8. Water Marketing

+ The terrn “water marketing™ applies to natural water only
* unprocessed, except possibly for orstream storage
* does not apply to infrastructure

 “water peicing” is a diffarent 1opic - better applec 10 wholasalke and retal
waler

+ markaters might sell, leasa, cption, bank, or be onginal

Water Market “Options”

*+ also called dry-year cptions

* The permanent owner of & water right agrees to temporarily give the buyer
use of the rght £ a cartain, predefined avent ocours,

* The buyer ordinarily pays an up-frant option price,
* plus possibly a recurring (e.g. arnual) fee,
= and will pay an addtional charge shoulc tha cption avar be axercised.

= The contract tamms set either these payments or the machanism for their
future computation,

Water Market “Banking”

+ The term water “banking”™ is sometimes used in nonmarketing ways, but for
clarity, we will only usa “banking”™ when trade is occuTing

+ An intermadiary cOntracts Jor water rignts from some agents, and then agrees
to contract from this assembled poct to ather agents,

* thus far, thesa Intarmedianes nave bean pudiic agencias or districts

* thus far, both sides of this activity have been leases




Foundations of Water Marketing

* Water property mus? first bc.{ass’gned. quantifed, erforced, anc tradanb]‘lor
any of this to happen,

= Which legal doctrines might qualify? surface or grounc?

+ Whare watar rights have not baen legally “sevaned” from land, we co not have
trua watar markets,

= We might have land-Dases marketing in these cases for the prme
purpose of water exchanga, but such transters are realy “water accass
transfers” since quantified water proparty does not exist.

= Water access markets stif irveive commaon/state property In water

Achievements of Water Marketing

¥ Creating gainers out of losers
+ Closing the geps between the MBs of natural water (e econ. eff)
¥ Accommocating the differing risk preferences agenmts have

+ Because of thasa accompiishments, the camands for ather scarcity strategies
can be reduced, potentially saving money and hardship.

Challenges of Water Marketing

¥ flow-caused inrterdepencencies with third parties - externaitios
¥ urderrepresented demand for nonrival water - public geocs
¥ nadequate private regard for cepletion - overdiscourting

+ RAespenaing to these challangas keads gavernments to salect institutional
tlends of markets anc acmiristrative regulation.

= The resuiting transaction costs intluence &l trading - more later on this,
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1. for relating sales value (V) to recurring lease values (v)

fettaned lrom Chagter 3's apoesda)

Equivalent Single Price

i PV(economic terms)
PV(water terms)

ESP

2. for comparing differing contract terms, conservation
investments, & other scarcity-fighting options

o w, W
3. for thinking about “why trade?," price possibilities, net
gains, effects of transaction costs, lots of things




A Common Challenge: Return Flow Externalities
* Rights are normally fiest quantified in law &s allowed “diversiors,”
* Yet, diverters are more directly affected by their "corsumptive use™

* And even converting all rights to corsumptive use rights isnt a full fix s the
next graphic Can cemonstrate,

+ Problams tend to stronger for (Dut &re not limited to):
» transfers from downstream to upstream (3rd party diverters)

* impacts on instream flows (nendiverting 3rd parties)
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+ Tharedore, most juriscictions have established a process whereby proposed
frades can gain approval.

* A bureau or agency might be able to do this on its own, but western U.S.

states have gererally installed & process in which yested and poterdially
npumed parties can voice thar displeasume

* Who is vestec?
v Other civerters?  Yes,

= Irstreamn users?  Maybe. Or maybe this is ignored. Or maybe a state
apeancy is assigned to fil this role. Or maybe trades are allowed if they
won't broach minimum streamfiow standards, Or
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Real, Live Water Markets

+ Four exceptional markets reviewed in text
+ Colerado Big-Thompson Project
* Texas lower Rio Grande basin
+ CaMornia quagmine
+ Austraiia’s Murray-Darling
* Thery are unique markets in multiple ways

+ They have produced many milion$ in net benefits
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NCWCD

* created in 1837
« shares; not seriority
* no return flow obligations

+ Infars much recuced transaction costs for traders

($23000/af) x d (0.05) = S1150/afl/yr
($1150/af) x 0.00307 = $3.53/1000 gal
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across Texas
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LRGV

+ marketing commenced <1870

+ this part of basin uses cornsiative shares

+ no return flow obligations or impacts

« sizable popuiation growth has been assisted by this market
+ ag sharas have to be converted to municipal quantities

+ municipal purchase rules changed in 2007
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California Bank

+ a several yesr drought sparked a pelicy charge that allowed trade
. mmwmm

* 1891 bank was & lease market brokered by DWR

* sw laasing is no longer unusud in Calforria
+ mainly ag-to-urban and ag-to-environment in recant years

+ great political sensithvity for sacondary effects
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Australia Murray-Darling

* previeusly riparan doctrine

* crought-driven reform

+ US severs water rights and land rights; AU unburdles them

« vary acvanced rghts with the usual founcations for leases and sakes
+ lots of transparency through Qov't wabsite & provided data

+ futures market has emerpad
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“Area of Origin" Issue

« Areas of origin are regions {mainly agricuitural) from which @ water market
would transter water, unless such expans are prohibRed,

+ Parmanently shifting water (or any resource) out of a region may limit that
negion's future cavalopmant opportunities,
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What should a water market count?

Areas of ongin & areas of recejpt too?

............

Costs: Seler Return flow & Economicaly |
water-linked nked agents |

agents such as such as :

instream flow businesses or :

|

|

Benefits:  Buyer users labor

25

Should rules be used tc protect Areas of Origin?
Examgles: “prohibiting harm™ or “imiting to 50%" or taxing exports.
Protect?

1. From a large-accounting-stance (areas of receipt included) aggregate
efficiency parspective, NO.

2. From a ferress-driven or even a neutral efficiency perspective, MAYBE.

a. Such rules help areas of orgin but harm water right owners, buyers, and
areas of receipt,

b. Such rules limit a scarcity-fighting pelicy tool
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Ground Water Markets

+ ground water ranching
* ground water access contracting

* frue ground water marketing of severad ground water rights (Edwards (ore
dead), prior appropriations, two dead system)
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