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	Policy brief - April 2014



	Study area
WATER MARKETS SCENARIOS FOR SOUTHERN EUROPE

	Objectives / Theme of the supporting activity

The project main objective was to investigate if and how economic instruments aiming at reallocating water between users could be integrated into water management policy in the European context. The intention was to explore 1) the efficiency issue through economic modeling, 2) the acceptability issue through participatory approaches, 3) the institutional dimension through an analysis of transaction costs and 4) the policy implementation process, through policy simulation or policy exercises. By design, the project mainly looked at water markets from an economic perspective.  

	Contribution to…

· Art. 4, which deals with the environmental objectives to achieve a good status for all surface waters until the year 2015 or at least to prevent any deterioration of the surface water status.
· Art. 9, recovery of costs for water services

	Policy relevance and focus

From a policy perspective, the project results should contribute to the development of new visions of how water markets could be integrated into national water policies in Europe. Let us recall that, in its “Blue print to safeguard Europeans water”1, the European Commission leaves open the possibility for using this instrument: 
“water trading is another instrument, used mostly outside the EU, which could help to improve water efficiency and overcome water stress, if a sustainable overall cap for water use is implemented. Water trading entails relatively significant administrative costs and, in principle, only makes sense among water users in a defined river basin. Although it would not be helpful to set up such a system at EU level, the Commission proposes developing CIS guidance to help the development of water trading in the Member States that choose to employ it” 
One of the main contributions consists in showing the variety of instruments, which hide behind the term “water market”. It also shows that conditions required for establishing water markets are not met in a number of socio-economic and environmental contexts. However, where these conditions are met, their implementation could generate significant benefits for the society. 



	Key outputs 
· P1  Garrido A., Rey D. and Calatrava J. (2012b). “Water trading in Spain”. In: de Stefano, L. and Llamas, M. R. (eds), Water, Agriculture and the Environment in Spain: can we square the circle? CRC Press, Botín Foundation, pp. 205-216. 

· P2  Garrido A., Calatrava J. and Rey D. (2013). La flexibilización del régimen de concesiones y el mercado de aguas en los usos de regadío. In: Embid A. (ed.), Usos del Agua (Concesiones, Autorizaciones y Mercados de Agua). Universidad de Zaragoza and Confederación Hidrográfica del Ebro. Thomson Reuters, pp. 177-197. 

· P3  Rey D., Garrido A. and Calatrava J. (forthcoming). The Water Markets in Spain: moving towards 21st century mechanisms and approaches with 20th century regulations. In: Water Markets for the 21st. Century: What Have We Learned? Easter W. and Huang Q. (eds.). Springer. In press. 

· P4  Rey D., Garrido A. and Calatrava J. (To be submitted). An innovative water sharing scheme for allocating water in inter-basin transfers: the case of the Tagus-Segura Transfer in Spain. 

· P5  Rey D., Calatrava J. and Garrido A. (submitted). Optimization of water procurement decisions in an irrigation district in Southeast Spain: the role of option contracts. Australian Journal of Agricultural and Resource Economics 

· P6  Rey D., Garrido A. and Calatrava J. (under review). Assessment of irrigators’ preferences for different water supply risk management tools: option contract and insurance. Environmental and Resource Economics 

· P7  Rey, D. (2014). Water option contracts for reducing water supply risks: an application to the Tagus-Segura Transfer. Doctoral Thesis, defended on June 27, 2014. Co-supervised by Prof. A Garrido and Prof. Javier Calatrava. Universidad Politécnica de Madrid 

· P8  Figureau AG, Montginoul M & Rinaudo JD (in press). Scenarios de regulation decentralisee des prelevements agricoles en eau souterraine : Une evaluation participative dans le bassin du Clain. Economie Rurale. 

· P9  Figureau AG, Montginoul M & Rinaudo JD (submitted). Decentralization and Economic Incentives to Manage Groundwater Withdrawals for Irrigation: from Theory to Practice. Ecological Economics 

· P10  Rinaudo JD, Calatrava J and Vernier de Byans, M (submitted). Tradable Water Saving Certificates to Improve Urban Water Use Efficiency: an ex-ante evaluation in a French case study. Australian Journal of Agricultural and Resource Economics. 

	Experiences gained – Recommendations to policy makers – Next steps

In order to improve water markets in spain the consortium considered the following issues to be key:  Water regulation should move towards a more flexible, agile and dynamic management system, where there is more transparency and more information available. A Formal and effective separation of water rights and allocations  is recommended (that follows the Australian system).  Water exchanges should be based on the water consumed, avoiding the use of diverted volume or unused water rights and the adoption of regulations for inter-basin and inter-regional trading, with the objective of reducing the political interference and arbitrariness. 

Farmers declare that Water user associations (WAUs) are the preferred agent to intermediate in the market suggesting that farmers cooperation is perceived as a safeguard for proper management of the water resources  A key role should be attributed to Water Users’ Association to develop agricultural water market. Such farmers’ self-organizing institutions should be enhanced as a system to improve governance following an scheme of nested levels of decision making in the water resources management. In this sense, a community-based approach is encouraged. 

In France, investigations conducted as part of this project have mainly focused on water market scenarios within agriculture and the evidence from the case studies suggest that preconditions to establishing such agricultural water markets are not met - In basins characterized by tensions over water use, resource augmentation (inter-basin transfers, small scale reservoirs) often remains an affordable solution that will be preferred to trading in the medium term; this situation will last as long resource augmentation will continue benefiting from public subsidies; overall, we consider that the water scarcity condition is thus not met. 

· The global “cap” is still contested, in particular in groundwater basins where insufficient scientific knowledge underpins its calculation. Potential market participants would thus prefer investing time and money in lobbying activities aiming at increasing the cap rather than engaging into water trading.

· Individual water quotas which are currently being established in some French basins and allocated to farmers are not properly defined (weak legal foundation). Quotas are also not properly enforced (illegal abstraction points and metering problem). In addition, the “use it or lose it” rule represents a serious barrier to trade. 

Basins where demand outweighs available resources are those where storage and transfer infrastructure is inexistent or limited. There, yearly water allocation is highly uncertain (inter-annual and intra-annual variability), which reduces the potential for trading.  In basins equipped with multipurpose reservoirs, water trade could possibly take place between hydropower, agriculture and urban users. Such water market scenarios should be investigated in future research. 

In Italy, the social/political context in which water markets are discussed is generally opposing the establishment of water markets in Italy. 

· The 2011 referendum on the introduction of private capitals in the ownership of the water utilities further exacerbates this situation and makes difficult to build scientific discussions on the topic. However, due to the recent drought events, it seems that stakeholders closers to the agricultural sector are exploring the whole set of possible institutional arrangements for the management of water irrigation, including water markets. 

· Water markets need a set of technical and legal conditions that are not met in the Italian context. From a legal perspective, in the Italian legislation water is a publicly owned. Water use rights are requested and granted through concessions. Water remains a non- tradable item. Water market would require a substantial change in the definition of the content of the concessions. 

· Moreover, one of the preconditions for water markets is the establishment of a “cap” on water uses. In the current situation, most of the concessions are not monitored on a quantitative basis, so that there is no legal definition of the cap (though in many areas there exist a de facto cap in the irrigation season). Also, in many instances there is no monitoring on the status of the resource, so that is not possible to quantify a reasonable cap. These technical deficiencies are to be covered before any institutional reform toward the introduction of water markets 

Three conclusions can be derived from the consultation of farmers and institutional stakeholders. Firstly, there is still a long way to go before the preconditions to water trading are met: level of water scarcity, scientific knowledge, water entitlements’ definition, positions of principle, and rules to establish initial allocation volumes should still evolve before envisaging the implementation of tradable water quotas in France. Secondly, ground-water trading schemes are expected to have a limited potential (in terms of trading activity) with trade taking place only in large and homogeneous groundwater units, and where farming systems are highly diversified. Thirdly, there will be a real challenge to choose the optimal regulation level of the trading mechanism, with a trade-off between (i) many trading rules to limit economic, social and environmental risks and (ii) as few regulation as possible to propose a realistic and manageable trading mechanism and to enhance trading activity.



	Outlook - Accessibility of results
From a scientific perspective, the production is good, with 18 papers published or submitted to peer-reviewed journals or edited books; 16 technical notes targeting a readership of practitioners and academic; 1 PhD dissertation and 2 MSc theses; and several reports in national languages targeting local / national stakeholders. 
The contributions are not only advancing research in economic modeling but also in interdisciplinary approaches of economic instruments. From the coordinators point of view, the main weakness lies in the limited integration of case studies’ results, mainly due to lack of time and resources to conduct in depth comparative analyses. This comparative analysis and integration work should be done after the end of the project through the preparation of a joint publication. 
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