GOT do not have close interactions.   

 

Finally, neighbouring countries are affected both directly and indirectly by hydropower projects; on 

the one hand they do not suffer from electricity cuts and shortages of supply, but on the other hand, 

they are affected by the construction of large dams, such as the Rogun, in Tajikistan. This will 

affect the economy, since the river, supplying the Rogun, also runs through Uzbekistan, and 

therefore it has consequences for Uzbek land and agriculture.      

7.1.1 Power Relations 

Stakeholder theory defines power as the stakeholders� level of influence on a project; legitimacy is 

concerned with the stakeholders� relationship with the project, and urgency is the level of the 

stakeholders� claim on the project (Friedman and Miles, 2006). 

 

According to the stakeholder priority model in figure 2, the different stakeholders of the 

hydropower sector are dotted into figure 5 and explained accordingly. 
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Figure 5: Stakeholder Priority Model for the Tajik hydropower sector: 

Level 3: high priority stakeholder 

 

 

 
 

Level 2: moderate priority: 
 

 
 
 
 

Level 1: low priority: 

 

 
 

Developed from Friedman and Miles (2006) 

 

A definite stakeholder is often a dominant stakeholder that has obtained urgency in its claims on a 

project (Mitchell et. al, 1997). Thus, the urgency of developing the hydropower sector has made 

donors a definite stakeholder, since their role is to foster development in the country and when 

electricity cuts are present it endangers people�s lives as well as restrain economic development. 

The GOT and Barki Tojik are, as �the owners� of projects and sector, pressured by donors, the 

international community and the population to act on the urgency of the problem. Although some 

have stated that the GOT holds no power, since it can not finance projects on its own, but is 

dependent on donors or FDI (Yodgor Fayzov), it is argued here that, since the GOT faces no 

opposition (Charlotte Adriaen), it holds the ultimate power of which projects are to be realised and 

under which circumstances. This is further illustrated by its claims on the ADB to move money 

from agriculture and into energy and infrastructure (Charlotte Adriaen). Theoretically, a definitive 

stakeholder should be given high priority since it holds all three features. However, in countries 

where corruption is pertinent it can be a problem for the sector to rely solely on giving such 

stakeholders priority. Hence, in Tajikistan where the government and the power utility are definite 

stakeholders, these are also the most corrupt. Therefore, it is likely that the benefits of a more 

developed sector will not reach the wider population, but will instead remain in the hands of the 

powerful few. A good example of power evolving into corruption is the president�s demand that the 
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minister of energy and the chief of Barki Tojik immediately sell off their cars and put the money 

into the energy industry (see appendix VI).      

 

Stakeholders with moderate priority play an active role in relation to the hydropower sector. Firstly, 

as dominant stakeholders, current investors receive much attention, since they have the finance. 

Moreover, investors have legitimate claims on the hydropower sector and have the power and 

mechanisms to act upon those claims and deal with the government (Mitchell et. al, 1997). Thus, 

the hydropower sector needs investments and foreign investors can fulfil this need, which means 

that they have the power to put claims on the GOT. If such claims are not accomplished, the 

investor can pull out and both parties loose. However, investors hold no urgency and, hence, it 

would be more feasible, as also stated by theory, to pay more attention to donors as definitive 

stakeholders, since this will cover the urgent need to generate more electricity via hydropower.    

 

Secondly, consumers and households are dependent stakeholders, meaning that they have urgent 

claims on the hydropower sector to supply them with electricity, but no power to carry these claims 

out (Mitchell et. al, 1997). Hence, they rely on other stakeholders, such as donors or investors to 

carry out such claims. Finally, dangerous stakeholders include those that can pose a violent threat to 

other stakeholders and non-stakeholders as well as the sector itself (Mitchell et. al, 1997). Such 

stakeholders could be neighbouring countries where conflict lies just beneath the surface due to the 

disputes over water and the consequences of the Rogun HPP (see appendix VII). It must be noted, 

however, that no such conflict has aroused, but as cited by Smith (1995, p.351): �Nowhere in the 

world is the potential for conflict over the resources as strong as in Central Asia�. Although this is 

a rather old statement it is still valid today as was observed during field studies and interviews.  

 

Latent stakeholders do not play an active role in the sector and are characterized by having only one 

of the three attributes (Mitchell et. al, 1997). First and most importantly are the dormant 

stakeholders that hold power and can therefore relatively easy acquire another attribute which will 

move them into the second layer. In the Tajik hydropower sector such stakeholders are potential 

investors, which are characterised by having utilitarian power, since they can spend a lot of money 

(Mitchell et. al, 1997). Potential investors have little or no interaction with the sector, but since they 

have the potential to acquire another attribute and become investors, the GOT should pay a lot of 

attention to such investors. Secondly, the media is a discretionary stakeholder because it operates at 
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the mercy of the GOT that controls it (DFID, 2007). Thus, it is termed a latent stakeholder since it 

does not expect anything from the hydropower sector and holds no power (Mitchell et. al, 1997). 

Finally, NGOs are classified as demanding stakeholders, since they can be the �annoying� sound to 

the GOT or donors (Mitchell et. al, 1997). In the case of Tajikistan, NGOs are not really an issue, 

since they have been crowded out by the GOT (DFID, 2007), which is a severe shortcoming of the 

civil society.  

 

Based on this analysis, the next section will examine how the different stakeholders can drive 

change, and thereby foster development of the sector. Moreover, it is analysed how the hydropower 

sector can act as a driver of change for development of the country as well as how it influences on 

other drivers of change.   

7.1.2 Drivers of Change  

According to the analysis of stakeholder power it is evident that the definite stakeholders, with high 

priority, are all secondary, while the primary stakeholders are of moderate priority. Consequently, 

the stakeholders that are most directly affected by the shortcomings of the sector are also the ones 

with least power to drive change in the sector.  

 

In general, more emphasis on the private sector and particularly the hydropower sector as a driver 

of change is advocated for, in order to assure development in Tajikistan. This is due to the absence 

of an opposition in the political environment, which means that some of the drivers for political 

development will emerge from the struggle over economic resources (DFID, 2007). In this sense, 

the hydropower sector will be the key to develop the potential of the state to generate new income; 

and as an IMF representative puts it: �It should be FDI that is the dominant stakeholder but it is the 

donors. It does not need to be like this if the regulatory environment is established�. Hence, 

investors are seen as the most important stakeholder and driver of change; all there is needed is for 

the GOT to provide them with an enabling and stable business-environment, which will give them 

the urgency to invest and thereby become definite stakeholders. Overall, hydropower potential is 

the clear advantage of Tajikistan�s economy and it can develop to become a very important driver 

of change for development. 
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Another important driver of change for Tajikistan is the remittances from migration (DFID, 2007). 

Migration has increased by 80% due to the shortages of electricity and has actually resulted in a 

balanced state budget although most private enterprises were shut down during this winter (IMF, 

2008). This is, however, not a sustainable way to uphold a budget surplus, since changes in the 

Russian economy (where most migrants go) could put an end to the wages and tax revenues 

obtained abroad (DFID, 2007). Moreover, migration as a source of generating GDP will not lead to 

value-added development of the Tajik economy, and therefore Tajikistan must itself generate jobs 

and employment for its population. Hence, electricity shortages have a negative impact on 

sustainable development and job-generation in the country, since it increases migration.      

 

An important driver of change in hydropower sector development is limiting the excessive use and 

rising demand of electricity, which is a large problem, since it makes it even more difficult to 

supply the whole population with electricity. This problem is also highlighted by Yodgor Fayzov 

from the AKFED: �We are poor because we are wasting resources�. Hence, the population is not 

aware of the need for saving resources such as electricity, which means that the positions of 

stakeholders are especially relevant in meeting the need to educate the population on how to save 

energy. In relation to this, four major stakeholders are identified as playing a key role in informing 

the population on savings (UNDP, 2007): Firstly, Barki Tojik, which does not have any interest in 

electricity savings but rather in profit maximization, and therefore in an increase in electricity 

demand. Secondly, the GOT is interested in, on the one hand to increase competitiveness and 

productivity of the hydropower sector by creating new HPPs. On the other hand it wants to save 

energy in order to increase production profitability and develop the economy. Hence, the state is 

interested in electricity savings and reduction in costs per unit. Thirdly, the industrial consumers 

have similar interest as the state, i.e. they want to reduce costs per unit and increase production. 

Lastly, the population is interested in minimizing the electricity bill and therefore it is the only 

stakeholder that just wants to reduce its electricity demand. Thus, the stakeholders with the least 

power to drive change (the consumers) are the ones with the largest interests and the best prospects 

for saving electricity. However, the population is uninformed about ways of saving energy and 

resources in general (Yodgor Fayzov), and therefore the prospects for savings are quite low.  

 

The Danish example (see appendix VIII) shows that it is important that the government acts as a 

role model for how to save resources (IEA, 2006). However, since the GOT was not part of 
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rationings, this is not happening, and during this winter�s electricity crisis only the government staff 

and expatriates were not included in the electricity rationings (EC, February 9th, 2008). 

Accordingly, two of the definite stakeholders are not solely interested in reducing demand, but have 

other agendas as well, leaving little hope for the GOT setting the example of demand reduction as 

shown by the case for Denmark.     

 

In Tajikistan, especially the AKFED is an important player in promoting information about 

electricity savings, since they are launching campaigns targeted at the consumers on how to save 

resources (Yodgor Fayzov). The view of Somon Capital4 is somewhat different, saying that 

stakeholders are generally in a bad position to educate private consumers, since these consumers 

have paid the same tariff for 15 years (Jamshed Rahmonberdiev). Hence, consumers can not see the 

purpose of an increase in tariffs. Contrary to the Danish example, the opinion of Somon Capital is 

that investors are in a better position to educate consumers than the government (Jamshed 

Rahmonberdiev), since they have the role as power providers and can therefore inform the 

consumers of why prices increase and why savings should be made. Additionally, Somon Capital 

states that the GOT could play a role in promoting electricity savings but it lacks the efficiency in 

collection and billing (Jamshed Rahmonberdiev). Hence, it can not carry out efficient savings, since 

the collections are flawed with corruption and money for electricity often end up in the collectors 

pockets (Jamshed Rahmonberdiev). Therefore savings are not relevant to people, since they either 

do not pay or they pay symbolic amounts for electricity, which are not related to the actual usage.  

 

Following the need for savings, the key demand drivers are tariffs, population trends and GDP and a 

relationship between those and the consumption must be identified by Barki Tojik (ADB, 2006). 

Thus, Barki Tojik must align tariffs so they encourage people to save electricity and at the same 

time collection rates must be increased substantially so consumers actually pay for the electricity 

they use. Here, the poor are more likely to report zero electricity expenditures, highlighted in 

Tajikistan by nearly 15% of the poorest 20% reporting zero expenditure, and 8% of the richest 20% 

(Lampietti et. al., 2007). As it is now, tariffs are too low and do not encourage savings and, 

moreover, the inefficiency in collections are demonstrated by one expatriate stating that he has not 

yet received an electricity bill, although he has been in the country for over 6 months (Michael 

Jones).  
                                                
4 Somon Capital is the first domestic Investment Bank working in Tajikistan. It provides a wide range of professional 
investment banking services and advice. 
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7.1.3 Summary 

From the stakeholder identification and analysis it can be concluded that the most important 

stakeholders that should be given high priority are also secondary stakeholders, which are not 

affected directly by the shortcomings of the sector. On the other hand, primary stakeholders, such as 

consumers, that are directly affected by the performance of the sector do not hold powers to 

influence the sector. Moreover, primary stakeholders are the ones with the largest incentives to 

drive change through savings, but they are uninformed by the secondary stakeholders and therefore 

the prospects for change in the sector are limited.  

 

Conclusively, the most important driver of change in the hydropower sector is the political will to 

induce consumers� savings and also the will to create a reliable business environment. Since the 

hydropower sector has been identified as the most important economic driver of change, steps to 

accomplish these targets will induce the potential of the sector to become the factor that will change 

the Tajik economy and secure its future development path.   

7.2 The Role of FDI 

This chapter analyses how FDI can contribute to developing the potential of the hydropower sector 

in Tajikistan. Based on the discussion of the investment climate and the characteristics of the 

hydropower sector, FDI strategies, government strategies and effects on host country are analysed. 

 

Planned investment projects to expand the hydropower sector are listed in table 4 and add around 

10.000 MWH to the electricity generation (ADB, 2005). 
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Table 4: Planned Investments in the Hydropower Sector 

        

Generator  Status  Location          Capacity (MWH) 

        

Dashtijum  Planned  Panj  4.000 

Rogun  Partly Constructed Vakhsh  3.600 

Shurob  Planned  Vakhsh     750 

Sangtuda I  Partly Constructed Vakhsh     670 

Kaphtarguzar Planned  Obikhingou     650 

Sangtuda II  Partly Constructed Vakhsh     229 

        

TOTAL                                10.524 
        
 Source: ADB, 2005 
 
 
These investments are all large compared to the Tajik economy and the development of energy is 

the sector that requires the most financing (ADB, 2005). Especially interesting are the Rogun, and 

Sangtuda I and II, which are large dams that have been underway since the Soviet era and are 

estimated to cost US$1.2 billion, US$500 million and US$180 million respectively (ADB, 2005). 

Moreover, they will take years to complete and there is no guarantee that the owners of such 

projects will actually use them for domestic supply, since it might be more profitable to export the 

electricity if tariffs do not increase in Tajikistan (ADB, 2005). Currently, there are signs of this 

happening, since the Rogun will be divided into 50/50 for exports and domestic supply (Charlotte 

Adriaen) and from Sangtuda I 55%-60% will be dedicated to exports (GOT).  

7.2.1 Investor Strategies 
Current investors are important stakeholders in the Tajik hydropower sector. Russia is investing in 

Sangtuda I, while Iran is building Sangtuda II (DFID, 2007). Russia also promised to complete the 

larger Rogun HPP, but negotiations fell apart due to disputes over aluminium (see appendix X). 

Regarding the Rogun, there have been discussions of establishing a consortium of potential 

investors from western companies, but due to the risky investment climate and political instability, 

the project seems unattractive to most international companies (DFID, 2007).   
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The investment from Russia is a clear case of resource-seeking FDI, which may generate export 

potential but will have little effect on employment and spill-over (Chang 2003). In this sense, 

Tajikistan is capable of attracting a lot of resource-seeking FDI to its hydropower sector, since the 

country strategy is very focused on promoting exports through its water resources. However, as the 

Rogun case shows, this can be a risky path, since Russia tried to gain power over other resources as 

well. Hence, such a strategy is unlikely to result in larger electricity supply at the domestic market, 

since much of the revenues will go offshore. Moreover, employment generation will be limited, 

since local businesses can not function during the winter months without electricity, and the sector 

itself is not labour intensive. Hence, migration will not be solved through resource-seeking FDI and 

revenues, natural resources, and human capital will still go off-shore, not contributing to building a 

sustainable economy. Consequently, resource-seeking FDI is not the way forward for developing 

the hydropower sector into a sustainable source of national growth and development.    

 

Contrary to resource-seeking FDI, market-seeking FDI might have positive impact on employment 

and local content (Chang 2003). However, there is no evidence of such FDI in Tajikistan, since the 

market is very limited due to the very low tariffs. This is a problem, since coverage of domestic 

demand is essential in order to avoid another electricity crisis. Moreover, the strategy of large HPPs 

is focused on facilitating exports (GOT) and therefore it only incorporates domestic demand and 

needs to a limited extent. Hence, if Tajikistan is to base its development path on the hydropower 

sector it is important that the population is supplied with electricity, which in turn needs market-

seeking FDI, which in turn needs higher tariffs to enlarge the domestic market and make it 

attractive.   

 

The third type of FDI is efficiency-seeking, which is likely to contribute to net exports and 

technology transfer but is also likely to have few local linkages and small spill-over effects (Chang 

2003). It is unlikely that Tajikistan will be able to attract such FDI to its hydropower sector, due to 

the large investments required and the relatively low knowledge base and unreliable investment 

climate. Hence, the country needs to develop its human capital base and assure that value-added can 

be absorbed in the local economy so both foreign investors and Tajikistan can benefit. However, at 

its current development stage, this lies well ahead in the future. 
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Lastly, strategic asset and capability seeking FDI can contribute to positive spill-over of technology 

and knowledge. Tajikistan has strategic assets in the form of HPPs, which foreign investors might 

acquire. However, the unstable business environment makes it risky to invest in such plants and low 

tariffs restrain the return on such investment. Hence, this type of FDI could be favourable for 

Tajikistan, but reform on tariffs as well as investment climate is needed before this can become 

reality.     

 

Although this evidence seems to point to little contribution from FDI to the development of the 

hydropower sector, one case study shows something different. This is the case of the Pamir Energy 

Company, a Public Private Partnership (PPP) between the GOT, the AKFED and the IFC. This 

company is managing all power generation, transmission and distribution facilities in the GBAO 

region of eastern Tajikistan. The Pamir Energy works independently of the national grid and is 

compiled of a private investor putting money into an energy project and a donor making sure that 

the additional costs do not exceed the affordable rate of the population. A purely commercially 

driven private investor would not be able to get an acceptable rate of return on such a project, 

hence; the private investor must have some social incentive like the AKFED does (Markandya, A. 

and Sharma, R. 2004). The Pamir Energy is a best case benchmark, since it was able to supply 18 

hours of electricity a day to the poor population of GBAO during this winter�s extensive cut offs in 

the rest of the country (Yodgor Fayzov).  

 

Since the Pamir Energy is private and the rest of the national grid is public, this case also points to 

some of the political implications of developing the hydropower sector. It shows that the lack of 

political stability and competencies of government staff and institutions (Asia Policy Research Co. 

Ltd, 2006) affect investments and it would probably be more feasible if the GOT and its institutions 

did not play the role as the leading stakeholder and owner but left this to private investors. Hence, 

the GOT should keep a marginal and facilitating role as has been seen in Denmark (IEA, 2006), and 

not control the industry.    

 

Contrary to the findings in chapter 6.3 that there are large obstacles for FDI, Somon Capital states 

that it is not that difficult to invest. The GOT always give its support to investors, but is stopped by 

the IMF crisis (see appendix IX). However, the issue is that the guarantees from the GOT often do 

not hold and examples show that the GOT can take guarantees back when the investment is half 
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done (Yodgor Fayzov). Thus, the largest problem is corruption, which does not seem to be 

terminated within the next decade or two, since the president effectively has secured himself the 

position until 2020 (DFID, 2007). This is also backed by Somon Capital, stating that there is a need 

for tariffs to reach cost recovery level and for the regulatory/business environment to become more 

stable, put in another way: �What is important is that independent power producers are allowed�, 

(Jamshed Rahmonberdiev). Hence, the rather depressing theoretical prospects for FDI are contrary 

to Somon Capital�s experience of the large potential and they have 20-25 project proposals for 

HPPs, just waiting for investors. Their statement is that the time is right for investment, there is a 

market and the investors are ready, since there is a quick return on investment for hydropower 

projects. Hence, investors are ready and will enter Tajikistan�s hydropower sector with resource-

seeking FDI strategies when the business environment and tariffs are in place. Investors will 

generally tend to favour investments in large HPPs, since the returns are bigger with larger potential 

for exports, due to the limited domestic market. The question is now, what Tajikistan can do to 

secure that they get the most out of such investments when they arrive. The next two sections will 

analyse this issue in more detail.   

7.2.2 Government Strategies 
This section will analyse the government strategies regarding FDI and attracting investors. Much 

emphasis is put on tariff reform, since this has been found to be a main obstacle for investment. 

Moreover, the investment climate is also examined and the section ends with an assessment of the 

government strategy on FDI.  

 

In order to overcome the problem of attracting investments, the GOT has initiated a two-track 

strategy for energy sector development (GOT, 2007). Firstly, the domestic energy sector must be 

improved by energy loss reduction, efficiency improvement and rehabilitation of plants. Secondly, 

large projects, mainly focused on exports but with some supply to the domestic market, should be 

developed. The first track is focused on development of small HPPs with participation from donors, 

whereas the second track focuses on large HPPs with finance from FDI. Hence, the GOT is aiming 

for construction of both small and large HPPs as well as developing a more effective energy system. 

However, the first track has not been completed due to extensive losses by Barki Tojik and the lack 

of funds for maintenance and rehabilitation of HPPs (ADB, 2007, Asia Policy Research Co. Ltd, 

2006). Moreover, weak corporate governance, in-transparency and inefficiency in collecting 

revenues from consumers (Charlotte Adriaen and Jamshed Rahmonberdiev) restrain investment. 
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Nevertheless, the GOT has already moved on to construct large HPPs for exports, while domestic 

demand is still to be covered.   

 

This strategic choice of favouring large HPPs over small HPPs demonstrates the shift from public to 

private engagement in the hydropower sector (Oud, 2002). The choice is closely linked to investor 

strategies, since most foreign investors will favour large projects with larger potential for exports 

and revenues. Hence, the GOT favours HPPs such as the Rogun, Sangtuda I and II. These HPPs 

have been under way since the Soviet era, and require extensive financing and have large impact on 

the regional stability as well as the environment in which they are situated. Since these are all 

privately funded HPPs, the conclusions from Oud (2002) that ��the shift from public to private 

sector funding is the major factor for the decline in hydropower construction� (Oud, 2002, pp. 

1223) are verified. On the other hand, the maximum investment cost for which a HPP is viable has 

been reduced with about 40% due to private investors entering; thus, implying better conditions for 

investment. The reason for the decline should therefore be found elsewhere and here tariffs play an 

important role. As shown in chapter 6 of this paper, the tariffs are kept artificially low and are less 

than half compared to other countries in the region (ADB, 2006). Below is shown the tariff action 

plan put forward by the ADB.   
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Table 5: Tariff action plan (ADB, 2006) 

 US cents/KWh 

 

Talco 

 
Other 
Industries 
 
Agriculture 
 
Irrigation 
Pumping 
Summer 
 
Irrigation 
Pumping  
Winter 
 
Other  
Org. 
 
Residential 
(<250KWh) 
 
Residential 
(>250KWh) 
 
Other 
commercial  

2006                       2007                        2008                          2009                       2010 

0.85 1.04                         1.22                          1.37                         1.50 

 

0.85                     1.04                             1.22                          1.37                         1.50 

 
0.38                     0.61                             0.98                          1.58                         2.54 
 

0.16                     0.30                             0.55                          1.05                         1.99 

 

 

0.32                     0.59                             1.10                            2.10                       3.99 

 

0.54                     0.93                              1.64                           2.87                       5.04 

 

0.51                      0.75                           1.17*                          1.89                        3.22 

 

 

0.86                      1.69                             2.86                          4.37                        5.44 

 
1.34                      1.76                             2.33                           3.40                       5.05 

Weighted 
Average 
TOTAL 

 

0.70                      0.96                             1.32                           1.82                       2.50 

*Official numbers rate this as 0.914 as of January 1st 2008 (Somon Capital) 

 

From this it is evident that the upper rates will be placed on households that use electricity as a 

luxury good and not as a necessity, as well as on the commercial sector and organisations. Hence, 

large companies, such as Talco and industry in general have very preferable rates. This is partially 

understandable, since Talco should receive some advantages from its economies of scale and from 

being the country�s largest electricity consumer. However, Talco does not pay its bills regularly 

(ADB, 2005) and at the end of 2005 it had a debt with Barki Tojik equivalent to 6.5 months of 

revenue (ADB, 2006). The lack of payments from Talco reduces the revenues for Barki Tojik, 

which it needs to finance and maintain HPPs. Hence, the most important issue for maintenance is 
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tariff increase and collection rates (ADB, 2006), which is the only way Barki Tojik can increase its 

revenue. Thus, tariff increases are not only important for fostering FDI, but also for maintaining 

already existing equipment and keep the sector financially sustainable, and it would be preferable to 

begin tariff reform with Talco, since this is where the largest amount of revenues is. Additionally, 

the above recommendation from the ADB is aligned closely with that of Somon Capital that also 

advocates for an increase to an average around 2US cents, with the upper tariff around 4-4.5 cents 

(Jamshed Rahmonberdiev). The difference between the two is, however, that Somon Capital 

advocates for a larger increase for industry than for private consumers (Jamshed Rahmonberdiev).  

 

In order to address the complex issue of tariff reform one must also consider the use of seasonal 

tariffs, which undermine the attempts to align tariffs with costs, since they are used as a summer-

discount, when electricity is abundant and not as higher tariffs during the winter when electricity is 

scarce (ADB, 2005). If tariffs were raised during the winter months it would lower demand, thereby 

compensating for the low supply in the winter. Raising tariffs would further improve the problem of 

over-use of electricity. Some Tajik people report spending around 2000 kWh a month whereas the 

average spending for a family of four in Denmark is 4000 kWh a year (Somon Capital).   

 

Since, a tariff increase is needed to attract investors; the demand will fall as a consequence of this, 

which will induce the much needed savings. In the task of aligning tariffs with demand and assure 

proper investment revenues, Denmark provides a good example for how renewable energy can be 

supported through tariffs. In Denmark, 3% of customers� final household bill and 9% of businesses� 

final bill is the above-costs for renewable energy (IEA, 2006). In Tajikistan, the electricity bill must 

be constructed somewhat different, but due to the very low tariffs it is viable to discuss some 

percentage of the final bill being set aside for construction and maintenance of HPPs as well as for a 

social protection scheme for the poorest. According to the Danish case and Somon Capital, this 

percentage ought to be higher for business and industry than for consumers, but as table 5 shows, 

this is not the scenario at the moment.  

 

Another concern in tariff reform is the argument from the World Bank (2006) that there might be a 

mismatch between timing of costs (higher tariffs) and benefits (higher quality in delivery) of tariff 

reform. The welfare loss associated with this can be minimized by explicitly linking tariff increases 

to higher service quality (World Bank, 2006), thereby also improving the public opinion towards 
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tariff increase and reform. As determined earlier in this section, low tariffs make it difficult to 

allocate resources for operations and maintenance. Current steps to address the problem are to raise 

tariffs gradually and provide a compensatory mechanism for the poor (ADB Tajikistan Outlook). 

Hence, tariffs should be raised slowly in order to minimize welfare losses, but this will in turn result 

in higher fiscal losses. Therefore collection rates must be increased before tariffs, so losses are 

avoided.  

 

To accomplish efficiency in the sector, Denmark can be used as a benchmark. Denmark plays a 

ground-breaking role in energy efficiency due to government policies of setting an example, high 

taxes, negotiated agreements with industry, public service campaigns etc. This strategy could also 

be implemented in Tajikistan: Firstly, tariff agreements with industry should be implemented, since 

many small businesses are in fact willing to pay more for electricity as long as it is supplied reliably 

(Somon Capital). Secondly, the GOT must set an example for electricity savings, which will help 

educate the population. However, this is not likely to occur, since the general view is that 

government staff and the elite are not included in electricity cut-offs. Lastly, the GOT must assure 

its own revenues and reduce its risks by setting taxes accordingly. However, the strategy of 

attracting all types of FDI does not foster this and it is often seen that the GOT can not comply with 

its own promises to foreign investors. Hence, it would be more feasible for the GOT to focus on 

attracting market- or asset-seeking FDI, by adjusting tariffs and assuring a stable investment 

climate. If such a strategy is followed, investors would be competing over the sector and the GOT 

could select the types of FDI, which give the best spill-over and transfers to the economy. 

7.2.3 Effects on Host country 
There is a need to create the necessary framework for private investors in hydropower and 

managing the risks associated with investments (Bartle, 2002). Moreover, as shown by theory, such 

investments must be carefully targeted in order to provide the right spill-over to the economy. 

 

FDI to the hydropower sector has two significant effects on Tajikistan, depending on what the focus 

of the FDI strategy is. On the one hand, the importance of developing the country�s export potential 

through the hydropower sector is evident, since Tajikistan is an energy importer (IMF, 2003). 

Hence, it is important to develop the hydropower sector into an export generating sector so that 

Tajikistan can attract FDI. This would further stimulate private sector development and spur the 

country�s economic growth. On the other hand, domestic demand is increasing and there is a need 
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to address this issue by increasing electricity supply and reducing demand through encouragement 

of savings in order to avoid a new crisis.   

 

Regarding the first point, it is essential that Tajikistan uses its potential for renewable energy in its 

economic growth strategy, since its location and market size as well as the investment climate are 

not favourable for FDI. Moreover, it is important that the public sector can set rules of the game for 

FDI so they can share risks (Briscoe, 1999). However, as illustrated in the previous section, 

evidence shows that the increasing involvement of the private sector in hydropower development 

implies a more diffuse and unclear form of governance with important political and technical 

consequences, which is the loss of accountability and transparency in Barki Tojik, as well as the 

future environmental and social impacts of projects (Bakker, 1999). In comparison with the Pamir 

Energy, this also reveals that the government should pull back from being the main stakeholder of 

the sector and should instead play a facilitating role, assuring that tariffs and taxes are reasonably 

adjusted for supply and demand. Hence, the effect on the host country from large HPPs financed 

through FDI means that the GOT must restructure Barki Tojik so unnecessary risks are avoided. 

Additionally, it is important that the GOT assures that MNCs comply with the rules of the game and 

do not exploit the country�s resources or cause environmental and social damage. (Oud, 2002) 

Hence, guidelines for conducting business must be established by the GOT in order to meet the 

demands of MNCs as well as assuring positive spill-over to the country from FDI. Thus, investors 

such as Russia in the Rogun are not feasible, since they seek to gain control over other resources as 

well. The GOT was, however, quite efficient in its evaluation of this investor and rejected the 

claims from Russia. 

 

Accordingly, development of the hydropower sector must target FDI to the sector and keep it 

focused on key areas such as coverage of domestic demand, savings and collections. At present the 

GOT is aiming too broadly, inviting everyone to invest. This is also demonstrated by the GOT 

implying a general �wait-and-see� policy and as a result it operates very pragmatically, trying to get 

as much assistance as possible from its international partners (Eurasian Transition Group, 2006). 

This is not in line with general theory on FDI saying that host-countries trying to attract MNCs 

should focus their efforts on specific targets where the country stands to gain the most. Hence, the 

result of too unfocused investment will most likely be that the sector will not develop in a way that 

will contribute to the urgent need for electricity supply.  
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Regarding the second point, a major problem of the electricity sector in general is the increasing 

demand, which must be reduced. Barki Tojik could play a central role here as well as could 

international investors through FDI, as advocated for by Somon Capital. PPPs could be another 

alternative; thus, combining efforts from private investors and the public sector. The significant 

issue is here that the electricity companies (public or private) aim at enforcing savings, and this 

should be facilitated by the GOT through its energy strategy.  

 

Related to savings are the collection rates, which are quite poor in Tajikistan, with 29% of revenues 

being written of as technical losses (Jamshed Rahmonberdiev). Here it might be useful if private 

investors played a larger role, since they must assure high collection rates in order to meet the return 

on investment. However, serious effort must be made to increase collections before private 

investments in order to attract and maintain investors. Moreover, it is important that all players 

align their incentives in order to back reform and share risks of non-payment (Lampietti et al, 

2007). This is in line with the general theoretical conclusion that FDI can be beneficial if the goals 

of the host country are aligned with those of the investing company (Lynn, 2003). The country 

goals of Tajikistan are continued economic growth and poverty reduction, and the case of the Pamir 

Energy shows that when goals such as poverty reduction are incorporated into investment, the 

results are very good. However, this is a one-case scenario and other investment initiatives aim too 

broadly and most investors do not have the social perspective incorporated in their FDI strategy.  

 

Hence, the strategy is to generate high and fast returns on investment, which will contribute more to 

exports than to reliable supply of electricity to the poorest. This will of course contribute to the 

strategy of export promotion set forward by the GOT, but it will contribute little to the short-term 

need. Hence, liberalisation of the FDI policy regime may hinder the absorption of positive effects, 

because restrictive policies help target FDI to special sectors and also assure that FDI contributes to 

host country development. The above evidence points to the risk of FDI leading to more harm in 

Tajikistan, since the �rules of engagement� are too broad and unfocused (Sumner, 2005). Moreover, 

the country goal of poverty reduction is not incorporated sufficiently into the strategies, since the 

GOT focuses on large HPPs contributing more to exports than to coverage of domestic demand, 

while also running the risk of regional conflict.      
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7.2.4 Summary 

The country goals of Tajikistan are continued economic growth and poverty reduction. More 

explicitly for the energy sector it is to assure reliable supply of electricity, create financially feasible 

utilities and promote exports. Although FDI is not much evident in Tajikistan, investors are lined up 

and waiting for better conditions; and there are good prospects for resource-seeking FDI in the 

future. However, it would be more feasible if more market- and asset-seeking FDI could be 

attracted, since this would reduce the risk of exploitation and increase supply to the domestic 

market.  

 

Attracting such FDI depends to a large degree on government strategies and tariff reform. In this 

regard it is important that tariff increase is aligned with increase in collection rates; otherwise the 

tariff increase will not have the intended effect. Tariff reform is very complex, and first it is 

necessary that Barki Tojik is re-structured to overcome its inefficiency. Second, a mechanism for 

social protection for the poorest is needed, so they can still pay for electricity. Third, the proposed 

tariff plan favours industry over population, not following the example of Denmark. It would be 

preferable to let industry carry a higher share of the tariff increase, since it has better payment 

conditions. Fourth, increase in tariff must be followed by better and more reliable supply; otherwise 

there is a risk of opposition to the reform. Finally, savings will be induced by tariff reform and 

should be backed by private investors that must play a key role in promoting savings and 

collections. 

 

In attracting the right kind of FDI it is also important to reform the investment climate, so risks are 

reduced. Here the GOT is the main obstacle due to vast corruption and lacking institutional 

framework. Moreover, effects on the host country must be considered, and here it is important to 

address the issue of covering domestic demand. As the situation is now, this is not possible through 

FDI, due to the small market and low tariffs. Hence, the effect from FDI on Tajikistan will at best 

be increased exports; but there is a risk that most revenues will go overseas, leaving Tajikistan with 

little but lost resources.      

 

Conclusively, as proposed by Tarp (2003) and also demonstrated by Pamir Energy, cooperation 

between private, foreign investors and donors could help build the institutional, macro-economic 
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framework, which allow FDI to become a larger part of the Tajik economy. The next chapter will 

look into this issue by analysing the role of donors in hydropower development.  

7.3 The Role of Donors 

This chapter analyses donor effectiveness, donors and government policies and the micro-macro 

paradox in order to assess the role of donors in the development of the hydropower sector. 

 

Finance from donors provided to hydropower projects can be characterised as project aid with a 

component of programme aid, since it mainly focuses on projects of e.g. building a dam or a plant, 

but at the same time has the long-term development goal of supplying electricity with some element 

of self-control for the GOT in how to spend the money (Lynn, 2003). Donors have a key role in 

Tajikistan and soft credits to the energy sector amounted to US$750 million in 2007 (GOT, 2007).  

7.3.1 Donor Effectiveness 

In section 7.1 it was concluded that donors are some of the most important stakeholders. This means 

that they hold large power to influence the sector. The general thought is that the ultimate measure 

of donor effectiveness is how much it contributes to poverty reduction. According to Morissey 

(2005) donor finance can affect poverty through four channels. Below these are examined in 

relation to hydropower in Tajikistan.    

 

The direct channel is when donor finance is targeted directly at the poor or support services to the 

poor. Several donors contributed to overcome the crisis this winter by supplying alternative sources 

of heating, food, blankets, etc. However, this is characterized more as emergency aid and does not 

take the form of donor finance to projects. Alternatively, mechanisms for reducing the negative 

welfare consequences of a tariff increase, if provided by donors, are targeted directly at the poor. 

Donors, such as the SDC have been financing exactly such mechanisms and AKFED and UNDP are 

financing smaller and mini HPPs, which seem to have a direct effect on poverty reduction. As stated 

by Yodgor Fayzov from the AKFED, mini HPPs have a direct effect on poverty reduction, since the 

poor are supplied with electricity from cheap HPPs which they run and own themselves, and they 

can therefore set prices and rationings accordingly. As is also shown by the Pamir Energy, GBAO 

had electricity 18 hours a day during the winter, and since this is the poorest region in the country, it 

had large effect on poverty reduction. Moreover, this is a good example of ownership and 
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participation in donor financed projects, which are decentralised to the local population. Thereby 

the critique of path-dependency and principal-agent problems is overcome by such projects. 

 

The second channel of donor effectiveness is indirect via growth where donor finance supports 

economic growth, which leads to poverty reduction. Donor finance to the hydropower sector is 

quite extensive, and among others ADB and the WB are major players. However, the issue is 

whether this finance will in fact lead to macro-economic growth, since the sector is very inefficient 

and collections and billing are not working. In the longer run, an improved hydropower sector can 

lead to economic growth, because the private sector can function better when electricity is supplied 

in a stabile manner. However, the private sector is still suffering and it is yet to be proven whether 

investments in hydropower will be targeted in a way that will foster economic growth. Moreover, 

measures should be established to assure that this growth is evenly distributed and reach the poor. 

There are no signs of this happening in the current institutional framework in Tajikistan. 

 

The third channel is indirect via government spending, where donor finance allow for higher 

government spending on issues, which are especially important to the poor. In Tajikistan, the 

hydropower sector is not the closest related to poverty reduction. Several donors state that 

agriculture reform will have larger effect on poverty reduction (Charlotte Adriaen, Rudolf Schoch), 

since most poor live in rural areas. However, as demonstrated by the claim on the ADB to move 

money from agriculture into energy and infrastructure (Charlotte Adriaen), the GOT favours 

hydropower over agriculture. Hence, the GOT will rather put money into hydropower and energy 

than spend it on agriculture and it can therefore not be claimed that donor finance of HPPs will 

indirectly lead to government spending in other sectors with larger influence on poverty reduction.  

 

The fourth and last channel is pro-poor policy, where donors can encourage the government to 

enhance poverty reduction strategies. Due to the IMF crisis, finance has become difficult, but, on 

the other hand, donors can impact pro-poor policies by telling the GOT what initiatives they want 

implemented or initiated in order to provide finance. As stated by Charlotte Adriaen: �If you (the 

government) do this or this we can help you, otherwise we can not�. Hence, at present donors have 

large power to influence pro-poor policies; however, the GOT has shown signs of also having great 

power, due to the claim on ADB to move money. Thus, there are relatively large power-struggles 

between donors and the GOT.       
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Donor effectiveness has been constrained by lack of coordination between the various donors 

(World Bank, 2007a). During field studies, I also gained the impression that donors have very 

different agendas with some (WB, IMF) focusing on the macro-level and hard conditions such as 

improvements of the investment climate, whereas others (e.g. UNDP, SDC, AKFED) work more 

towards poverty reduction with a focus on the micro-level.  

7.3.2 Donors and Government Policies  

Tajikistan wants to be an integrated part of the world economy, but does not have the ability to be 

constrained by commitments that do not allow alternative economic assistance from the 

international community (Eurasian Transition Group, 2006). Hence, Tajikistan can not stand alone 

and is very dependent on its donors for finance and support, and therefore the prospects of 

becoming an integrated part of the world economy are fairly long. However, both countries within 

the region and outside, view Tajikistan as an important player on Central Asian development, and 

are therefore interested in developing their economic and political stand in the country. This has 

resulted in a special foreign policy in Tajikistan, called the multi-vector policy, by which the GOT 

is able to use international players� interests in the region as well as the controversies amongst 

them. (Eurasian Transition Group, 2006). This again shows that the GOT is not able to focus its 

policies on specific partners, but instead spread interests over many partners with very diverging 

agendas; thus enhancing the risk of rent-seeking behaviour within government officials, also 

highlighted by the IMF (2003) as a constraint to investments. The consequence of the multi-vector 

policy is that any donor or company willing to invest in the country is considered positive, hence, 

making it very easy to build cooperation, but at the same time it is creating bottlenecks for further 

development (Eurasian Transition Group, 2006).  

 

According to theory, it is important that the government and population are incorporated when new 

projects are initiated to avoid �principal-agent� and �path-dependency� problems. The leftist critique 

of donor aid and loans centres on aid being a mode of furthering the goals of the West (Lynn, 

2003). This is in line with the critique of hydropower projects, since they have high impacts on 

local populations and environment. Hence, a participatory approach is particularly advocated in 

relation to such projects and has been followed up in Tajikistan by the AKFED, engaging in mini 

projects that are managed and controlled by the local population of the villages in the GBAO 



CMI Master Thesis, September 2008   Hydropower Development and Poverty Reduction  

 63

region. However, the rest of the country is characterized by government led finance of HPPs, which 

are quite large and there is virtually no local participation in those HPPs. 

 

In order to be effective, donor aid and loans should be integrated thoroughly with the overall 

development programme of the recipient country as an addition to domestic resources (Lynn, 2003). 

Since, hydropower is a large focus of the GOT; donor finance must be aligned with this in order to 

be effective. However, donors are quite focused on agriculture, since they view this as the most 

effective sector to reduce poverty. As determined in the previous section, strategies of the GOT and 

donors tend to differ, and there are signs of power struggles between these two powerful 

stakeholders. Hence, donor finance is not as effective as it could be, because there are many 

discussions over how to allocate funds effectively. Moreover, these differences point to 

environmental and social standards of international donors being different from the standards of 

Tajikistan, which is a problem since they ought to be aligned in order to assure effectiveness 

(Klimpt et. al, 2002).  

 

Furthermore, finance is difficult due to the IMF crisis and donors are now very cautious in 

financing anything in the country. A debt strategy is currently under way to solve the problem 

(Charlotte Adriaen), and it is hoped that donor finance can soon be implemented again. It will, 

however, take some time before suspicion is eliminated completely and donors again can trust the 

GOT with their funds.   

 

Conclusively, the relationship between the GOT and donors can be characterized as a form of 

power struggle, since on the one hand the GOT influences donors by telling them where they should 

put their funds, and on the other hand, donors influence policies by stating that they will not fund 

anything until the GOT has carried out its debt strategy. Hence, the two most powerful stakeholders 

do not work together, which damages the development of the hydropower sector. The GOT is 

dependent on donors and must therefore comply with the demands from them and therefore it can 

be concluded that the principal-agent problem exists in Tajikistan, except the GBAO. Moreover, the 

focus of the GOT on large HPPs contrasts the focus from donors on financing small and mini HPPs.  

 

As a powerful stakeholder, it would be preferable if donors engaged in more lobbying for 

institutional frameworks that would encourage FDI; thus, creating synergies between donors 
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finance and FDI as advocated for by Tarp (2003). In this way, the critique that donor support can 

lead to crowding-out of private investments, due to reduction in taxes and private investments 

(Ranis, 2007) can be offset by increasing cooperation between donors and international investors 

(Tarp, 2003).  

7.3.3 Micro-Macro Paradox 

Mosley (1987) first identified the micro-macro paradox in donor finance. The paradox stems from 

the lack of evidence of effects on development and poverty at the macro-level but a number of 

successful projects at micro-level. However, much donor finance tend to focus on the macro-level 

of structural adjustment programmes, PRSPs and enforcing pro-poor policies, which is a problem, 

since poverty is a micro-economic phenomenon (Tarp, 2003), where small stakeholders, such as 

households should benefit. Hence, if donor finance was targeted at the micro-level, small 

stakeholders would gain the means to influence the macro-level and thereby change it. In this way 

participation and ownership could also be implemented more efficiently, since it is the behaviour of 

stakeholders at micro-level (consumers) that determines the effectiveness of aid (Tarp, 2003) and 

drives change, which was also determined by the stakeholder analysis. In Tajikistan donors as 

AKFED and UNDP do focus on the micro-level by funding small and mini HPPs in the poorest 

regions. This has been done with great success and demonstrates that decentralised loans at local 

level are efficient in reducing poverty and moreover, they are less likely to suffer from contract 

breaks (Tarp, 2003), as has been seen recently in Tajikistan with the IMF crisis at macro-level. 

Hence, the effects on micro-level are evident, and donor finance has led to poverty reduction.  

 

Tarp (2003) concludes his discussion on the micro-macro paradox by recommending that a local 

partner, which sees the benefits from aid, is identified, and that donors put larger emphasis on the 

micro-economic level in order to reach the groups that actually need the aid. By capacitating those 

groups they can influence the macro-economic level and act as drivers of change. However, 

decisions regarding the hydropower sector have generally been taken at macro-level by 

governments in collaboration with donors (Oud, 2002). Moreover, since hydropower development 

is a very public process it is often biased towards the international development agenda (Bakker, 

1999) and is not focused on the local context. This is also the case in Tajikistan, where donors as 

the WB, IMF and EC, focus on the macro-level, arguing that it is important in a country as poor and 

unstable as Tajikistan, where most reforms are needed at this level (Charlotte Adriaen). Hence, the 
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argument is that it is not politically viable to overlook the macro-level, although projects still run at 

the micro/community level (Charlotte Adriaen). Thus, donors are bound by political agendas and 

try to influence the macro-level, through pro-poor policies, instead of capacitating the population so 

they can drive change in the country. On the other hand, it was also argued that it is necessary with 

a link between the micro and the macro level, and therefore most donors adopt a sector approach 

and use budget support (Charlotte Adriaen), thus combining macro and micro at a meso-level. 

However, this does not seem feasible for effectiveness, according to the micro-macro paradox, since 

the effects have been seen on micro-level and therefore a strategy focusing on meso-level is not as 

efficient as one that focuses on micro-level. 

7.3.4 Summary    

The role of donors is characterised by the effectiveness of their finance. In this sense, some donor 

finance has a direct impact on poverty reduction if it is focused on small and mini HPPs at micro-

level. The evidence of indirect effects is not apparent, since it is still to be seen whether such 

finance will lead to economic growth at the macro-level. Moreover, it is not apparent that donor 

finance promote extra government spending in poverty related areas, since the focus of the GOT is 

on hydropower and it has been stated that agricultural development would have greater effect on 

poverty reduction. Hence, the relationship between donors and the GOT is characterised by a power 

struggle, since both are powerful stakeholders, but their agendas vary and therefore effectiveness 

could improve by greater cooperation between the two. Moreover, donors can influence pro-poor 

policies, but more cooperation between donors and FDI would increase effectiveness and could 

generate synergies, with donors assuring the development of a stable investment climate allowing 

for FDI.  

 

Conclusively, this points to the micro-macro paradox also being present in Tajikistan with large 

effect on poverty from efforts at micro-level, whereas it is not so evident that it has an effect on 

macro-level, due to the power struggle and recent IMF crisis.  

7.4 Implications for Poverty Reduction 

Based on PRSP and the capability approach, this section analyses the implications of electricity 

shortages and development of hydropower for poverty reduction.  
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7.4.1 Poverty Reduction Strategy Papers 

As determined in the theoretical framework, the PRS2 is organised in three blocks: 1) a functional 

block, covering public administration reform, macroeconomics, private sector, investment climate, 

and international cooperation; 2) a production block, covering food security, agriculture, 

infrastructure, energy and industry; and 3) a social block, covering health, education, water and 

sanitation, housing and general social welfare (World Bank, 2007a). Based on the findings from the 

previous analysis, this section analyses how the hydropower sector in Tajikistan contribute to these 

three blocks.     

 

In the functional block the elements are largely political, since public reform is necessary to develop 

the private sector and the investment climate as well as international cooperation. In Tajikistan, the 

private sector suffers from lack of electricity, since it can not function and workers are laid off. The 

electricity crisis also meant that small businesses, which are often informal and driven by the poorer 

parts of the population, suffer; thus, increasing poverty. As found in the stakeholder analysis, 

international cooperation is very important in water related issues in order to avoid regional 

conflict.  

 

In relation to PRS2, the following key tasks of the hydropower sector have been identified for 2007-

2009: 1) implementation of institutional reforms, 2) more effective use of available resources, and 

3) encouragement of new and existing projects in the sector (World Bank, 2007). These tasks are all 

closely related to the functional block, since they are largely government driven. Hence, the key 

driver of change is evident here, namely political reform, but also the production block is 

represented, since the focus is on hydropower and therefore on energy. Regarding the first task, the 

World Bank (2007) states that special attention must be given to enforce exports to neighbouring 

countries. The second task especially entails a restructuring of Barki Tojik as well as building 

smaller HPPs that will improve the electricity supply for hard-to-reach regions. Also construction of 

larger HPPs (Sangtuda I and II and Rogun), which are part of existing investment projects, will 

create significant improvements in the electricity supply in the winter as well as for export during 

the summer. Hence, special attention is being given to the promotion of new and existing 

investments in energy projects. This includes modernisation of existing plants in order to increase 

efficiency, but also construction of new HPPs.  
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Some considerations must be related to these key tasks identified by the WB. There is an 

overwhelming focus on developing industry and exports, which is in turn assumed to contribute to 

poverty reduction indirectly. This points to the combination of hard and soft conditions in donor 

support, and shows that the PRSPs are still focused on hard conditions such as structural 

adjustments at macro-level. Hence, donors hold large power over Tajikistan and its development 

(Mosse, 2005). Moreover, the focus on reducing poverty through strategies for export of electricity 

is risky, since the domestic demand is still to be covered, which is best accomplished by smaller 

HPPs. Hence, the PRS2 overlooks the importance of satisfying domestic demand. This does not 

mean, however, that the key tasks are not important in order to create sustainable development, but 

what is urgently needed at present, such as avoiding that the electricity crisis from this winter is 

repeated, is not covered in the PRS2. Hence, if the Nurek HPP fails, as it did this winter, it is likely 

that the electricity crisis will repeat itself in the years to come with serious consequences for the 

poor population as well as for the economic development.   

 

The production block covers food security and agriculture, which are closely related to electricity 

and hydropower, since lack of electricity affects the poor and the population in general because they 

have to spend their money on alternative energy sources. Since the poorest 20% spend on average 

3% of their income on electricity, whereas the richest 20% spend around 2% (Lampietti et. al., 

2007), they do not have the means to spend extra on alternative energy sources, and therefore food 

security is affected negatively by electricity shortages, since people do not have sufficient money to 

buy food. Moreover, development of the agricultural sector has been affected negatively by the 

increasing focus from the GOT on developing energy and hydropower; thus not leaving as many 

funds for agriculture, which is actually a sector with large potential to reduce poverty (Rudolf 

Schoch).  

 

The social block is related to general social welfare, where the lack of electricity affects education 

and health. A large element of the social block is to find a way to improve collection rates and cost 

recovery in the electricity sector, while maintaining a balance with social protection. As determined 

in section 7.2, tariff reform is urgent to assure investments, but at the same time it is important that 

the poor are compensated, since poor people�s expenditure is more elastic than the non-poor, and 

the elasticity of demand is 1 for the poor and 0.5 for the non-poor (Lampietti et. al., 2007). This 

shows that the poor can not lower their electricity much further and therefore it is important to 
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compensate them through a social protection scheme (Lampietti et. al., 2007). Hence, the issue of 

how to increase tariffs at the same time as collection rates is very important, since this will result in 

maximum effect and revenues from the tariff increase. Conversely, if only tariffs are increased and 

collections are still lacking, the tariff increase will have minor effect, and the money paid by 

consumers can not be used to improve supply and reliability. More public discontent is then likely 

to evolve, thereby constraining reform. On the other hand, if a tariff increase is aligned with 

collections and comprehensive social protection schemes, it does not have to impact the poor 

negatively. Such a scheme can be constructed in Tajikistan using examples and experience from 

other countries; e.g. a case study from Rwanda on electricity sector reform analyses methods for 

raising tariffs to the double (World Bank, 2006). This case displays alternative tariff designs 

including the Inverted-U Block Tariff Structure (IUBT), where the price is reduced on all 

consumption below 20 kWh coupled with an above cost-recovery tariff on all consumption between 

20 and 100 kWh; thereby recovering some of the income lost in the first 20 kWh. Consumption 

above 100 kWh was set at cost-recovery level; thus letting the middle-income segment pay for the 

tariff increase (World Bank, 2006).  

 

The IUBT is different from the traditional Inverted Block Tariff (IBT), which is a simple way of 

saying that lower consumption of electricity gives lower tariffs, since the poor are expected to use 

less kWh than the rich. The problem with this is, however, that everyone benefits from the low tariff 

on the initial kWh, leading to high leakage of the benefits provided to the poor (World Bank, 2006). 

Another alternative is Volume Differentiated Tariffs (VDT�s), which only give the lower tariff to 

households that keep their consumption below a certain level. This is often referred to as a lifeline 

tariff that should be affordable to everyone. However, one problem exists with this construction, 

which is that equally poor households may end up paying different tariffs if one of them e.g. spends 

0.5 kWh above level and the other 0.5 kWh below level (World Bank, 2006). Lastly, the WB (2006) 

concluded that, in Rwanda, the IUBT performed only slightly better than the IBT and worse than 

the VDT.   

 

These suggestions from the WB are similar to those from ADB on tariff increase in Tajikistan (see 

table 5). Here a residential tariff below consumption of 250 kWh is lower than tariffs for 

consumption above this level. The exact structure of the social protection scheme is, however, 

rather unclear, and no one I spoke to could give me an exact recommendation for how to structure 
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the social safety net for a tariff increase. This is very important, since tariffs can not be increased 

before such a measure is in place; due to the large social costs this would have. 

 

There are some issues related to the suggestions from ADB and WB. Firstly, it is important that 

subsidies are small enough to only reach the poorest segment (ADB, 2005) and 250 kWh seems 

rather high for a low tariff, compared to the need for savings. Thus, it is likely that such a life-line 

will not merely benefit the poorest for which such a scheme should be structured, but also the more 

well-off parts of the population. Moreover, there is virtually no middle class in Tajikistan, and 

therefore it will be difficult to implement an IUBT in the country, since it would then be a very 

small part of the population that would have to finance the larger part (the poor and the rich). 

Hence, it is not feasible that the lower tariffs can be financed by such a measure in Tajikistan. Based 

on these considerations as well as the need for structuring a social protection measure relatively 

quickly, in order to start fostering investments in the sector, it is recommended that Tajikistan 

implements a VDT with a low rate for the first 100-150 kWh5 and then a gradual increase in rates, 

so the very steep rise in tariffs is avoided if a consumer only exceeds the limit with a few kWh. 

Such a gradual increase would e.g. be for the first 5 kWh and then rising slowly, reaching the high 

tariff at 50-100 kWh above cheapest level.         

 

Case studies from Central Asia show that although reform in the power sector promises to improve 

service and liability, increase in tariffs and disconnections of non-payers are very unpopular and the 

public is often sceptic towards privatisation of state assets (World Bank, 2006). Hence, one must 

also consider the soviet heritage, which pulls in the opposite direction since former republics have 

been used to not paying. Nevertheless, evidence point to e.g. smaller businesses and consumers 

being willing to pay more for reliable supply of electricity (Somon Capital).  

 

This section has dealt with the PRSP for Tajikistan. However, this measure does not determine 

exactly what the effect from lack of electricity is on the poor. Hence, the next section will use the 

capability approach to examine in what way electricity contributes to reducing multidimensional 

poverty. 

                                                
5 This amount of kWh is based on the current consumption pattern in Tajikistan and the need for savings. Moreover, the 
structure of the VDT with a gradual increase makes it more feasible to have lower amount of kWh than advocated for 
by ADB. In this way the poorest end up paying very little, and the poor that spend a little more end up paying slightly 
more, etc.  
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7.4.2 Capabilities and Electricity    

As determined in the theory section, electricity is a commodity and its characteristics are generation 

and provision of energy. The capability to function for a person is the ability to heat, cook, turn on 

the light etc., and the utility is the pleasure from being able to do so (Sen, 1992). The vast majority 

of people in Tajikistan will find pleasure from having electricity, since the winters are very cold and 

in the cities there is a certain standard of living, with universities etc. so electricity is very important 

for the overall functioning of society. Moreover, the capability to function depends on the ability to 

use the characteristics of electricity, and even in the poorest region of the country, GBAO, people 

rate electricity over food as the main issue for their daily lives and capability to function (Yodgor 

Fayzov). Furthermore, the capability to function is the one that comes closest to standard of living, 

and therefore insufficient electricity supply limits people�s capability set, since they do not have the 

freedom to choose between possible ways of living in order to reach well-being (Sen, 1992). 

Consequently, people attach great value to electricity as a commodity, and they are able to use it. 

Accordingly, electricity is something lacking in people�s lives and therefore they desire it, since 

they have not found a way to live without (Sen, 1985). Hence, it is not merely a desire for a 

commodity that is present here, but in fact a need with great value and electricity is important for 

achieving basic functionings, such as being able to keep warm, buy food, send children to school, 

go to the hospital etc. These functionings are seriously limited by the lack of electricity in Tajikistan 

and multidimensional poverty increases as a consequence of this. Therefore insufficient electricity 

inhibits people to be or do what they want and, thus, they do not have the capability to function well 

in society.  

 

According to (Briscoe, 1999, pp. 462) �There is a clear relationship between energy and human 

capacity�. Based on the capability approach, this argument is backed by various researchers and key 

stakeholder in the sector, stating that lack of electricity largely affect people�s capability to function, 

since it affects education, health, businesses etc. This is related to the more advanced functionings 

such as avoiding shame (Adam Smith), having self-respect (John Rawls), and taking part in the 

community (Peter Townsend) (Sen, 1983; Sen, 1992). In this sense, participation in the community 

(e.g. attending school) is limited by lack of electricity, since it is so cold during the winter that 

health is at risk. However, it must be stated here that lack of electricity is widespread across the 

country and actually the poorest region is the one with best provision of electricity. These factors 

will diminish the feeling of shame and lack of self-esteem, since people might be poor, but 
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relatively speaking, most people are affected by electricity cuts. Consequently, electricity shortages 

affect the basic functionings more than the advanced ones, which was also proven this winter when 

several countries sent emergency aid to overcome the life-threatening situation faced by many 

people in Tajikistan.   

 

Consequently, better supply of electricity may lead to a reduction in both income and 

multidimensional poverty, since people will have easier access to jobs/income during the winter as 

well as possibilities to function. However, the increased tariffs can lead to an increase in income 

and multidimensional poverty, because people will have to spend more on electricity and therefore 

not have money for other necessary goods. Conversely, the current situation of insufficient 

electricity supply has led people to spend more on alternative sources for heating and cooking. This 

means that they use proportionately more money on energy sources than they would with reliable 

electricity supply, and therefore people do not have money to buy food (EC, 25 February 2008), nor 

the time to work, since they had to go all day and collect e.g. firewood (Yodgor Fayzov).  

7.4.3 Summary  

Poverty reduction depends largely on development of the hydropower sector in order to assure a 

reliable supply of electricity. In relation to the PRS2, developing the sector will tap into all three 

blocks and will contribute significantly to poverty reduction. Regarding the capability approach, 

electricity plays an important role in people�s daily lives and their capability to function in society; 

and specifically the basic functionings are affected.   

 

Tariff reform needs special attention if future investments are to be assured and in relation to 

poverty reduction a social protection scheme must be set up in order to compensate the poorest for 

an increase in tariffs. It is advocated here that such a scheme focus on the poorest and that it is 

constructed as a VDT with a low tariff for the first 100-150 kWh and a gradually increasing tariff 

above this measure. Moreover, collection rates are vital and must be increased if a tariff adjustment 

is to work. Hence, it is important to get this in place before tariff increments are initiated; otherwise 

there will be none or negative effect from such a reform. 

 

As this section has determined there is an urgent need to develop the hydropower sector in order to 

reduce poverty. The previous sections have analysed the role of FDI and donor finance, and the 
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final section of this paper will link all these aspects by conducting a cost-benefit analysis of FDI 

and donor finance in relation to the country goals of economic growth and poverty reduction.   

7.5 Cost-Benefit Analysis 
CBA is used when deciding upon a project, and when initiating it, it may be supposed that the 

benefits outweigh the costs. However, as Sen (2002) argues a large dam and irrigation project in 

India helped a lot of people with access to water, but at the same time flooded large areas thereby 

displacing others and not compensating them sufficiently. Here opponents argue that costs 

understood as �human costs� have often been neglected in deciding on projects (Sen, 2002). Hence, 

in relation to hydropower projects it is essential to determine whether the costs are bearable in 

comparison with the benefits deriving from the project. The capability approach to project analysis 

is incorporated here, which allows for also addressing costs and benefits based on their 

contributions to the basic requirements for peoples� ability to function (Clements, 1995). 

Consequently, the costs and benefits are listed and discussed according to their importance. Since 

there are different costs and benefits for different stakeholders, the CBA also differentiates between 

three levels: society, project and recipients.  

 

Overall, it has been found from the previous sections that reliable electricity supply has large social 

benefits, but in addition to this, environmental benefits are also evident from electricity. Electricity 

cuts cause people to use firewood as an energy source; thus, resulting in the use of firewood having 

used up around 70% of the trees in the GBAO (Markandya and Sharma, 2004). This could be 

solved by enabling people to use electricity in their daily lives. Hence, development of the 

hydropower sector and construction of HPPs will have positive environmental impacts, since wood 

is saved and nature preserved in other areas of the country. This is contrary to the general critique of 

HPPs found in chapter 3, which is that they scam nature and damage the environment. 

7.5.1 Costs and Benefits from FDI in Hydropower 

As found in chapter 3, large HPPs can damage the environment further down-stream. Accordingly, 

a major cost of developing the hydropower sector through FDI is that this will be linked to 

development of large HPPs that can potentially spur political instability and conflict in the region. 

These costs are even larger than social and environmental costs of large HPPs (Charlotte Adriaen) 

and there is a risk that the further construction of the Rogun will foster so much instability that it 

will eventually lead to serious conflict between Tajikistan and Uzbekistan. However, as concluded 
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by Wegerich, Olsson, and Froebrich, (2007, p. 3816) ��the construction of an additional dam 

could offer a basket of benefits for all the riparian states along the river�s course and even beyond 

the basin�. This was also discussed at the International Conference on Water Related Disaster 

Reduction, held in Dushanbe, Tajikistan on 27-29 of June 2008. One such dam could be the Rogun, 

about which it has been guaranteed that it will submit water to both Uzbekistan and Turkmenistan 

and thereby promote irrigation and better quality water (Kholmatov, 2008). Hence, there are 

diverging opinions of what impact the construction of the Rogun will have on neighbouring 

countries and only time will show what the result will be. At present it can, however, be concluded 

that for all countries to benefit as well as for overcoming the costs of potential conflict it is 

important that countries in the region cooperate on water recourses, in order to both overcome 

disasters and to develop the potential of the vast water resources. For example Tajikistan and 

Uzbekistan can exchange electricity from Tajikistan and gas from Uzbekistan; thereby creating a 

win-win situation (Charlotte Adriaen). However, at present, the prospects for cooperation are very 

low, since the two countries have ended up in a political muddle of power struggles.  

 

Talco consumes nearly half of the electricity generated during the winter, thereby leaving the 

population with little or no electricity. Hence, projects are initiated based on the need for electricity 

of large companies as well as the GOT�s desire to export, with little attention to social and 

environmental impacts (Fearnside, 2001). This is, in theory, important for the overall development 

of the country, and as stated by the EC �One must weigh the consequences of not building a 

hydropower plant like the Rogun against moving 12.000 people� (Charlotte Adriaen). Thus, it is 

implied that moving 12.000 people will benefit so many more and in the end also the 12.000 

moved, since they will have access to electricity.  

 

Since FDI is generally used for resource intensive HPPs, the financial costs are very high for such 

large HPPs. For example the Rogun will cost US$1.2 billion. Compared to the costs of mini and 

small HPPs, built from used, cheap materials, this seems as a very large investment; however, there 

is no turning back at this moment, since it is nearly finished and has been underway since the 

1980�s. Hence, FDI is focused on long-term economic development and will not be able to meet the 

urgent demand for electricity at the moment.   
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A contrary example is the Pamir Energy that has constructed low-cost mini and small HPPs based 

on a PPP. This project is very interesting since it also entails FDI from an investor with social 

incentives as well as economic. This has resulted in large benefits to the local population of GBAO 

and they, generally, do not oppose HPPs, since they have been informed by the AKFED and they 

now realize that they have no choice if they want electricity they must also have HPPs. 

Additionally, the HPPs are operated and managed completely by the local population, meaning that 

people have the possibility of influencing the projects themselves and they can therefore minimize 

the negative consequences. Hence, the Pamir Energy contributes to people�s capability to function 

by supplying electricity for basic needs as well as capacitating them to manage HPps themselves. 

Furthermore, the HPPs are so small that they can only affect the environment to a very low degree 

and at the same time increases people�s capability to function considerably. It should also be stated 

here that the Pamir Energy has received finance form donors, and is therefore also a good example 

of how participation and ownership can be combined with a coordinated effort between private 

investors and donors. 

 

Other benefits from FDI in the hydropower sector are that the large HPPs will promote exports and 

industry as well as foster investments into the country in general. This is a large advantage, since 

donors will eventually pull out of the country, and therefore it is important to have attracted FDI 

that can spur economic growth and development, thereby reducing poverty indirectly. Moreover, 

they can potentially contribute to cover domestic demand.     

 

Proper information and accounting of costs in the environment is essential for countries that depend 

on export of primary commodities and their natural resource base, and sustainable comparative 

advantages are better assessed with such information (Aguilar and Semanchin, 2002). However, 

such information is not easily accessed in Tajikistan, since the sector is very in-transparent and it is 

difficult, even for Barki Tojik, to measure the exact financial costs of building large HPPs 

(Charlotte Adriaen). Hence, it is even more difficult to assess the environmental and social costs of 

such projects, but nevertheless, they are still carried out.  

 

Conclusively, the general unfocused strategy for attracting FDI is limiting the potential of the Tajik 

hydropower sector, since it does not aim at any specific type or quality of FDI. Hence, it would be 

beneficial if Tajikistan incorporates specific measures into its FDI strategy in order to attract asset-
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seeking FDI, which can contribute to poverty reduction by assuring spill-over, employment and 

value creation in the development of the sector.  

 

Below the different costs and benefits from FDI are displayed according to their importance and 

stakeholders at three levels identified in the theory section. 

 

Table 5: Costs and benefits from FDI 

 Costs Benefits 

Society - High risk of exploitation if the 
GOT does not implement a 
focused FDI strategy 

- Private investors can help assure 
larger efficiency in the sector e.g. 
with collection rates 

 
Project - Development of large resource 

intensive HPPs in favour of 
exports, which need large amount 
of finance 

- The decision-making process does 
not consider environmental and 
social costs sufficiently, due to 
large international companies  

- Rogun has the potential to spur 
serious conflict in the region 

- Large HPPs will promote exports 
and investments to the country in 
general: thus fostering economic 
growth and indirectly, poverty 
reduction 

  

Recipients - Large HPPs financed by FDI tend 
to move several thousands of 
people who must find new places 
to live 

- Little effect on urgent need for 
electricity and no direct impact on 
poverty reduction 

- PPPs are of great benefit to the 
population when the private 
investor has a social element in 
the investment, e.g. Pamir Energy 

- Large HPPs will generate a lot of 
electricity leading to increased 
supply to the population 

 

7.5.2 Costs and Benefits from Donor Finance in Hydropower 

Donors are mainly involved in support to smaller and mini hydro and therefore the costs stemming 

from FDI, which mainly goes to larger HPPs, due to the need for return on investment, are not as 

evident in donor finance. 

 

However, a large cost of developing the hydropower potential through donor finance is the risk of 

Tajikistan becoming too dependent on donors. This is demonstrated by donors setting conditions for 

finance, and these conditions have become harder due to the IMF crisis. Several donors state that if 
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the GOT would just do as it was told, Tajikistan would be in better condition. Hence, donors try to 

impose own thoughts and opinions on the macro-level with little regard to the country�s goals. 

Following this, there is a risk that Tajikistan is not allowed to develop on its own, but is instead 

forced to undertake initiatives, which it would not otherwise have followed.   

 

In Tajikistan, experience with environmental and social costs has not been as large as in other 

countries such as in India and Brazil. Hence, HPPs have not faced large opposition, but rather they 

have been advocated for as a sustainable and renewable energy source. The benefits of large HPPs 

to the local population are questionable; however, donors mainly finance small and mini hydro, 

which have good impact on poverty reduction, and is therefore a benefit from donor finance.  

 

A major benefit from donor finance to the Tajik hydropower sector is that it tends to focus on 

poverty reduction. Although the micro-macro paradox exists and the WB puts relatively large 

emphasis on structural adjustments in the PRSP, the critique of donor support being too focused on 

macro-level is not as evident in Tajikistan. This is mainly due to several donors, such as the 

AKFED, SDC, and UNDP etc. focusing mainly on mini and small HPPs, which have large impact 

on poverty reduction. Hence, donor finance plays a key role in meeting the urgent demand for 

electricity in order to avoid another crisis.  

 

Institutional reform is needed in order to assure that pro-poor policies are put in force to guarantee 

distribution of the benefits from hydropower. Here donors play a large role, since they can put 

conditions on their finance and thereby impact pro-poor policies at macro-level. However, the 

power struggle between the GOT and donors limits the benefits to a certain degree. 

 

A large problem is the instable regional situation due to large HPPs. Donors can play a key role in 

overcoming this cost, by helping to stimulate cooperation between countries in the region. Hence, 

agreements must be negotiated with powerful stakeholders, such as Talco and neighbouring 

countries. 

 

The standards of donors and local government are very important to donor effectiveness and it is a 

large cost of developing the hydropower sector when the agendas of donors and government are not 

aligned. In Tajikistan this is a problem, since many donors focus on agriculture as the main engine 
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for poverty reduction (DFID, 2007). Conversely, the GOT is more focused on developing the 

hydropower sector since this will attract more investments to the country as well as generate larger 

prestige (Charlotte Adriaen). Environmental standards are fairly similar for donors as well as for the 

GOT, since none of the donors mentioned the environment as a main obstacle for building large 

HPPs. Social standards, however, are quite different between the two, since donors focus on smaller 

HPPs, contributing more to poverty reduction, whereas the GOT centres its attention on larger 

HPPs, contributing to economic growth and exports.    

 

According to the three levels: society, project and recipients, the table below displays the various 

costs and benefits from donor finance; listed according to their importance.  

 

Table 6: Costs and benefits from donor finance 

 Costs Benefits 

Society - Donors focus on agriculture and 
the GOT on hydropower 
development. Hence, there is a 
mismatch between the agendas. 

- Social standards differ between 
donors and the GOT 

- Dependence on donors for 
finance, leading to loss of 
sovereignty. 

- Donors have great impact on pro-
poor policies through their 
conditional loans 

- Donors can facilitate cooperation 
in the region; thus preventing 
conflict  

- Not an evident focus on structural 
adjustment programmes 

Project - Donors have stopped finance to 
projects due to IMF crisis 

 

- Large impact on poverty 
reduction from finance of small 
and mini HPPs. 

Recipients - Donor finance is not as focused 
on exports as FDI; hence, the 
sector will not make as much 
money as though successful FDI. 

- Large impact on poverty 
reduction from small and mini 
HPPs; thus implying a large 
benefit for the population and 
consumers 
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8. Conclusion       

According to the country goals of Tajikistan, which are continued economic growth and poverty 

reduction, the overall research question addresses the issue of how the potential of the Tajik 

hydropower sector can be exploited in order to contribute to poverty reduction through foreign 

investments. In addressing this problem, stakeholders have been identified and their power relations 

have been analysed in order to assess the drivers of change for the sector�s development. Moreover, 

the role of FDI and donors as foreign investors has been analysed in order to assess how they affect 

development of the sector. Subsequently, the implications of electricity shortages and development 

of hydropower in relation to poverty reduction were analysed. Based on these findings, the costs 

and benefits of developing the hydropower sector through FDI and donor finance were examined.  

 

According to the electricity crisis in early 2008, there is an urgent need to develop the hydropower 

sector quickly, so the crisis is not repeated. Tajikistan has large hydropower potential of which only 

around 6.5% is presently used. This vast potential can be exploited by initiating reform of the 

sector, making it more transparent and profitable to invest in. In order to accomplish this, tariff 

reform is of utmost importance, since it is a prerequisite for developing the potential and attracting 

investors. At present it is not profitable to invest in the sector and therefore tariffs must be increased 

from US cents 0.914 to 2.10 within the next 2 years. In order to be sustainable, such tariff increase 

should be accompanied by a more efficient collection system as well as a measure for social 

protection, so the poorest do not experience welfare losses from the tariff increase. If such a 

measure is not in place, tariff increase is not possible, since it would result in an increase in poverty 

due to the increase in expenditures associated with tariff increase. Additionally, the reform should 

be followed by better and more reliable supply to avoid opposition. Moreover, re-structuring the 

national energy company Barki Tojik is of high importance in making the sector more efficient and 

transparent for investors. Hence, the company must be made more efficient in collecting revenues 

from consumers as well as assuring that billings are accurate, so people pay for their actual 

consumption. Moreover, it is important that collections are improved before tariff reform is 

initiated; otherwise there will be no effect from such a reform, since the increased revenues will not 

be collected efficiently. Linked to exploitation of hydropower potential is the need for a more stable 

investment climate with less corruption and reliable institutions. At present, investments are 
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troubled by changing attitudes in government and therefore investors are reluctant to enter 

Tajikistan, since they can not trust the information coming from the government.   

 

The most important stakeholders of the hydropower sector have been identified as donors, Barki 

Tojik and the government. Investors also hold large power due to their potential to invest in the 

sector, but they have no urgency to do so. Hence, the GOT should put more emphasis on donors as 

a means for finance, since this would meet the urgent demand for electricity better than FDI. 

However, the puzzle is that stakeholders with large power are also secondary stakeholders that are 

not directly affected by electricity shortages and have little interest in fostering savings of 

electricity. Additionally, stakeholders with lesser power, such as consumers, employees and civil 

society are primary stakeholders that are directly affected by shortages in electricity supply. They 

hold the largest incentives to drive change through savings, but since they hold little power and are 

uninformed about the ways to undertake such savings, they depend on powerful stakeholders. 

Hence, the most important driver of change is political will to inform the population of savings as 

well as undertake reform of the sector and the investment climate. Since the hydropower sector has 

been identified as the most important economic driver of change, steps to accomplish these targets 

will induce the potential of the sector to become the factor that will change the Tajik economy and 

secure its future development path. In this regard FDI and donors can play a large role in fostering 

such reform. Donors have the power to influence pro-poor policies and investors hold the money to 

invest and can therefore advocate for a better investment climate and tariff rates.  

 

According to the potential of the hydropower sector, there are good prospects for resource-seeking 

FDI in large HPPs. However, it would be more feasible for the country if more market- and asset-

seeking FDI could be attracted, since this would reduce the risk of exploitation and increase supply 

to the domestic market. Attracting such FDI depends on the development of the hydropower sector, 

hence, tariff reform and re-structuring of the sector. However, the proposed tariff plan favours 

industry over population although it would be preferable to follow the Danish example and let 

industry carry a higher share of the tariff increase, since it has better payment conditions. Hence, it 

is preferable to begin the tariff reform with the large aluminium factory, Talco, since this is where 

the largest amount of revenues is. Subsequently, private consumer tariffs can be assessed, since 

there will be finance for a social protection scheme generated from the revenues from Talco.  
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Effects on the host country are important to address the issue of covering domestic demand. At the 

moment this is not possible through FDI, due to the low tariffs and small market. Moreover, 

attracting the right type of FDI, by a more focused strategy from the GOT is important to avoid 

exploitation as well as assuring future growth through increased exports.  

  

The role of donors is associated with the efficiency of their finance (aid and loans) and how this 

contributes to poverty reduction. Firstly, donor finance has a direct impact on poverty reduction if it 

is focused on small and mini HPPs at micro-level. Secondly, the indirect impact on poverty 

reduction, where donor support lead to economic growth at the macro-level is still to be confirmed, 

since much remains to be done regarding investment climate and private sector development. 

Thirdly, it is unlikely that donor support will result in more government spending on poverty related 

sectors, since the GOT is very focused on hydropower development, whereas it has been argued 

that agriculture has a larger effect on poverty reduction. Lastly, donors can influence pro-poor 

policies and they do that through conditions for finance; thus, leading to more government focus on 

poverty related areas. This is linked to the relationship between donors and the government, which 

is rather ambiguous, since donors tend to regard agriculture as more important in poverty reduction 

than hydropower, whereas the GOT focuses on hydropower development. Hence, there is a power 

struggle over resources between the two, which has been in favour of the donors due to the IMF 

crisis, preventing the GOT to obtain more loans until the debt management strategy has been 

implemented. Hence, effectiveness could improve by greater cooperation between the two. 

Moreover, cooperation between donors and FDI would also increase effectiveness and could 

generate synergies, with donors assuring the development of a stable investment climate allowing 

for FDI, which is increasingly being the mode of assuring economic development. Conclusively, 

this points to the micro-macro paradox also being present in Tajikistan with large effect on poverty 

from efforts at micro-level, whereas it is not so evident that it has an effect on macro-level, due to 

the power struggle and recent IMF crisis.  

 

Poverty reduction depends largely on development of the hydropower sector in order to assure a 

reliable supply of electricity. According to the capability approach, this case shows that electricity 

plays an important role in covering the basic needs in people�s lives and for their capability to 

function. Hence, it is not the more advanced functionings that is the issue here, but instead the basic 

functioning to survive by keeping warm and having access to food. The PRS2 combines both hard 
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and soft conditions for finance, which the GOT must follow, leading to an unequal relationship, as 

donor support has been criticised for. The strategy spans over the functional, the production and the 

social blocks. The functional block is dependent on the political will to assure a stable investment 

climate. Moreover, the focus on industry and exports will lead to long-term development, which is 

important but can not meet the urgent need for electricity to avoid the crisis repeating itself. The 

production block is affected by electricity shortages, since people do not have the means to buy 

food. In relation to the social block and the needed tariff reform, it is suggested by this paper that a 

social protection scheme focus on the absolute poorest with a low tariff for the first 100-150 kWh 

and a gradually increasing tariff above this measure. This is different form the ADB and WB 

recommendations, which have a larger margin for the low tariff; thus also incorporating others than 

the poorest. Moreover, it is advocated for, here, that industry holds a larger share of the tariff 

increase, and especially Talco must improve its payments, in order to finance the social protection 

scheme. 

 

The costs and benefits of hydropower investments in relation to poverty reduction largely depend 

on the size of the HPP. Of special importance in relation to poverty reduction is the coverage of 

domestic demand and here small HPPs play a major role, since they have an immediate effect, 

because they are very local and composed of large local ownership and participation. Conversely, 

large HPPs, often based on FDI, will contribute indirectly to poverty reduction in the future through 

economic growth and exports. Exports and growth is of course very important for sustainable 

development, but the poverty impact is indirect and it will take several years to complete the large 

HPPs. As the situation is now, Tajikistan is in urgent need to secure electricity to avoid last year�s 

crisis and therefore smaller HPPs, which are relatively easy to set up and run, must be favoured 

over larger HPPs.  

 

Donor finance is more diversified and also incorporates poverty reduction as a measure through the 

PRSP, while focusing on smaller HPPs. Hence, the costs of such finance are more bearable at the 

moment. Thus, it is concluded that the most efficient way for reducing poverty through foreign 

investments in the hydropower sector in Tajikistan is via donor finance and cooperation between 

donors and FDI in order to assure proper conditions for sustainable FDI leading to sustainable 

electricity generation in the future. PPPs similar to that of the Pamir Energy Company are of high 

importance here, since these have a larger poverty reduction component than purely private 



CMI Master Thesis, September 2008   Hydropower Development and Poverty Reduction  

 82

investments in the form of FDI. Prospects for such projects are quite good; since cooperation 

between Somon Capital and ADB is already present and here ADB could, as the IFC and SDC have 

done, play the role of the financer of the social component in the project. Somon Capital would then 

facilitate the private investments as the AKFED has done with the Pamir Energy.   

 

Conclusively, both types of finance are important, since FDI will lead to exports and long-term 

sustainable growth and development, whereas donor finance will meet the present need for 

electricity, thereby offsetting another crisis during the coming years. Hence, this case contributes to 

the research of FDI versus donor finance, since it can be established from the case of Tajikistan that 

FDI does not have direct impact on poverty reduction. This is more a case of indirect impact � if the 

right framework is in place. Thus, the theoretical critiques of FDI are backed by the conclusion of 

this paper. Moreover, the micro-macro paradox of donor finance is also found in Tajikistan and the 

critique of donor efficiency in relation to the macro-level is confirmed here, since the effect on 

poverty reduction has been found on micro-level. Accordingly, this research has highlighted the 

importance of cooperation between FDI and donor finance, since both are important to assure 

sustainable development in Tajikistan. Future research will show whether this is also the case in 

other countries and regions.   
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10. Appendices       

Appendix I: Interview Guide 
The following persons have been interviewed for this study: 

 

- Charlotte Adriaen (Head of the European Commission in Tajikistan) 

- Yodgor Fayzov (Chief Executive Officer, the Aga Khan Foundation, Tajikistan) 

- Luc Moers (International Monetary Fund) 

- Rudolf Schoch (Country Director, Counsellor, Consul, Swiss Agency for Development and 

Cooperation) 

- Michael P. Jones (UN  Resident Coordinator and UNDP Representative) 

- Jamshed Rahmonberdiev and Sadi Kadirov (Analysts, Somon Capital) 

 
 
 
 
Outline of interviews 
 
Interview with Charlotte Adriaen, June 25th 2008 
 
Foreign Investments 

- Are there any successful foreign investors, besides the Aga Khan foundation? No, not 
working in the same way as the Aga Khan. 

 
Donors 

- How are the power relations between Tajikistan and its donors? Is the country dominated by 
its donors? What will happen if Tajikistan does not comply with the conditions of the loan? 

- 9 donors have joined together (EC, DFID, ADB, UN, SIDA, Germans, EBRD, USAID 
and Aga Khan (last two are still observers) in order to align their efforts to create more 
efficiency. March 2009 there will be a concept paper and strategy where the donors 
have had board meetings to assure 100% commitment. The IMF crisis have resulted in 
the Tajik government not being able to obtain any more loans, and even the Chinese 
loans are strictly monitored. The crisis was about money disappearing and being used 
for the wrong purposes. The government has, themselves, said that there will be no 
loans without conditionality.  

- Has there been an effect on the macro level or is it more on the micro level? 
- Donors aim at the macro level, since it is important in a country like Tajikistan. 

Politically it is not feasible to overlook the macro level, although projects still run at 
the micro/community level. It is necessary with a link between the micro and the 
macro level, hence the sector approach and budget support.  

- How do donors impact pro-poor policies? Due to the IMF crisis, money can�t just be 
given out and discussions with the government are necessary in order to influence their 
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pro-poor policies. In this way we, as donors, can say: �If you (the government) do this 
or this we can help you, otherwise we can not�.    

I can interpret from the answers that, yes, Tajikistan is dominated by its donors since it is so 
dependent on them and cannot finance anything (let alone the Rogun) alone.  

 
Small and large projects 

- What do you think is the most effective? For poverty reduction and for investment/economic 
growth? Smaller projects have a larger effect on the local population, e.g. in Pamir, and 
thereby also for the social sector.   

- Small hydropower is not necessarily the way forward since they will not generate as much 
potential for exports as the larger ones.  

 
Stakeholders  

- How does the stakeholder structure/power affect the industry potential and efficiency? 
There is virtually no middle class or any powerful private sector, hence, there is no 
opposition to the government, and it is very powerful. The development of the private 
sector will create such an opposition and will therefore have both economical and 
political positive consequences. Hence, the government is a very strong stakeholder, 
since it monitors everything and has the sole political power in the country. This means 
that all sectors of the country are very inefficient, especially due to lack of electricity, 
since they can not operate for almost 6 months every year. 

 
 
 
Costs and benefits of hydropower projects 

- Any experience with negative effects on local populations and environment? 12.000 people 
must be moved when the Rogun starts operating and all the possible environmental 
costs of flooding etc. are also present. However, the political consequences of operating 
this HPP are far worse than the environmental, due to the cross border disputes with 
Uzbekistan. If the Rogun dam is to be filled immediately it will drain water not only 
from Tajik rivers but also from Uzbekistan that lies further down stream. However, 
the dam will be filled gradually � and this will take 18 years to complete, since the dam 
is 335 metres deep.  

 
Other comments during the interview: 
40/100/160 millions devoted to energy during the next three years from Barki Tojik, but numbers 
vary.  
Hydro investments occur at the expense of the social sector. 
Rogun is a way for the president to promote exports. 50/50 divided between to export and 
Tajikistan. 40% of the plant is finished. This is the only focus of the government and it will cost 4 
billions to complete. Finance is difficult due to the IMF crisis. Depth strategy is under way. 
Uzbekistan should enter the consortium since gas is expensive. They have an agreement with 
Tajikistan to deliver gas and Tajikistan then delivers electricity, but due to the Nurek dam being 12 
metres under normal level, Uzbekistan cannot count on regular supply next winter.  
10% of private companies do not function during this winter and the ones that do only operate at 
60%, except Talco (the large aluminium factory). This factory lowered its electricity consumption, 
but never went under 15 GWH, compared to 10 GWH in the whole capital of Dushanbe.   
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During the electricity crisis Pamir was the only region with electricity 18 hours a day because of the 
Pamir energy project.  
ADB had devoted 40 million to agriculture but the government demanded they be moved to energy.  
Barki Tojik is very in-transparent and has 40 projects but it is impossible to see where the finance 
comes from. 
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Interview with Yodgor Fayzov, June 26th 2008 
 
Pamir Energy 

- Why has it been so successful? 
- The Pamir Energy Company is 1 project formed by the Aga Khan Foundation for 

Economic Development and the International Financial Corporation in 2002 in order 
to address the electricity situation in Gorno Badakhshan Autonomous Oblast (GBAO). 
It is a Public Private Partnership Agreement with the government of Tajikistan. The 
Pamir Energy Company is managing all power generation, transmission and 
distribution in GBAO for a 25 year period. US$26.8 million has been invested by the 
company to repair the electrical infrastructure of the region and to promote 
hydropower. This has resulted in 86% of the population in GBAO now has access to 
electricity, and most citizens of Khorog (in GBAO) are enjoying 24 hours of power a 
day for the first time since the end of the Soviet era. The Pamir Energy Company has 
increased the installed capacity of the 11 HPPs; it operates, from 28 MW to 42 MW. 
However, there are some old power plants (around 50 years without maintenance) that 
are almost impossible to rehabilitate.  

- What has the Aga Khan Foundations role been in this? 
- The Aga Khan Foundation has three different areas of work in the Pamir: 

1. The Pamir Energy Company 
2. Mini HPPs 
3. Alternative energy sources study with the EC (solar, wind, conservation of energy 

etc.), since not all villages have a river close by. 
- How do you value small projects in relation to larger ones? 
- There are 32 mini HPPs, operating at 30-250 KWH. These are not connected to the 

Pamir Energy net, but are operated solely by the village/community that manages and 
own the projects. Many are constructed of simple materials that are found here and 
there, but others are constructed with very good Russian equipment.  

- The weaknesses surrounding these mini HPPs are that they are difficult to maintain, 
since many of them are located in remotes areas and it is difficult to transport broken 
parts for repairs in Khorog. The EC and Aga Khan are in negotiations of an 
agreement to establish better access to maintenance for the communities. Another 
weakness is that they are not built properly since you can not do much with US$2-
3000. Another weakness is that the mini HPPs can only supply light since they are so 
small, but ongoing work will make them large enough to also support cooking and 
thereby also agriculture etc.  

- The advantages of these mini HPPs are that they belong solely to the village and they 
manage the electricity internally, meaning that they can decide when to cut off power 
supply if necessary, they also decide the price (very cheap, which can be a 
disadvantage since then there is no money for maintenance. However, they can 
mobilize resources for small repairs (e.g. sell a couple of goats etc.)). The largest 
advantage is, though, that now the villages of GBAO actually have electricity! 

- Do you know of any negative consequences of HPPs? Winners and losers of projects? 
 
Poverty 

- How do you target your funding at the poor? 
- By supporting the mini HPPs with local ownership and also focusing on the poorest 

region of the country. 
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- How do you think poverty can be reduced via hydropower sector development? � What are 
the most important criteria? Small vs. large projects 

- Lack of electricity is the new number one priority for the people. In the past it was 
food, but now it is electricity. Electricity cut offs affect education, health, food, people 
have to go all day collecting firewood and spend all their money on fuel so they do not 
have any for food. Therefore electricity has a direct impact on poverty reduction. 
Especially the small HPPs. The larger ones, as the Nurek, have an indirect impact via 
export generation and economic growth, since they are more stable in generating 
electricity. The most important criteria are that it reaches the poor, as the mini HPPs 
as well as the Pamir Energy. 

- The small HPPs are characterized by local ownership, they dictate the price and use of 
electricity themselves, and they have autonomy and can assure reliability.  

- How do local populations view hydropower projects? � Compared to large companies? 
- The local population is not making any complaints now. In the past there was 

discussion of climate change, irrigation problems, flooding etc., but now people suffer 
and they will do anything to get electricity. Large companies see the advantages in 
hydropower, since they also need electricity as do small enterprises. The Pamir Energy 
has double the price of electricity as in Dushanbe, and people ask why that is. We 
explain that you can not subsidise a private company. The aim is to convince people 
that electricity is expensive and they must pay for it, which will also foster more 
savings and reduced demand. There are huge losses in the electricity sector now. 
Therefore the Aga Khan is launching a big campaign in order to explain people how 
they can save electricity and other resources such as water.  

- Is there evidence that aid/loans to hydropower projects have reduced poverty? Generated 
growth and development? 

- Yes, in the Pamir region we have experienced that businesses can now run more 
efficiently, and people are not laid off due to electricity cuts prohibiting a business to 
function. Therefore people can support their families.  

 
Stakeholders  

- Who do you see as the most powerful stakeholders/key players of the industry? 
- In the Pamir Energy as a PPP there have been several arguments about the price with 

the government, since it wants to lower the price to make people happier. However, the 
Aga Khan Foundation argue for sustainability first and subsidies next. It is all about 
explaining to people that they will have to pay for sustainable supply of electricity. The 
role of the government is limited and the private company is the leader of the Pamir 
Energy. This is the difference from the Pamir project and Dushanbe, where the 
government holds monopoly and can, with the Barki Tojik and the ministry of energy, 
cut power supply whenever they want and to whom ever they want.    

- The government will never be the main stakeholder because it does not have the 
money. 

- What do they signify for the development of the potential of the hydropower sector? 
- The Talco is for example paying the tariff of the people instead of the commercial 

tariff, because the government decided so. Also the government has many other goals 
that providing electricity: they want to make as much money as possible in as short a 
time as possible, corruption, power relation internally etc.  

- How do you see Aga Khan�s role in this? 
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- There are two models: 1) the Private model in Pamir with Aga Khan Foundation and 
2) the public model in Dushanbe with the government (in this model there are too 
many players and therefore the goals are not clear. E.g. the Barki Tojik that does not 
know where to start or where to end with all its projects). This company has 
experienced US$39 million in losses due to collection problems, too low tariff and 
corruption. 

- The Aga Khan is working for a tariff increase over three periods this year. They have 
received 3 million subsidies from the government of Tajikistan (through financing 
from IDA) and from the Swiss Confederation in a �lifeline�, which assures a monthly 
supply of power is provided all households served by the Pamir Energy at 0.25 US 
cents per KWH.   

- The Aga Khan way to the Pamir Energy: 1) investment, 2) rehabilitation, 3)systems 
and procedures in place, 4) communication to the people 

 
Investments 

- What is the agenda of foreign companies? Why would they invest? (resources), intentions of 
MNCs 

- The Russians want power (see drivers of change paper) 
- Government benefits and subsidies? 
- The government is inviting everyone to invest in Rogun, but the question is whether 

the government is ready to give up some control to investors or if it wants to keep it all 
alone.  

- Return on investment is a problem in Sangtuda (I, Russia, II, Iran) since the 
government does not want to raise tariffs and therefore the money are not coming in. 
the government also often change policies and can take back support and finance from 
investors. Hence there is huge instability in the enabling environment. It is important 
to change the culture of the state and their way of thinking to a longer term in stead of 
just the short and medium term.   

 
Others: 
Electricity is the largest reason for migration because people do not want to live without 
electricity from oct. to may.  
There is a large hole in the state budget as a consequence of this winters crisis and that 
nothing was working for almost two months in the whole country. E.g. the Aga Khan had to 
let 600 people off work for 3 months due to electricity cuts. 
�We are poor because we are wasting resources� 
This winter there was a rumour that Tajikistan was exporting electricity to Afghanistan. The 
government should explain this to the population in order to create understanding and 
transparency in its politics and decisions.    
 
 
 
 
 
 
 
 
 



CMI Master Thesis, September 2008   Hydropower Development and Poverty Reduction  

 97

Interview with Luc Moers, 30th of June 2008 
 
The IMF crisis 

- What exactly happened? 
- We were basically lied to for 6 years by the Central Bank. It was a crisis on cotton, 

when Central Bank guaranteed loans to own lands farmers and transferred to Kredit. 
Central Bank unprofitable for around 240 mill US$. 70 mill went to middlemen and 
250 mill printed to Kredit Invest. The Central bank should have informed the IMF. 

- What were/are the consequences? 
- They asked for a new loan, but were told that they had to show that they can improve 

their behaviour.  
- What does the new debt management strategy from the government (no new contracting or 

guaranteeing of nonconcessional debt) mean for future loans? 
- A staff monitored programme has been initiated, where they can show they can behave 

and then early next year new loans can be initiated. All loans from ADB, EU, WB have 
stoped for the next 6 months until IMF has finished the staff monitored programme. 

- Does this mean that the government must now look more towards FDI for financing of 
hydropower projects, the Rogun? 

- The IMF is not a donor and only finances to the Central Bank, not sector funding, in 
order to finance reserves, so there is a larger margin. Therefore this crisis has made it 
more difficult to loan since more monitoring of loans and they cannot loan at the 
moment.  

- With regards to the Chinese loans, IMF issued warnings and they are now closely 
monitored. The GDP ratio: 30% but rise rapidly due to Chinese loans. Analysis 
showed 60% in March 2007. But they will have to repay the Chinese.  

 
 
Hydropower projects 

- How can they best contribute to the national development strategy of economic growth and 
poverty reduction? Large or small projects? 

- Large projects in general faces problems by the regulatory framework and tariffs 
should increase 4 fold to reach recovery level in 2010. People should be subsidized. 
IMF agrees with the World Bank, but it is unlikely to happen.  

- Drivers of change, glacial water forms the basis for hydropower. Will it be 
sustainable? The Soviet culture has been to deny the problem, but his has changed. 

- Why is there no private finance to the Rogun if it is so profitable? A consortium might 
be the way.   

- How large a part do you think the electricity cuts this winter have had on the slowdown of 
GDP, inflation and budget deficit?  

- It was not electricity that was the sole reason for budget deficit. The budget is actually 
on balance. The revenues are growing � surprisingly � and have to do with migration 
and remittances which have been growing with 80% this year. This was in a sense due 
to the electricity crisis that made more people migrate and therefore they could send 
more money home and create tax revenues (30% of GDP is remittances). This is also 
tied to imports and value added taxes. This is ok in the short run, because it makes you 
survive, but not sustainable in the long run. Barki Tojik pays part of its taxes, so the 
budget was saved by migration taxes. 

- Due to inflation, sustainability looks better now.  
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Investments 

- How is finance/aid structured to the hydropower sector in Tajikistan?  
- Private finance should be the largest source, but projects are not profitable.  
- How are investments targeted? Poverty? 
- There are doubts about pro-poor energy but spill-over in labour, market, education 

and business might have an effect. But the business environment must be in place. 
Agriculture is more crucial for poverty reduction and is higher on the list, but the 
government is more focused on energy.  

- What is the role of donors/FDI for economic growth/exports/poverty reduction? 
- The focus should be on private sector growth in general. After that one can start 

talking about sector development.  
- Government benefits and subsidies, Industry structure? 
- Talco and Barki Tojik are strongly related and for the latter tendering and audit is 

always the issue. Fiscal transparency is an issue and they miss tax revenue due to Talco 
and Barki Tojik interrelations. A lot of the excess electricity would go to Talco. Talco 
often does not pay Barki Tojik.  

- Returns on investment are not guaranteed in this political environment. Tariffs must 
be increased. There are losses of 30-40%.  

 
Stakeholders 

- Who do you see as the most powerful stakeholders of the hydropower industry/in general in 
the country? Donors, companies, investors, government? The position interest and influence 
of investors as stakeholders? 

- It should be FDI that is the dominant stakeholder but it is the donors. It does not need 
to be like this if the regulatory environment is established.  

- The leverage was smaller for all donors due to China lending so much money, but now 
it has changed and the government is eager to go to all donors and China seems less 
eager to finance, and leverage has increased again. 

- How does this influence the potential/efficiency of the sector? 
- Talco uses 40% of electricity and has preferential rates. Ok with cheaper rates due to 

economies of scale. But rates are too low: politically difficult to change. He always 
argues: Start with Talco�s rates and then move on to the private consumers.  

 
Political 

- Institutional reform � prospects and urgency? 
- The government has realized that they can not go on like this and the staff monitored 

programme is the first step in the right direction. They are in a very risky situation 
and he thinks they are trying their best. But the question remains of what will happen 
to the guaranteed money.  

- What are the main obstacles to development of the hydropower sector/development in 
general? 

- The lack of an enabling environment for investments.  
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Interview with Jamshed Rahmonberdiev and Sadi Kadirov, 30th of June 2008 
 

- How do you see the hydropower sector and its main problems/potential? 
- The main issues in the sector are the market structure and tariffs. The domestic 

market is influenced by the Barki Tojik, state agency. 29% of generated electricity is 
written off as technical losses. Talco consumes 40-45% of the country�s electricity. 
There has been an increase in private consumption of 300% since independence in 
1991. Commercial consumption has also increased by two digit figures. Tariffs have 
not increased as a response to the consumption and thus they are not based on cost 
recovery.  

- How much would you say that the tariffs need to be increased? 
- We think that at least they should be 4 US cents, whereas the World Bank says 2.1 US 

cents. The commercial sector holds 10% of consumption and if they pay a larger rate 
there could be made a subsidy to private consumers from this. Based on a focus group 
study, the commercial is willing to pay more for electricity as long as they are provided 
a reliable supply. With the private consumers there is a challenge but with a subsidy 
this could be solved.    

- What role does Somon Capital have in the hydropower sector? 
- We have not made any investments yet, but the potential is very large and we have 20-

25 project proposals for HPPs, just waiting for investors.  
- Are there investors for the sector? 
- Yes, the time is right for investments, there is a market and the investors are ready, 

since there is a quick return on investment for the hydropower projects. They are just 
waiting for the tariffs to reach cost recovery and for the regulatory/business 
environment to become more stable. We search for investors through Orien Bank that 
works with CitiBank.  

- How is the investment process structured? 
- It is not that difficult to invest. Investors ask themselves how much they will earn, send 

a letter to the Ministry of Energy, which, then, says �ok, you get a 100% support from 
us�. However, the issue is whether the guarantee from the government holds and even 
though the government says �yes�, the IMF says �stop� due to the Chinese loans and the 
IMF crisis. Somon has agreement with Barki Tojik. 

- How do you think people can be educated about saving electricity? 
- Overall we are in a bad position to educate consumers, since they have paid the same 

tariffs for 15 years and therefore it is a huge challenge to educate them. Investors, in 
the capacity of electricity producers, play a key role in educating people. The 
government could play a role, but there is no mechanism to do so, since they lack 
collection efficiency. The way collection works is that a man shows up at your house to 
collect the money, and you give him some, which then, in many cases, falls into his own 
pockets.  

- How do you view the large projects, such as Rogun and Sangtuda? 
- There are these important plants/projects: Sangtuda I and II and the Pamir Energy. 

Rogun fell apart due to aluminium; hence, the Russians would not invest, since they 
wanted part in Talco. Hence, it is a very political situation. What is important is that 
independent power producers are allowed and to do this, tariffs must be increased. 
There is a plan until 2010 but until then nothing is definite. But it will happen, because 
it is already underway.   

- What do you see as the most important to develop the potential of the hydropower sector? 
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- Somon is interested in restructuring Barki Tojik, improve corporate governance, the 
billing and revenue system, and restructure the sector where Barki Tojik would 
manage but not own the industry. The way to go is to create a joint stock company as a 
separate company on the stock exchange, which would be good for competition, 
revenue and transparency. Barki Tojik is separate again after having been 
incorporated in the ministry of energy. We think that with the right policy regulations, 
the market will do the rest.  

- Somon is currently working with ADB that wants private investments and agree that 
improvements should be made on tariffs and regulation. An average of 2.1 US cents 
tariff is pretty good. The upper tariff would be 4-4.5 cents and the lower would be 2 
cents and then other sources for cooking and heating should be developed. They have a 
very good relationship with ADB and IDB.   

- Another main issue is export, where there is large potential. This winter Afghanistan 
bought electricity at 11 cents per KWH!  
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Interview with Rudolf Schoch, 2nd of July 2008 
 

Political  
- What do you think about the whole ADB case with the government asking them to move 

money from agriculture into energy 
- The government is only interested in energy because of the nice returns this pays. This 

looks fine if you do not dig deeper into the sector. The issues with energy and 
infrastructure in Tajikistan are that returns are often held off by e.g. Talco and 
nothing goes to the people and money goes offshore as well. Before anything goes into 
the state budget, it goes to the president�s palace and if you ask him where the money 
came from, he will tell you that it was donated (these donors are of course government 
aided companies, such Talco, Barki Tojik etc.) 

- How does this affect the sector? 
- The risk is that money will most likely fall into the hands of the few and not benefit the 

people.  
- The ADB should not have accepted that the government moved the money, since ADB 

is committed to the PRS, which must be seen in its whole and can not be split up into 
different components. ADB is committed to development plan and have to monitor 
sectors, therefore they should have initiated dialogue and made the government think 
about implementing the whole PRS and not just parts of it. 

- Are donors affecting pro-poor policies? 
- Donors could change policies but they are not strong in setting up standards. They 

have a lot of money but they also do a lot of talking to figure out what to with it, hence, 
their power to influence is limited (take the EU versus US: EU is strong economically, 
but have to meet every time a decision should be made, and this is not efficient. The US 
can make quick decisions and therefore they have more world power) 

- Also it is the responsibility f the government to restructure in order to help people 
survive the crisis, but they do not and leave it to the donors. Hence, the responsibility 
has been moved from the government to the donors and government is not capable of 
balancing long term and medium term needs � therefore they focus so much on the 
energy sector.   

 
Projects 
- What are the most successful projects? 
- Taking a poverty reduction perspective, most HPPs are not successful, because the 

benefits do not reach the poor but falls into the pockets of the powerful few. The 
smaller, decentralized projects are the best, since they no not have the magnitude to 
become a controversy and at the same time they are closer to the people and managed 
at the decentralized level. A decentralised approach would work better.  

- How would this work? 
- Establishing HPPs along the rivers and to the Rogun and Nurek, keeping investors in, 

e.g. Kazakhstan that is willing to buy in, this will create a better frame for projects 
with private investors and the international community.  

- How about mini hydro? 
- The problem with these projects is that they are so low on sustainability and 

maintenance and they have no proper institutional frame.  
- What are the most unsuccessful? 
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- Especially the large HPPs, such as the Rogun (it makes sense but it won�t work), 
because it poses a threat as a weapon against Uzbekistan, which should have concerns 
that goes beyond the region. The case is that is upstream countries start to use water 
and thereby cuts Uzbekistan out as a down stream country, there will be war. It is very 
dangerous that a country like Tajikistan holds this kind of power in the region. 
Uzbekistan said no to exporting gas for electricity, since they have the river themselves 
and therefore could make their own electricity. Moreover, the efficiency of lare 
projects is lost in bureaucracy.  

- What have been the positive/negative consequences of some HPPs? E.g. environment and 
population. 

- The people are the losers of HPPs because the benefits do not reach them but go to 
large companies such as Talco.  

 
Stakeholders  
- Who do you see as the most powerful stakeholders/key players of the industry?  
- The government is very strong as well as the SOEs.  
- What do they signify for the development of the potential of the hydropower sector? 
- It means that the greed for money is shaping the whole sector, leading to a focus on 

export instead of domestic supply.  
- How do you see donors� role in this? 
- Donors do not have much power since they can not fund all projects and they do not 

affect pro-poor policies by arguing against moving money from agriculture to energy.  
 
Investments  
- How is finance/aid structured to the hydropower sector in Tajikistan? Concessions and 

interest rates? Small and large projects?  Is there a difference in the way projects are 
structured? 

- How is country ownership revealed in aid/loan projects? 
- When the government asked the ADB to move money from agriculture into energy, the 

ownership was revealed, since the ADB just did it, while they should have argued for 
keeping the money for agriculture, since this will have a larger effect on poverty 
reduction. Hence, the country ownership is very large.  

- How is donor aid targeted at the poor? Directly or indirectly (economic growth and 
government spending)? 

- The problem is here that the government focuses unilaterally on developing the 
energy/hydropower sector, because this is where the money is. Hence, they do not 
favour agriculture and with the largest portion of the population being rural and poor, 
poverty reduction will not be targeted and donors do not argue against moving money 
from agriculture to energy. Thus, the government is moving in the wrong direction and 
is not being guided by the donors.   

- With 15 million you can do a lot in agriculture, but in hydro you can do very little 
(since the budget is 4-5 billion US$), therefore the money are better spent on rural 
development. 

- What is the agenda of foreign companies? 
- They want to invest, but is the current environment they are reluctant to do so. With 

good governance it could work. 
- The position interest and influence of investors as stakeholders? 
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- It is not very strong, since the business environment is so instable and corruption 
flourishes everywhere.  

 
Tariffs  
- How much the tariffs should be increased? How to structure a measure for reducing the 

welfare loss of the poorest? 
- Tariffs are generally too low and it is right that there must be some mechanism for 

subsidies, but it is difficult to structure, so it won�t fall into the hands of the wrong 
people. E.g. the Pamir Energy where tariffs were increased and SDC subsidized some 
in order to smooth the process for the poorest. Now, quite a large part of the 
population should be able to pay more than they do. It should not be a flat rate but 
targeted at the weaker segments. This is the responsibility of the state, but they do 
nothing so it has become the responsibility of donors instead. This is also the case when 
talking about the protection of the population, the state should resume responsibility 
but they sit back and leave it to the donors when disaster hits. 

- SDC was surprised about the large rise in tariffs that has been put forward. They are 
into improving the grid and reducing losses.  

- Institutional reform � prospects and urgency? 
- Prospects are generally low because there is so much corruption. The urgency, of 

course is there, because the country is so poor.  
 
Poverty reduction  
- How do you think poverty can be reduced via hydropower sector development? � What are 

the most important criteria? Small vs. large projects 
- What has the impact been on local population? Winners and losers of projects? 
- Population as losers and the larger companies and the elite as winners of the big 

projects, because of in/transparency and corruption.  
- What is the expected size and direction of poverty and social impact? 
- It is quite low, since development of hydro projects will result in exports and supply to 

the large companies, so unless a more decentralized approach is taken, the impact on 
poverty will be very limited. Electricity and poverty reduction is not equal here.  

- Is there evidence that aid/loans to hydropower projects have reduced poverty? Generated 
growth and development? 

- The Pamir Energy has created access to electricity, but this project is completely 
outside the national grid and runs on its own. Electricity is important to local 
businesses but since the business environment is so unstable and corrupt it will more 
sense to work on this before establishing large HPPs.  

 
 

Other comments 
More democracy is needed.  
There is no shortcut to development and it must go through the people and not the structures.  
You can not change the fundamentals of development because the money falls into the hands of the 
few. Instead you should focus on developing the people. 
Money does not develop anything. Education, democracy does. 
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Interview with Michael P. Jones, 4th of July 2008 
 

- What is the role and view of the UNDP on hydropower development and potential? 
- We are doing small and medium sized HPPs and are also looking into alternative ways 

of saving water. We are trying to launch a pump that does not affect the river but still 
generates electricity. It costs only 140$ to produce because it is made of regular pipes. 
The design is very old, but still functional and does not require any maintenance. We 
are also looking into alternative sources of energy for heating and cooking.  

- We are pushing for hydro but are slowed down by the process of moving forward 
(headquarters) 

 
Projects  

- What are the most successful/unsuccessful projects? Small versus large HPPs? Positive and 
negative consequences of HPPs? 

- We are doing community development projects in hydro and also providing small 
windmills for people�s roofs. We also work on mini hydro and small reservoirs. 30 MW  

- The Rogun is damming up the river leading to negative flow of water to Uzbekistan. It 
also eats up a lot of money that could go to other projects with larger impact. However, 
it can not be stopped now since it has been underway for so long. Also the ecological 
impacts are large and could be overcome by the �run of river� technology which does 
not affect the river or its eco balance. It is safer, cleaner, does not drain money and 
does not take 20 years to complete. The experience with this technology is large and the 
plants are larger (Nepal, Pakistan). However, there is a culture here that does not want 
this form of hydro. It wants more macho-dams like the Rogun (Russian influence). 
Therefore we are moving forward with small dams. If there was enough political 
backing the government would not have a choice but to move ahead with the run of 
river.  

- Run of river would reduce the pressure from large dams. Also large dams should be 
focused on industry and export.  

 
Investments  

- Are donor aid/loans or FDI the way forward? 
- At the moment it is only donors and we will be here for a while, since investments are 

not profitable yet.  
- Donor cooperation? 
- Joint support strategy, but it is moving slow.  

 
Poverty   

- Do you think poverty can be reduced via hydropower projects? What are the most important 
criteria? 

- We are giving them ways of holding on to their money for other things than electricity 
- What has the impact been on the population? Winners and losers? 
- They are rationalizing electricity now (planned to start in September)  
- How do people view HPPs in relation to larger companies? 
- There is a growing dissatisfaction in the country with the lack of electricity and the 

government knows it must do something about it rather quickly.  
- Have investments in the hydropower sector reduced poverty and generated growth and 

development? 
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- There are no results yet, but it has worked in other countries (Nepal and Pakistan) so it 
will also work here but there are large distribution issues. Communities should 
maintain the mini hydro.   

- Are donors educating people about savings? 
- Donors have made pamphlets to inform people about savings and water filters etc. 

what is also important is that they are informed about how they can themselves invest 
money from remittances.    

 
Political  

- The government�s role in the sector? 
- The government should diversify its friends and look elsewhere than Uzbekistan since 

there is too much trouble here. The government does not allocate enough money to 
educate about saving electricity.  

- Barki Tojik and Talco? 
- Government has agreement with Barki Tojik on monitoring, accountability, results 

based.  
- There is a need for institutional agreements to assure that the electricity is distributed 

fairly and does not go to the giants. The government does not receive enough taxes. 
They need to prioritise and they will get the capacity to export.   

- What should be the next steps in developing the sector? 
- There is no model for organizing distribution and it is very corrupt. Reforms are 

needed since there is no confidence in the system now.  
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Appendix II: Journal for Field Studies  
I visited Tajikistan during the summer 2008 and stayed at a very nice place with air-conditioning, 

which I used all the time, since it is over 40 degrees outside. Hence, air-conditioning is essential to 

be able to work and function � not only in the winter for heating, but also in the summer for 

cooling. One morning I woke up in a very hot room, because there had been a power cut off during 

the night. Since this was in the summer, where electricity supply is high and I can only imagine how 

it must be in winter time, when there is only electricity for a few hours a day. The family I stayed 

with told me about their winter. They are Danish and therefore have the means to buy coal or other 

sources for heating. They did that and bought 1 tonne of coal in order to be able to heat their house. 

However, it did not work, since the whole house was soon covered in smoke and they had to give it 

up. Their situation was lucky, nevertheless, since they had gas installed for cooking, which is noth 

that common in Tajikistan.  

 

One day we were entering a photo shop because we needed a passport photo. We were met by the 

employees shaking their heads � they could not help us because the power was off. We went out 

and spotted another shop across the street. After having crossed the lights, which were now in the 

form of a police officer with his stick and a whistle, since the lights were also out, we entered the 

other shop. Here it was no problem to have our picture taken, since this side of the street, only a few 

metres from the cut off traffic lights were not having electricity cut offs. This small experience 

shows how unreliable the electricity supply is, even in the capital.  

 

Moreover, I observed several houses where electricity was saved and where they thought about the 

consumption. 

 

Discontent has been observed among the educated and expatriate parts of the population with the 

fact that much of the generated electricity from the large HPPs is aimed for exports. Hence, the 

understanding is that exports are necessary, but it would be better to supply the country itself with 

electricity before starting to think about exports.     

 

Participation in: 

The International Conference on Water Related Disaster Management, held in Dushanbe, 

Tajikistan 27-29 of June 2008.     
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Workgroups, panel debates, speeches etc. 

 

I visited the Nurek Hydroelectric Station. At the time of the visit the station was generating 2230 

MWH with 8 of the 9 turbines running. The maximum of the station is 3000 MWH, but due to low 

water levels the maximum can not be reached at the moment. Interestingly the comment from the 

staff there was that there is �enough water�. The station generates 75% of the electricity to the 

country and 11.2 billion KWH a year. The main problem is that they cannot save water and 

therefore the winter production drops when water levels drop. The station was built by the Russians 

in 1972 and took 10 years to complete.   
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Appendix III: Poverty Reduction Targets in Tajikistan for 2007-2009 
Indicator Baseline level 

(2005) 
Target (2009) 

Per capita GDP 402.1 (2006) 485.5 
Average annual growth in GDP (%)  7.0 (2006) 7.0 
Average annual inflation (%) 12.5 (2006) 6.0-7.0 
State budget surplus/deficit (%) +0.3 -1.0 
Poverty rate ($2.15 PPP) 64.0 (2003) 52.0 
Extreme poverty rate ($1.08PPP) 18.0 (2003) 10.0 
Contribution of private sector to GDP (%) 43.0 55.0 
Annual increase in gross private investment 
(other than investment in the primary 
sector) (%) 

 
100.0 

 
110.0 

Growth in gross agricultural output (%) 103.1 120.0 
Growth in industrial output (%) 100.0 125.6 
Overall basic secondary education 
coverage (% of total number of children of 
the relevant age) 

 
97.0 

 
98.0 

Mortality rate of children under the age of 
5 (per 1.000 live births) 

79 75 

Infant mortality (per 1.000 live births) 65 62 
Maternal mortality (per 100.000 people) 97 70 
Number of people infected with HIV 627 (2006) Not more than 2,500 
Incidence of disease (per 100.000 people)    

Malaria  
Tuberculosis 
Parasitic diseases 
Measles  

37.4 
177 (2004) 
292.9 
0.0 

20.0 
145 
Not more than 292.9 
0.0 

Proportion of urban/rural population with 
regular access to high-quality water sources 
(%) 

 
93.0/49.0 

 
96.0/51.0 

Proportion of urban/rural population with 
access to basic sanitation and hygiene 
services (%) 

 
20.0/5.0 

 
47.0/37.0 

Area of land covered by forests as a 
proportion of total land area (2005=100%) 

100.0 105.0 

Percentage of economically active 
population by gender (m/f) 

58.3/41.7 (2004) 57.8/42.2  
(preliminary estimate) 
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Appendix IV: The Nurek Dam  
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Appendix V: Hydropower Map, Tajikistan 
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Appendix VI: Article 

TAJIK-PRESIDENT-ENERGY-EXECUTIVES-TANTRUM 

  

Tajik president strips two energy executives of official vehicles 

  

Dushanbe. June 19. Interfax - Tajik President Emomali Rakhmon 

has ordered Prime Minister Akil Akilov to sell the official vehicles of 

Barki Tochik State Energy Holding CEO Sharifhon Samiyev and Energy 

Minister Sherali Gul for failing their duties. 

Rakhmon visited the Dushanbe office of Barki Tochik. The 

recently repaired building and the large number of official vehicles of 

the foreign make caused an unexpected reaction by the president. 

"Take the cars of the [Barki Tochik] head and the energy 

minister and sell them on the market. Let them be the first [to lose 

their vehicles]," the president told the prime minister. He said that 

the money would be invested in the development of the energy ministry. 

"Problems that occurred in last winter's energy crisis require 

the appropriate use of our energy facilities and the provision of our 

energy security," Rakhmon said. 

In his words, Tajik electric power networks annually lose 29% or 

2.9 billion kilowatt/hours of electricity. "These are not technical 

losses but looting. Half of the lost electricity is stolen under the 

pretext of technical problems," he said. 

Rakhmon has made unexpected decisions before. For instance, he 

has officially banned showy weddings, funerals and graduation 

ceremonies, as well as gold teeth of civil servants and teachers. 

http://www.interfax.kz/ 
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Appendix VII: Water Disputes 

During field studies and interviews it was observed that regional disputes over water and 

hydropower are very important. Uzbekistan is against the construction of the Rogun HPP, since 

they fear it will lead to destruction of their agricultural land, when the dam is filled. However, the 

construction is still carried out by Tajikistan, since they find that it will benefit Uzbekistan; thus, the 

potential for conflict is quite large if a solution is not found. This dispute is further troubled by the 

bad relationship between Tajikistan and Uzbekistan, which has resulted in very large trading 

barriers. Hence, it is difficult for Tajikistan to transport any goods by land, because Uzbekistan puts 

large tariffs on such goods or completely prevent them form entering the country.   
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Appendix VIII: The IMF Crisis 

The IMF crisis evolved as a consequence of misreporting by the National Bank of Tajikistan to the 

IMF over the last six years. This was a case of provision of inaccurate data to the IMF regarding 

level of international reserves and net domestic assets of the National Bank, as well as the issuance 

of credits by the National Bank. This severely undermined the credibility of GOT with donors.    

 

Following this, the GOT will have to repay the expenses, which amounts to SDR 29.4 million. 

Moreover, a debt management strategy was initiated, where the GOT will not engage in any new 

contracting or guaranteeing of nonconcessional debt until the Staff Monitored Programme has come 

to en end. Hence, the consequence of the IMF crisis has been that the GOT can not obtain loans 

before it has completed the Staff Monitored Programme with the IMF.  

Source: IMF (2008) 

 

 

Appendix IX: Russian Investment in Rogun HPP 
The Russian aluminium giant RusAl signed a contract in 2004, which was worth up to US$2 

billion, but this has been dominated by problems. On the one hand, RusAl was not satisfied with its 

failure to gain majority share over Talco, the Tajik aluminium factory, and on the other hand the 

GOT was discontent with the Russian refusal to build a higher dam that could also have allowed for 

exports. (DFID, 2007) 

 

 

 


