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Abstract

Economic instruments are beipgomoted as desirablealternative to public sector action

in the allocation and management of natural resources. A wide body of litehatsire
developedthat critically analyzes this phenomen@s part of a wider project of
'neoliberalization of natuletrying touncoverthe underlying rationalend commonaligsof
geographically specifiphenomenarlhe case of water is at the vanguard of these processes
and is proving to be particularly contentiolis the European Uniorwater policies are
increasingly emphasizintpe application oéconomic instruments to imgpve the allocative
equity andeconomicefficiency in the use of scarce resourcesiowever there are few
analygs of how these instruments are really working on the gramudwhether they are
meeting their objectivesThis paper aims to contribute togtdebate by critically analyzing
the experience with watenarkets in Spain, the only country in the European Union where
they are operativdt looks atwater permit sales during the 20R608 drought period using
the TajeSegura transfer infrastructurBhe papedescribesow the institutional process of
mercantilizaciorof water works in practice Spain It showsthatthe use ofmarketsequires

an intense process of institutiorddvelopmento facilitate and encourage their operation.
These institubnstend to favor the interests afearly identifiableelites instead othepublic
interestthey supposedly promate
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1. Introduction

Nature is undergoing an integprocess of neoliberalizatioanhanced by profound
institutional reforms aimed at reinforcing the role of economic instruments and market
mechanisms in detriment of political or public sector actidastree2008a and 2008Db;
Heynen et a).2007) Whetherthe goal is to find alternative sources of financingpioblic
sectoractivities guarantee a secure investment environment for global financial capital,
achieve sustainable natural resource management goa&snments throughout the world
haveundetakenprofound legal reforms in order to create institutional frameworks that
give economic instrumen@ndthe private sectaan increasing role in the management of
public servicean general, and natural resourceparticular(Raco, 2013.

Thecaseof water meritsparticular attention. As Swyndew states, "water has become one
of the central testing grounds for the implementation of glolhational neoliberal
policies" (2007, p.53)One mayargue that the procestartedwith the declaration ofvater

as an economic goday theDublin Statement on Water and Sustainable Development
(Dublin Principles)at the 1992 International Conference on Water and Environmkeat

four Dublin Rinciples of which the economic consideration of water is the foamith most
contestedbecame the basis for the Integrated Water Resources Management (IWRM)
approach that has dominated water management over theipggstears IWRM promotes
the "coordinated development of water, land and related resources, in ardedinagze the
resultant economic and social welfare in an equitable manner without compromising the
sustainability of vital ecosystems” (GWZ000) Nevertheless,saBauer (2004) points out,
there has beeanintense debaten what the consideration of watas an economic good
actually means, and whether "an economic approatie isame as a freaarket
approach’Shouldwater, as a basic human right, be managed on the basis of access and
equity,or ratherasatradable commodi®y

The European Union ha®t been inmune to theonceptual debat&Vhile theWater
Framework DirectiveWFD), approved in 200@&ffirms in its opening statement that
"Water is not a commercial product like any other but, rather, a heritage which must be
protected, defended an@#ated as suciWFD, Preamble ), it also"asserts the economic
value of water" (Kaika2003) andoromotes the use oWaterpricing policies to provide
adequate incentives for users to use water resources efficiently” (art.9.1, DN#9re
recent yearsEuropearenvironmental policy in general, amditerpolicy in particular,are
placingincreasing emphasis on economic instruments to achieve its Glesls
illustrationsof this trend include theonsideratiorof water trading as an instrument that
"could help to improve water efficiency and overcome water stitggtie Blueprint to
Safeguard Europe's Water Resourge$2,COM 2012/673andthe increasing emphasis

of payment for ecosystem services as a means to achieve ecological conservation goals.
Additionally somerecenly EU-funded research projects, such as-BRiter (Delacamara et
al.,, 2013 or Ca & Trade (Rinaudo et al. 2014)ave looked at the potentiale of market
mechanisms and other economic instruments to manage water resoutaelseve EU
policy goals



Theprocesshoweverjs not proceeding uncontestééhderstood as a common heritage,
water policies are of particular concern to citizélftse recognitiorby the UN General
Assembly in 201®@f the access to water supply and sanitedi®a basic human rightas
further assisted the cause of thoed® feel that water carot be managegrimarily in
response teconomic criterialn 2013 the European Citizen's Initiative of the Human
Right to Wateigatheed over 1.8 million signature®putthe demand fowater as a human
right in the European political agendad keep water out of the Single Market rules

In the midst of this tension it becomes relevant to critically analyze existing experiences of
the use of econompolicy instruments for watemanagemerdand assess whether they
deliver the benefits their proponents argue they provide.paperhopes to contribute to
this task byfocusng on thedevelopment oivater markets in Spain, the only counimythe
European Unionvith opeating water marketst will analyze theevolution of water policy
with respect to the regulation of water markatghlighting theprocess of institutional
build up that has been necessaryawilitatethem.It will thenfocus onthe watertradesthat
took placebetweerusers in th&@ajoand Seguraiver basirs during the 2002008 drought
using the TajeSeguraransfer infrastructurelheseradesare the most significant in terms
of volume of watesoldandhavedriven furtherinstitutional reformsatthe national level
creating an opportunity fanore extensive water tradinghey also illustrate the
dysfunctionalitieghat result from institutional reformghich areuncritically presented as
solutiors to water resources management challenges lagtsience serve the interests of
particulaty powerfulgroups. In Spain these powerful lobbiegre identifiedwith the
irrigation-based agr@xport sector anthe expanding tourist industiy the southeastern
Mediterranean coasthe politicateconomic powr associated with thesectos derives
from their importancéor the position othe Spanish economy in the larger European and

global economic systerfSwyngedouw2013, 262).

The authors conducted research between 2012 and 2014 using differentsburces
information: extensive literature, legislative and document review; participation in
stakeholder meetings and public conferences of European research projects that used the
Tajo-Segura as case study for the analysis of the potential of water matéetshieve EU
water policy goals (EPI Water in Alcala de Henares, Spain, in November 2012 and
February 2013; and Cap & Trade in Madrid, November 2012 and Paris, February 2014);
analysis of water sales data; and phone and online open interviews with mefibers
Spanish water administration (2), environmental attorneys specializing in water law (3),
and members of Tajo citizen and environmental organizations.

The paper is structured in five sectioRellowing this introductionsection two reviews
some & the most significant literature that looks at the use of economic instruments to
achieve environmental goads part of a wider processmdoliberalization of nature
Sectionthreepresents the evolution tie institutional framework for ater marketn
Spain discussing the influential role played by the southeasteratagrism lobby

Section foumpresents three case studies of water trading agreebeintserusers irthe
Tajo and Seguraver basins in Spain during the 20@508 drought perigdard ties this



experience to the broader framework of water neoliberalizafioa final sectiopresents
some concluding remarks.

2. Neoliberal approaches to natural resources management: Watenercantilizacion
in Spain

The emphasisrothe use oBconomic insumentsto achieve environmental objectivies

part of a wider context of ecologicalodernizatiorthat emerged in the 19708l&rch,

2013 Bakker, 2003; Hajer1995. It assumes that environmental protection and economic
growth are not incompatiblebjectvesand thereforeloes not seek to undermine or
transform existing patterns of production. Rathegppsgitsthat solutions tdhe

environmental degradation that regfitom the capitalist process of production and
accumulation can be resolved within #hasting institutionaframeworkthrough techital

and apolitical solutionsT'echnological innovation, efficiency gains, management based on
scientific knowledge and expertiaed, most significantlythe use oeconomic instruments
(economic assessmentgst recoverypayment for ecosystem servicesmarket
mechanismpsthus become tools for attaining environmental goktiss philosophy
permeates th&VRM conceptual framewor&ind is gaining traction as parttbe European
Union's approach to environm@ahgovernancéDelacamara et al2013 EC, 2011,or

Bailey and Maresf2009 to cite just a fewecentexamples)

Ecological modernization can be understood aspipdicationof neoliberal approa@sto
the resolution oénvironmentathallengegCastee 201Q Furlong 2010. Starting in the
1990s agrowing body of literaturdascritically studiedexamples of the widgrocessf
neoliberaliation ofnature (March2013;Edwards, 2013; Furlon@010;Castree2010;
Castree2008a and 2008b; Heynenadt 2007; Mansfield2007; Bakker2005 Bakker,
2002, aset of diverse and geographicatlgntextualprocesssby which human
interactions with the biophysical world are increasingly being govespedarketbased
approaches and normEhevariegatedorms of neoliberalizatiodiffer from one another in
that theyare "defined according to the specific policy measures enacted, tbrigtiag
moral economy and the physical characteristics of the resource in question” (Castree, 2010,
p.13).However, hey alsoshare commonalities artilaw on one (or several) of various
possible policy prescriptior(€astree20083: privatization ofenvironmental (and natural)
goods and servicesprporatization of the public sector, emphasizing efficiency and
competitivaness oer social equity goals (Bakkez003);commodificationor
mercantilizaciénBakker, 2002)of natural resources @ssigningprices andusingmarket
mechanisms for allocation and managemeéatgulationaimedat removinghe state from
previous aremof social or environmental interventiosregulation that implies the set up
of institutional structures to favor the neoliberal project; andefairement focivil
society to fill the gaps left by the rddlack of thestate.

CastreeZ01Q and peviously 2008a and008®) hasreviewedresearchhat analyze

examples ohature's neoliberalizatian different sociegeographical contextswhat

Brenner and Theodore (2007) and Peck et al. (2€8Bactually existing

neoliberaliss—in an attempt todentify themain components and draw some conclusions



onits environmental and social implicatiankhis paper aims to contribute to tieBort by
revisitingand expanding othe analysis of thprocess ofvatermercantilizacionn Spain
Mercantilizacién applied to the specific hydspolitical context of Spairwas first

described by Bakkeaasthe"introduction of markets or market simulating technigues

water resources managemeand'the participation of private companies and private
capital in resurce development, water supply and wastewater treatn®0@2 (p.76).
Throughout the twentieth centuBpainwasdominated by the hydraulic paradig®ari

and Del Moral 2001), an approach to water managememaracterized by publicontrol of
resourcadevelopment andllocationof public waterresourceso strategic seors at highly
subsidized rate®akker argued that Spain's specificities (the preexisting moral economy,
in Castree's terms) resulted in whaght be callechn incomplete process of
neoliberalization, since the state continued to have a preeminent role in water resources
administration and provision. In Bakker's terfiregrcantilizacioénin the Spanish case is

not necesarily synonymous with liberaliion or commodification of wateribid, p.787)

but, rather, a "technical facilitator of the continuation of the traditional hydraulic paradigm”
(ibid, p.781). However, we will argue in this paper that the process of neoliberalization of
water in Spain has continued and intensified ovep#st decade through a series of
regulatory reforms that haygogressivelyshifted themanagement and allocation of water
resourcesway from state control ammblitical* deliberationandtoward a growing role of

the market

The papewill address threguestions poskeby Castre¢2008 a an@008&) in his analysis
of the existing literaturedow does the institutional processmércantilizaciérof water
work in practice®hat are the effects of the use of market instruments for water
allocaion? How canthey be evaluated in term§the achievement of WFD goasd
contribution to the resolutioof water governance conflictd?the context of the growing
emphasis on the use of economic instruments for resmanagement thesge essential
guestions.

3. Institutional reform to developwater markets in Spain

The origins of the current institutional context for water resources management in Spain
date bak to the 1985 Water Acin line with theprevailinghydraulic paradigmhe Act was
based on a suppbkideapproachlow water use feeassociated witheavily subsidized

water infrastructuresand watemllocation through 75 yedong administrative concessions
following apriority order for water use rightswith urban uses and irrigation in first and
se®ond position respectively, and other uses (energy production, industrial uses or
navigation) belowVarela & HernandeMora, 201Q Del Moral 1996).

1 The term'political” in this paper, following Swyngedouw (2011), refersthe political”, the space where the

status quo can and is questioned, "an inherently public affair (...) that reconfigurespaiab relations”

(p-377). In contrast, the term "politics" refers to the process that is shaped by "private intelzatticeen

elected governments and elites that overwhelmingly represent business interests" (Crouch, 2004, p.4, as cited
by Swyngedouw, 2011), or as in the case study presented in this paper, represent the interests of powerful elites.



Starting in the early 1990¢he emergence ahreenew and competing discourdesgano
undermine the égemony of the traditional hydraulic paradi¢@wyngedouw, 2013,
p.264):the reassessmentofat ur e’ s pupesatheragentuatiah of the
commodification and privatisatiasf bio-political life through the pursuit of
mercantilizacibnBakker, 2002and2010); andhe scalar transformation of the geo
political relations around water supply,
environmental governance legislation on the one hand and the devolution of state power in
Spainon the otherwhichaugmented the hydreocial powers of local and regional
governmentsn a context of intensifying interegional conflictDel Moral et al, 2003)

These parallel processes heklplainthe regulatory development of water markets and

their role inSpanish kidro-politics.

3.1.Dominating discourses in Spanish water governance: Balancing nature's
imbalances through interbasin water transfers

The Spanish hydraulic paradigm has continuously asforéxhlance’ the unequal

distribution of water resources betweea tumid north and the arid southeastereha
productive agriculture hasxisted for centuries and water scarcity is seen as the limiting
factor for agricultural and economic development. Successive hydraulic plans, going as far
back as the earltyventiethcentury, have proposed different interbasin transfer alternatives
(HernandezMora et al, 2014).This dominating discourse @ublic provision of subsidized
waterhas helped in the consolidation gb@werful lobby made up of irrigators, tourism

related @velopers, and regional governments of the autonomous regions of Murcia and
Valencia in southeastern Spain.

The TajeSegura transfer project (ATS Acueducto Tajésegura)was the first proposal to

be approved in 1971. It was designedrémsfer 1000 Mi(million cubic meters}-600 in

a first phase, and 400 in a second phase that wasnealieed—, from the Entrepefias and
Buendia (E&B) reservoirm the headwaters of the Tapasinto the southeagFigure 1).

The infrastructure would transfer 'surplligjo water, that is;esourcesn excess of

existing needs for urban water supply, irrigation and hydroelectric production. At the time
environmental requiremengsd impactsvereneitherlegally contemplated nor part of

water policy debates.

The ATS wa presented athe first large hydraulic infrastructure in Spain that did not
require significant public subsidi¢sielgarejo, 2000 and 2009)he transfer's specific
legislation requiressers of transferred wateigpay avolumetrictariff with variableand

fixed componentsThe law allocated transferred water (discounting evaporation losses) to
irrigation (up to 400 Mrf) and urban water supply (up to 110 B)rim the recipient

regions It also required that aver basin plardeterminésurplusvolumesandthat

discharges from E&B guaranteeninimum flow of 6 n¥/secin Aranjuez to cover the

needs of the Tajo bas(figure 1) Construction started in 1971 and th&astructure

became operational in 1981.

pro



Figure 1. Spanish river basin districts, existhg water markets and the TajeSegura
transfer
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Transfervolumesaredeterminedy the Central Commission for the Management of the
Tajo-Seguralransfer Comisién Central de Explotacion del Trasvase Ta@mura) made
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up of representativesf the Central governmenggional governments of donor and
recipientAutonomous regionslonor and recipierRiver Basin AuthoritiesRBAs)?, and
ATS users—organized in théMancomunidad de Canales del Taibi(ldCT, urban users)
and theSindicato Central de Regantes del Acueducto Tajo SE(BIBRATS irrigators).
No privateusers or stakeholders from the Tajeer basinhave a seat in the Commission
Decisiors are made within the parametersioé ATS operational rulgbat establish
transfer volumes for different storage levels in E€IRble 1. Theoperational rules were
approvedn 1998in an attempt to minimize political conflicts surrounding transfer
decsions. Before that timésansfer volumes were determined by the Commission without
specific guidelinesWhen storage levefall belowlevel 3, transfer decisions have to be
madeon a national governmental lev®t the Council of Ministers. No transfease
allowed when combined storafgls belowlevel 4 @40 Mn? in the 1998 rulés As we
will discussis Section 3.4theserules were revised in 2013.

Table 1. Operational rules of the TajeSegura transfer(1998 and 2013)

1998 Rues 2013 Rules
Monthly transfer Monthly transfer
Levels Thresholds volumes Thresholds volumes
(Mm3month) (Mm?3month)

1 V > 1500Mm?3 OR 68 V > 1500 OR 60
IN12m>1000Mm? In12m >1000Mm?

5 1500 >V > Curve N3 38 1500 >V > Curve NBAND 38
AND In12m<1000Mm3 In12m<1000Mm?3

3 Curve N3 >V > 240Mm? 23 Curve N3 >V > 400Mm?3 20

4 240Mm3 0 400Mm3 0

V: Combined storage in E&B reservoirs

In12m: Total inflowsto E&B over the past 12 months

Curve N3: Emergency curve determined byonthly storage lesls in E&B below which transfer decisions
cannot be made by the Transfer Commissiki®i: avergie monthly storage volume of 502m°. N3,: averge
monthly storage volume of 6682m?3 (million cubic meters)

Source: Own elaboration with data fr@aPHT (2012 and®014)

Conflicts surrounding the desire to transfer large volumes of water to the southeast have
consistenthjbeen at theenter of Spanish wateplicies(HernandezaMora et al, 2014,

Lopez Gunn2009).For instance ite sociopolitical conflicts surrouding the failed

attempt tdbuild a seconavater transfefrom the Ebro basim the 2001 National

Hydrologic PlanBukowski, 2007 Font and Subirats, 2018ominated Spanish water
management debates in the late 1990s and early .26G6e case of the AT,3he conflict

has often reached the courts, with the Government of CdstilManchasystematically

2 As Figure 1 showshe Spanish part of the Tajo river basin encompasses the autonomous regions of Madrid,
CastillaLa Mancha an&Extremadura. The ATS affects primarily water quality and environmental conditions

in the riparian cities of Aranjuez (Madrid), Toledo and Talawkrda Reina (Castilla Mancha). Recipient

regions include Murcia (Segura river basin), Alicante (Jucar River basin) and the province of Almeria in
Andalucia. An additional 50 M#are transferred to the Guadiana basin.

3 Using water from various sourcedCT supplies up to 90% of the Segura river basin popula8@RATS

is a major player irspanish hydrgpolitics, both at the regional and at the national level. It encompasses over
80,000irrigatorsin the Segurand Andalusian Mediterranean River Basimst receive transfer waters from

the Tajo or use the transfer infrastructure to move and use water.



contesting transfer decisions, alN@iS users trying to obtain more secure water rights
(FNCA 2013a) These conflicts derive from several factors:

T

Overesimation of water availability in the headwaters of the Tajo and decrease in
available resource§igure 9. Annual tranferred volumes have averaged 3vg°
instead of the projected 600 Mm

Figure 2. Water inflows into Tajo headwater reservoirs and trarsferred volumes
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Source: Adaptednd updatedrom thefirst draft Tagus Basin Management Plat{iG 2011)

Increased pressure on the Tajo basin to satisfy demands from ATS users. In some
years, up to 80% of E&B resourcessbdeen transferred (Fige 2), thus limiting

outflows to the Tajo. This has accentuated the water quality problems that result from
the inflow of Madrid's wastewater through the Jarama near AranjueZseeFigure

3in section 4. The Tajo RBMP (CHT2014) acknowledges thtte transfer of clean
headwaters makesdifficult to achieve good status in the Tajo downstream from the
Jarama.

Failure to eliminate water sadty in the Segura river basin, which has persisted over
time because of uncontrolledpansion of irrigatiomnd urban water deman@dmez

et al, 2013; IDRUCLM, 2005;Martinez and Estey2002; Melgarejo, 2000)
Unregulatedgroundwater use makes up for existing water deficits.

Failure to pay the full cost of water transfers, which continue to be subsidizex
only payATS tariffsfor volumes actually received in the Segura, in effect less than
30% of total infrastructure costs. They atsoexempted from paying thariffs in
times of drought. Additionally, the tarifhave been periodically reviewedownward

so that todayhey arealmost 40%ower thanwhen they were first establishad1981

9



(in the case of irrigatiofrom 0.1539€ / 3 current 2014 prices 1981 t00.09731
€ / 3in 2014). Thegapbetween operating costs atadiffs is made up through
budgetary transfrsfrom the central governmeit the Tajo and Segura RBAs
(Mergalejg 2000)

Far from resolving water allocahgroblemsthe ATShas exacerbatiewaterrelated
political and social conflictdnterregional disputesurrounding théATS were at the core of
thedelayin the approval of the Tajo and Segura RBNtPthe current WFD planning
processwhich did not happeuntil 2014, five years after the 2009 deadlifiee failures of
the ATS and of the institutional angbolitical context in which it operatdgmve playea
significant role in therocess of watemercantilizacion as we will see below.

3.2.Introducing water trading in Spain

The first significant refornto the 1983NaterAct came in 199%ollowing a major drought
(1990-19%) that resulted in significant economic losses langle-scalewater supply
restrictionsthroughout the countr{Estrela and Rodrigue2008). In the context of
widespread economic liberalization reforrige conservativd?opular Partgovernment
alteredthe rules for water allocatiahrough the introduction of marksh orderto provide
the system with more flexibilify(Bakker, 2002;Del Moral et al, 2000) A previouslaw in
1996 hadntroduced the possibilitgf private sector involvemeim service provision and
infrastructure development.

Water allocatiorto individual userss the responsibility of RBAs within the parameters
estabished by River Basin Management Plans (RBMPs). Until 1999 permit holders could
not exchange, sell or otherwise trade water rightsveverRBAs can, in times of drought
and in consultation with useneallocate water froower to higher priority uses (fo

instance irrigation to domestic) or restrict allocated volumes in order to minimize drought
impacts (Hernandelrloraet al, 2013).In Spanish water law, there are three types of water
use permit§HernandezMoraet al, 2014)

1 Administrative concessiorfsoncesion administratiyagrantedoy RBAsfor irrigation,
urbanwater supply, hydroelectrigroduction or other industrial uséer maximum?75
yeas renewable period€oncessions are tied to the type of use (and plot of land in the
case of irrigationjhat is specified in the permit.

1 Water use permitseld by hstoricalirrigator associationandirrigation districtsof
public initiative (developed primarily étween the 196 and 1980s)herights are bld
by the irrigator associatigmot by individual farmersAbout80% of water used for
irrigation in Spain falls under thtgpology.

4The Canary Islands have a different legal framework for water resources management that accounts for their
geographical and hydrologic specificities. Watgarkets play a significant role for water allocation in some

of the Canary Islands (Tenerife primarily) and have been extensively studied by Aguifdrad others
(AguileraKlink and Sanchefsarcig 2002and 2005 FernandeBethartourt andAguilera Klink, 2001).

They will not be the focus of discussion in this paper.
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1 Private goundwater useghtsthatexisted prior tadhe approval of the 1985 Water Act
In these permitshelocationand capacity of the wedindthe areaandlocation of the
land irrigatedmustremain unchange@artinezCortina and Hernandevora, 2003)
Theattachmenof the right to the lantegally preventsvatersales to otherusers

Many water permitgredate the introduction of environmental concerns in wate
managementlso, someSpanish river basirare overallocatednd there are no resources
available for new usd8erbelet al, 2013). Although the law allows for th@dministrative
review and modification of water permits (for environmental, socioecan@tarcity or
efficiency reasons}hese mechanisms are only used for temporary reallocation or
restrictions in times of drought, and raréy permanent modification of the permit
conditions (Brufap2008).As a result, many usecensidemwater perms as unalterable
private property right®?ermitreview processes aohdlengingpolitically, potentially
expensiveand seldom undertakelmformal water markets also exist in Spain, particularly
in areas of intense water scarcity and high economic vadier usesThrough a variety of
institutional arrangements that dot always clearly fit within the letter of the law, these
transactions are mostly local in scale, help alleviate either temporal etelongcarcity
situations, and concentrate in thediterranean southeastern cqiitrnandezMora and

De Stefanp2013).

The 1999 reform introduced limited and strongly regulatedket instrumentswo types
of water trading mechanisms were introduced: water use permit tradinigystos de
cesion andpublic water bankscentros de intercambjdTable 3.

Table 2. Characteristics of water trading mechanisms introduced by the 1999 reform

WATER PERMIT TRADING PUBLIC WATER BANKS

Water trading agreement betwaegers with Established by RBAs under exceptional
concessions (thus excluding®0of water used for circumstances (drought, environmental
irrigation) degradation, etc.)

RBAs publish an offer to purchase (temporarily
or permanently) wat use permit rights at a pre
established price

Concession holders can voluntarily sell their
rights

Thepurchased rights can be allocated to other
Trades are only allowed from lower to higher ranke( users or held by the RBA for environmental
uses within the order of priority allocation restoration (the latter became possible after a
further reform in 2006)

Non-consumptive users cannot sell to consumptive| Public water banks have only been use8 river
users basins (Guadiana, Jucar ad Segura)

Prices are negotiated between buyers and sellers | Offered prices are set by the administration
Traded amount cannot exceed volumes effectively
used by the concessionary

Contracts require administrative appabof RBAs

Buyer and seller must be within the same river basi
district

Contracts are temporary (no permanent reallocatiot

Source: Own elaboration

The proposalvas intensely debated and received criticism from environmiateaésts
left-wing political groupgSocialist Party angostcommunistizquierda Unida, as well as
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associations of small and meditgized farmerswhoresisted the idea of treating watesa
commodity De Stefano, 2009)el Moral et al, 2000. Their objections fociesdon the
potentialsocioeconomic effects (concentration of resources in sectors and regions of
highest productivitysqueemng out of smallest, poorest farmees)denvironmenal impacts
of water marketsandthe moral argument that water, by virtue of being essential for life,
should remain a public rather than a private gaael Moral et al, 2000,Bakker, 2002).

Despitesuch objectionseven theseritical sectorsacknowledgedhatintroducing
flexibility into the existingconcession systetfmight be a good idea" becausecbuld help
solvethe concentratiorof water rights in unreasonable gsminimizing the social rejction
of the transition to a more sastable managementodel' (Izquierda Unida1997).In a
conext of a dominatindnydraulic paradigniDel Moral, 1996; Swyngedouywi999) the
rationale behindhis unlikely consensusvasbasedn the idea thawater traling could
have several benefitsncourage the re@luation of water as a scan@sourceintroduce
the economic dimension in the users' mjings$p preventwater restrictions in urbameas
near irrigatiom districts in times of droughandoffer an alernative towater transfers
between distanegions as a solution to local water shortage probléras,avoiding the
high political, socioeconomic and environmentaktsof these transferdNaredq 2007,

Del Moral andSilva, 2006;Del Moralet al, 2000;Naredq 1998.

The 1999 changesere the first of several reforms over the next 15 years aiming at
strengthening the role of economic instruments to improve what were perceived as
inefficient pwlic allocationmechanisms. The reforms were designefddditate water
reallocation from purportedly lower to higher (social, ecormonienvironmental) value
uses although, as we will see in the analysis of the -IBggura case study, this has not
always been the casEable 3 presents a chronologytbis regulatory evolution and the
essential characteristio$ each reform
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Table3. Key regulatory reforms for water mercantilizaciénin Spain

Legal reform

1985 Water Act

1996 Reform

1999 Reform

20052008 Drought
Decrees

2013 Environmental
Impact Statement Ad

Mercantilizacion
process

9 Administrative reallocation from
lower to higher priority water uses i
times of drought

9 Substitution of water sources to me
permitted allotments

State Water Companies
(Sociedades estatales de
agua)

1.Public Water BankéCentrosde intercambio)
2.Water Permit TradingContratos de cesion)

Characteristics

Reallocation decisions made by RBA
in participated water management
boards

Introduces the possibility of
private capital investment ir
hydraulic infrastructure
development

Trading only allowed
within same river basin
& between users with
administrative
concessiongSee
characteristics ifTable
2)

Exceptionally allows:

1 Trading between the
Tajo- Segura and
NegratirAlmanzora
river basin districts

9 Trading ofpublic
irrigation distrids
permits

Allows water trading
between different river
basins permanently

Administrative
requirements

Approval by RBA's Governing Boards

Consortium agreements

between companies and

RBAs require Council of
Ministers approval

1. Setup by RBA
2. RBA approval

Approvalby the Water
Directorate of the Ministry
of the Environment

Approvalby the Water
Directorate

Price or economic
compensation

Possible compensation by beneficiari
(not compulsory)

1. RBA establishes price
2. Price agreed by parties with RBAater Drectorateapproval

Source: Own elaboration
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3.3. Promoting water trading: The 20052009Legislative Drought Decrees

Thewater trading mechanisnirtroducedn 1999were scarcely used until the 2602608
drowght due to a variety akasons. On one hand, beem 1999 and 2005 no significant
droughts occurred. On the other, trades in surface water rights can only occur where there
are water transport infrastructures in place and significant profitability differentials between
different usersMore importantly perhaps, teidies have found that farmers, who represent
about 75% of all consumptive water uses in Spain, are reticent to formally give up their
rights (Giannoccaro et a013; Hernande®ora et al, 2013, Del Moral and Sily&006).

In their view, sellng their permits can have several negative consequences: an implicit
recognition of an excessive concession volgrtaus opening the door to concession
revisions and a limitation of volumes allocateda weakening of the socioeconomic fabric

of the agricultiral sector in the selling areand a resulting loss of power sasvis other

water users in the basiim order to overcome these limitationsysral authorfave argued

for further institutional reformso help encourage transactions (Garrido et28l13a and

2013; Calatrava and Gomdzamos 2009).

When the next drought period started in 2005 Saalist Partygovernmentn power
introduced further flexibilityto the watertradinglegislation using the drought as the
rationalefor reform A Drought Decreeintroducingtwo major changet® the 1999 rules

was approveth December 200%0r a oneyear periodFirst itallowedtrading between

users located in differenitver basinsAnd second,tialsoallowedfarmers inpublic

irrigation districtsto undertake water trading agreements, thus incorporating a large volume
of irrigation water that was excluded under the 1999 refesa Table 2)The 2005

Drought Decreavas renewed annually untiD@9, in spite of the fact that by early 2008
normal hydrologe conditions had returned to much of the country

The 200520 Drought Decreetherefore temporarily eliminated many of the restrictions
and regulatory oversight established in the 1999 reforntantinuedprocess of

deregulation tdacilitate marketexchanges while at the same time expanding the reach of
the market by incorporating waters sobject to tradeAlthoughtotal volumes traded

during the droughtepresented less than 1% of total anmagionalconsumptive use

(Garrido et al.2013a) these reformsverebeneficialfor ATS users, who bought almost

75% of the water tradedhich amounted ta7% oftotal transfergseceivedirom the Tajo

(see Table 4)They were thus able to circumvent the limitations established in the ATS
operational ruleso protect the Tajo environmental and social water needs. The possibility
of conducting interbasin water permit sales, regardless of drought conditions in the donor
basins, already signaled an intent to rely on market mechanisms to deal with conditions of
scarcity, and avoid the political cost of transfer decisions.

3.4. Further liberalization of water trading without public debate
Thenext step in th@rocess of liberalizingvater tradingvastakenby aconservative
Popular Party governmeint 2013in thecontext ofsweepingeconomic and fiscal

liberalizationreforms to deal with a severe economic and budgetary dnssrly2013the
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Tajo and Seguraver basin plansRBMP) had notstill been submitted to public
consultationprimarily because of politel discrepancies over t#er'S. The government
pledgedo approve all pending plans by December 2013.

A first draft RBMP was brieflypublishedby the Tajo RBANn November 2011According

to thedocumentgiven the decrease in available resoukt< envionmental
requirementsn the Tajo basiould only be met throughn increase in environmental
flows from E&B, which questioned the viability of the ATS. In fact, the decrease in
available resources (Figuret2adresulted in the elevation of transfer deonsto the
Council of Ministers 21 timeketween 1998 and 20b&cause reserves had fallen below
the N3 curvgsee Table 1)Given climate predictions, the Tajo RBA estimated this would
happen again 25% of the time under the 1898 operationafules (GHT, 2012), with the
resulting political conflict. ie removal of the transfer decisions from the political arena
wasthusa major goal of ATS water usefSiven the implicationsf the2011proposalor
the ATSand in response faressursfrom theATS lobby, theMinistry of the Environment
ordered the withdrawal of the proposed plan

In order toapprove the plan whilprotectng the interests of ATS useaspolitical
agreement was necessatyworking group made up oépresentives of the recipient
regons, the central governmeandSCRATSstarted meeting to work out a compromise
Neitherthe meetingshe makeup of the working groupor its deliberations were made
public until an agreement was reachiedVarch 2013he Tajo Memorandumwas signed
by the negotiating partiesnd shortly thereaftera revised version dfothTajo and Segura
RBMPs were released for public consultatibhe new Tajo draft RBMP had removed all
references to environmental flow regimes downstream from the transfer divarsioonly
included minimum flow requirementdn order toobtainsupport for the approval of the
plansthe governmenyielded to the demands of tAg'S lobby andtransformedhe
contentf theTajo Memorandunmto law, as lastminute amendments to the
Environmental Impact Assessmdraw approved in December 20IBheamendments
stated that the nelegal frameworkwvas needed to facilitatevater use concession trading
that is more effective in the future” (Introduction, Law 21/2013). The reform liberalized
water trading and at the same time avoided opening a politically and socially contentious
debate, since thehangesvere introduced@slast minuteamendmenighus avoiding

regular parliamentary procedures

The2013law modified ATS operational rulesaalgthreemain lines: increaskthe no
transfer storage lev@evel 4)to 400Mm?3; movedthe responsibility for transfer decisions
below the N3 curve from the Cocihof Ministers to thedepartmentaMinisterin charge of
water affairs; andequired allstored waterlbove the naransfer leveto be transferredrhe
change$avelimitedthe ability ofthe TajoRBA to manage the basin according to
technical, environmental and social consideratiand,converted theeansferinto a right

for end users insé&l of an expectatio-NCA, 2013). Theamendmentalsoallowed

water trading contracts between different river bagirtis administrative approvdtom the
General Water Director (a Directorate within the Ministry responsible for water affairs)
whereasunder the 1999 refornmter-basinpermittrading was exceptional and $et to
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legislativeapproval by ParliamerfENCA, 2013a). The 2013 refornthereforeeliminated
the discretionaryature ofregular transfer decisionsircumventing costlyolitical debates
and minimizing opportunities for stakeholder ingaarthermore, by allowing private
individuals to reaclinterbasinpermit trading agreements outside of the transfer’s
operational rules, it moved water management decisions away from the pubte @pthe
into the realm of the market.

The resistance to this additional pidshthemercantiizacionof waterbecameguickly
apparentEnvironmental anditizenorganizationsn the Tajo basimnd nationwidessued

legal report§FNCA, 2013a and 2013@nd promoted a grassroots campaign that resulted

in a formal complaint before the European Commission and legal action before the Spanish
courts In spite of the resistancegnsulting companies and other parties are positioning
themselves to act as interniaies in water trades in what is starting to be perceived as a
potentially lucrative economic activitipecisions over tradingnd allocation arbecoming

a matter of supposedly technical criteria and persdnate,determined by the mitevel

Water Diector andndividual users who buy and sell, addvoid of larger political,

planning or ecological considerations.

4. The case of the Tajo Segura water markets'he experience of water sales during
the 20052008 drought

The 20042005 hydrologic year redired the lowesiccumulated precipitation on record
in Spain(Estrela and Rodriguez0@8) and e Drought Decrees approved by the
governmenbetween 2005 and 2009 aim@dmitigate the impacts of the drought. In the
case of the Tajo and Segura basihs,successive legislative reformi®ated an
institutionalframeworkthrough a process dieregulatior—through the elimination of the
water use restrictions associated with the concession regiaredreregulationr—designed
to increase the reach of the markén order tofavorthe powerful ATS lobbies.As
discussed abovehe Drought DecreesnabledATS usergo purchasél ajo water while
circumventing the limitations imposed by thansfer'soperational ruleso protect the
needsf the Tajo basin

In addtion to the modification of the trading regime, #@05Drought Decreexempted
SCRATSIrrigators from payingpart of theATS tariff. The 2006 decreextended the
exempion to MCT urban water user§he exemption was designed to compensate the
MCT for the"unexpected expenseisiturred through the purchase of Tajo water
(Introduction, 200&iroughtdecree) These exemptionsubsidized the water purchases

thus reducing the potential gains in economic efficiency and open competition that water
markets werelugposed to introduce.

The impacs of the 20052008 droughtn the Tajo basinveresevereEnvironmental flows
decreasetb the point that the rivareased to flown Talavera de la Reina for the first time
on record in the summer of 2006, an event thatkgal social mobilizations baswide
(HernandezMora, 2014) TheTajo RBAalsorecognized that "some regular demands in the
basin (...) have been derived toward the ATS as a result of the permit trachigRBA
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Technical ManagetJnpublished Minute®am Release CommissipPecember 2006).
Between 2004nd 2006 nflows to theE&B combined reservoir system fell 50% below
historical averag¢Estrela and Rodrigug2008).Storage fell close to tH40 Mn? line,

and remained below Leveluhtil the spring 02009 so thatransfer decisionaweremade
by the Council of Ministerduring this time (Level & Table ). Given the legal priority of
urban uses over irrigatiotransferred volumewere allocated tMCT, and SCRATS
received less than 10% of their nmaxim allocation(Table 4. The approval of the drought
decrees was designed, in partirteet the demands of the SCRATS and minimize the
political cost ofcontentious transfer decisions.fact between 205 and 2008 SCRATS
obtained29% of their allotmenif Tajo watess through water salegand as much as 45% in
2005 and 2006Table 4) TheDirectorof the Tajo RBA Technical Department explained
thatthe transfers resulting from the salés not need the approval of the Council of
Ministers" but, rather'are contra@damong individuals that freely agree to certain
conditions (Unpublished Minutes of the Tajo RBA Headwater Management Commission,
February 2006)Table 4presents data astorage in E&Bat the end of each hydrologic
year, annual volumes traferred ancdditionalvolumes sold.

Table 4. Annual storagein Entrepefias and Buendia and volumes transferred and sold
through the Tajo-Segura infrastructure (20052008) (Mm?/yr)

Storage in Ordinary transfers to SCRATS Water TOTAL Volumes

Hydrologic | Entrepefias | Outflows and urban uses Wlat‘f*r Sfo'd TRANSFERRED So'd'l
year & Buendia | to Tajo I Urban Total _sold for or (ordinary + To

(Sept 30) Irrigation water ordinary | irrigation | urban sales) transferred
transfer supply (%)
2005/2006 329 250.9 38.0 | 148.50| 186.50 31.05 217.55 14%
2006/2007 241 242.1 31.0 | 147.00| 188.00 31.05 8.5 227.55 17%
2007/2008 357 253.6 60.4 | 118.26| 178.66 31.05 36.9 246.65 28%
2008/2009 312 292.1 128.5| 116.60 | 265.00 31.05 - 296.05 10%
TOTAL - 1,038.7 257.9| 530.36| 81816 124.20 45.4 987.80 17%

Source: Own elaboration using unpublished data from the Tajo RBA, SCRAd $ajo RBAannual reports and the
online hydrologic bulletins of the MAGRAMA (http://www.magrama.gob.es/es/agua/temas/evatldadasrecursos
hidricosboletin-hidrologico/)

The following three sectioresenthe characteristicsf thethreepermit trading
agreements subscribbdtween Tajo and Segura water usknsng the 20052008drought
Figure 3 shows the location of the selling irrigator comriesmin the Tajo basin, all of
themdownstream from the ATS diversion point

4.1. Water permit sales from Estremera Water User AssociatiofEWUA) to
SCRATS

The Estremera Irrigation District located upstream from the city of Aranju@zgure3).

It is an irrigation district of public initiative created in the 1940s. In 2000 the District
obtained a concession to deriveSLKm?from the Estremera dam on the Tajo riteer
irrigate 2,300 haising flood irrigatiorwith average estimated return flswf 20% In
February 2006 the Tajo RBgrantedEWUA a provisionalconcessiorfor an additional
13,8 Mn?. This measure enalll&€WUA to sell31.05 Mn? to SCRATS, a volume that
exceeded thewriginal concession volume. Theovisionalconcession titlstatedthatit
would only be valid as long @se 2005Drought Decreavas in forceessentially meaning,
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as long as interbasimatersales were allowe&panish water law requires beneficial use of
permitted waters but in this case, the temporary permit was graraéovicEWUA to
increase the volumes sold to SCRATS. Furthermore, the regulatory development of the
1999 reformgart. 345,2003amendment tblydraulic Public DomairBylaw) limited the
volumes subject to trade thoseeffectively usd for the previoudive yearsand required
returnflows to be discounteffom sale volumeso avoidenvironmental impactsn the

case of EWUA this would have implied the ability to sell only 14 3inot the 31.05 M
that were actually sold annually.

Figure 3. Location of the Tajo basin irrigator communities that negotiated water sales

o Estremera Water User Association

e Canal de las Aves Water User Association N

o lllana-Leganiel Water User Association

Tajo-Segura
transfer

0 30 60 120 180 240

Source:Own elaboration.

The saleagreement was signed in February 2006ranéwed annually through 2009.
Table 5 smmarizes the basic elements of the contract and the subsidies rdxgeived
SCRATS througtATS tariff exemptions The agreement was clearly favorablé¢he
interests of both partiemdto the detriment of the public intereétt a time when the ATS
operational rules limited transfeSCRATSirrigators were able teignificantly increase
theirallocationthrough purchase agreements gag for the water through tariff
exemptios, withanetgainot 0 mi | I i on €.

Irrigators in Estremera also benefited from this procBssy obtained 25mi | | foron €
the sale of 124.2 M#to SCRATS well in excess of their original concession volumes
2007 the president of thaMJA declared: "the last two years have been the best ones for
the farmers in the Estremera Irrigation District”, due to tleeme from the sales of the
water (Minutes of the Upper TaRBA Management District Meeting, July 25th 2007).
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Table 5. Cost of water sales to SCRATS and tariff exemptions (2062009)

o | vaune | e | Toutpas| Q%Y Tt el o
year M) L CeD (€) lisoationMrd)| ¢ €9 m (€)
2005/2006 | 3105 | 0186 | 5,761700 3800 5,922,6947
2006/2007 | 3105 | 0189 | 5882696 3100 5,322,2767
2007/2008 | 3105 | 0191 | 523875 6040 0T 1 Baa0sz
2008/2009 | 3105 | 0192 | 5947570 12850 13,685,247
TOTAL | 12420 23515841 | 25790 32,774,245

Source: Own elaboration with data from the purchase contracts and minutes of the Upper Tajo Management
Commisson meetings (205-2009)

A second benefit came from the inclusionledistrict in the National Irrigation
Modernization Action Plan aimed to improg#iciencyin irrigated areas. The Estremera
Modernizationprojectwasthe first (and so far onlyplanexecutedn the Tajo basinlt was
designedo reduce water consumption bg Mm? that could be reassigned to Madrid's
water supply (WWF2015). However, at the end dfi¢ project total concession volume
expanded to 18.86 MtThe Tajo RBA arguethat theproject had achieved the projected
40% reduction by estimating savings over the 31,05 it were sold to SCRATS and
not over the original concessi@etter of Tajo RB\ President to WWF, January 2013)
Thus, he modernization project, largely funded with public money, only served to increase
the concessiorkzurthermore,n the summer of 2014 and thanks to20&3reforms
SCRATS purchased 5.6 Mrfrom EWUA to complemehapproved transfers 4 Verdad
newspaper, August 8, 2014).

4.2. Water permit sales from Canal de &s Aves Water User AssociatioiCAWUA)
to MCT

The CAWUA is an irrigation district of public initiative whose origins date back to the
1930s and is locatieon the left margin of the Tgjapstream from the city of Aranjaelt
irrigates 3,571 ha with permit for 27.57 MM (CHT, 2014). Like Estremera, it is a
traditional irrigation district that uses flood irrigation and is a candidate for agricultural
modenization, although the project has not yet been appréne&l08 CAWUA applied
for a concession of 42.85rk/r, which wasapprovedoy the Tajo RBA

Between 2006 and 2009 the MCT sgnannual contracts with the @AJA to purchase
between 26 and 40 Mhto betransferred before Novembef each year. Payments had to
be made withirR0 daysof Ministry of the Environment's approval the transaction

(usually in the spring), regardless of total volumes actually transferred throughout the
summer. AsTable 6shows, contracts were made for a total of 1083Mwhich were paid

in full to the CAWUA and indirectly subsidized through the tariff exemption (MCT Annual
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Reports, 2007, 2008 and 2009). However, accordinmpablishedlajo RBA data only
45 Mm? were actally transferred.

Table 6. Cost of water sales to MCT and tariff exemptions (2062009)

Urban water

Volume Volume Price Total paid Volume | Ordinary suobly tariff Total
Year |contracted | purchased | contracted M g ) transferred{transfers fo( aftgﬁ and exemptio
(Mm?) (Mm) (€9 m (Mm?)  [MCT (Mm?)P Cepm| M€)
20062007 26-40 3550 0.288 10.2 85 137.00 11.75
2007/2008 26-40 3603 0.236 85 36.9 108.26 0.086 9.29
2008/200¢  26-40 3695 0.310 115 106.60 9.14
TOTAL 108.48 30.19 454 30.20 30.18

Source: Own elaboration withath gathered froifl) Purchase agreements, (2) Annual Reports of the MCT and

(3) unpublished datadm the Tajo RBA Dam Release Commission (2006, 2007 and 2008).

Between 2004 and 2008 and in spite of drought conditions, MCT had receivedAESull
allocation (110 Mr¥yeal). Therefore themergency situation that tilrought Decrees

alleged to allowhe purchase and apply the tariff exemption did not exist. Furthermore, as

the actual volumes transferred show, the purchase option was only partially executed.
Between 2006 and 2009 E&B storage was very close to Hh@nsfer limit of 240 Mm

and transfedecisions had to be made by the Council of Ministers. It is plausible that the
sale agreement was a publicly subsidized operation to reduce the risk of crossing the no

transfer line.

4.3. Option contract between lllanaL eganiel Water User Associatiorfl LWUA) and
SCRATS

The ILWUA was created in 2003 through a declaration of public interest for the conversion

of the agricultural district to irrigation. The project was approved in 2008 and is currently

underway. In 2009 it received an administrative cesiom to irrigate 1,575 ha with 10.19

Mm?3/year, which is included in the 2014 Tajo RBMP. In 2011, when the irrigation district

was not yet operational, the SCRATS signed-gd4r option contract with the ILWUA for

the right to purchase the full concessiom | u me

at

a P The agreemerit O .

would be put into effect in case of drought conditiandif legally allowed In exchange,
SCRATS pays the water tariffs to the Tajo RBA during the 10 years of the agreement,
which in 2012 amounted ® , 3 A (SERATS 2012 Annual ReporfJhe Irrigation
District isthusbeing created with public funds and beneficiaries have signed a potential
water sale agreement, thiespardizinghe legalrequiremenbf beneficial use for
permitted waters. Furthermore,gtagreemergxemplifies th@rocesof water
mercantilizaciorgiven thatpublic water rights are being grantedth full knowledgeof the
explicit intention to sell themMarket instruments are being used for the reallocation of
water resources outside itugtion of drought, somethirtge2013 Tajo Memorandum legal

reformshave made possible.
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4.4. Discussion

This study hagmerged frona closeand detailed knowledge dieorigins, context and
evolution ofSpanish watemarketsWe argue thathte contradttions and resistances
identified throughouthe procesof institutional design can be bettnceptualizdand
underspvodif analyzed asnexample oheoliberalisation of naturerlhis broader
theoretical frameworknd,morespecifically, the notion ofvatermercantilizacioras
applied tothe case oSpain (Bakker2002; Del Moral et al 2003),provides a sound
framework for understandingithhistoricaly and geographicBl-specific case study.

In Spain, the speatef the state failure thesisn@ierialized in theigidities and inefficient
administrative allocation of watecpmbined with thelevelopmenof a discourse oivater
scarcity appeareaverthe last twenty years as a powerful justification for the exparmdion
markets as a social institon for thereallocation ofscarcewater resourced.his process
was initiated and guidedly the state in suppoof specific strategic objectives and interests
thatcouldno longer be managed via the previously established mechanisms of the
hydraulic paadigm.In Bakker's termayercantilizaciénentaik the (re)introduction of
markets mechanisms into a resource subsector from which they were previclusiied.

We havearguel in this paper that the processmércantilizaciorof waterin Spainis
intensfying throughthe progressivalisplacement of allocation techniques based on public
policy decisioamakingby marketinstruments

It is generally assumed that marketseffecient reallocation mechanisms in situatsoof
shortage or exhaustion of naturasourcesTheoretically narkets shouldiacilitate the
reallocation, with increased productivity, of existing resoyngesincrease pressure on
ecosystemsHowever,in our case study wexposehe paradox that markets function
preciselyas instruments ahcreasing pressure on aquatic ecosyst&iater that had never
been consumptively used before was sold and diverted from the TajoTrasiersderived
largebenefits from the sale of water they were not usingtanehich theydid not have
previous acess. From an environmental perspective, headwaters were diverted at a time
when the basin was under severe drought conditions and streamflows where low. In fact,
while water was being diverted through the sale agreements, some users downstream were
suffering significant restrictiondt could be argued that, in Spain, water markets are a new
variation of entrenched institutional practices, business as usual with a nettdaex.er,
instances of depolitisatipmisleading representation of decisions asnagutfficient or
economically rational agreements, new actors, new rules, all demonstrate that, in the
Spanish case, hi s “ n eawinsfarece af Water ngoliberalization.

The introduction of water markeits Spainin 1999did not facea solid ideolgical

opposition. On the contrary, in the contexbadtrong debate questionitige traditional
hydraulicparadigmandthe role of the associateeater policy community, the social
sectors defending the innovative ideas of IWRM thaWFD represente(l.e. leftwing
parties, citizen and environmental movements, academaiospted the idea that economic
instruments could be convenient mechanisms to improve efficiency and good

21



environmental status. This consensus on what we have recognibeceslogi@l
modernizatiorthesis implied economic assessment and full cost recovery, in the way that
the WFD explicitly poses. But it also encompassed, without igndhegisks tlat these
instruments could involve, a positive perspectmethe potentiabf watermarketsas
mechanisms that could replace the intensification of water resources exploitation through
costly hydraulic infrastructures. Thus Spain the criticism against water markets is not an
ideologicalone,based on the presumptionanfti-neolibeil perspectives bun outcome

of rigorousanalysisand understanding aictual experiencasa the context of the

developing theoretical framework of nature neoliberalization

However, tle specificities of each concrete case study obligate a carefidadiopl of the
theoretical framewd. Water resources play a role in socioeconomic restructuringgrand
both transformed by and constraining of geographically contextualized pekitoalomic
choices and evolutiofcrom a theoretical standpoint, thenmefpit is important to reflect on
whetherthe Spanish water marketsn d t hei r * dayeadingutacresultola | i t 1 es”
context specific factors avhetherthey respond to a more general, global in fact, trend,
materialized in institutional and geogragdd particular conditiondn this second
perspective, thdysfunctionalities oSpanish water markets should be more a result of
intentional water neoliberalism, rather than jistorruption and local interestshe
perspective of this papésr closerto this second opinion. Whecognizesingular
characteristics in the Spanistercantilizacion process, but identifthe influence of global
“macr o DReFrMomaldtsl! 2003)that promote market instruments as desirable
alternatives for the achieventesf natural resources management gaal$ conditiorthe
arguments, formats and chronology ofithestitutional development he relevance of the
case studys justified by the fact th&Bpainisthe only country within the EU with
operating water markeand the TajeSeguravater salesre the most significant both in
tems of volumes tradedndof their importance driving policy reformHi.is therefore a
meaningful and representatigase study, an actual laboratorynodrcantilizaciérto test,
corrolorate and enrich the general reflection of the global neoliberalization process

5. Conclusions

Starting in 1999successive Spanish governments, both conservative and social
democrat, haveprogressively constructed a legal framework to facilitate weddirtgas
an alternative to public sectaction,with the purported goabf introducingflexibility and
improve economic efficiency in watatlocation decisions. Two major reforms (in 1999
and 20052008) were approveeither immediately following or ithe context of
nationwidedroughtswhich acted as catalysts for water policy refsriAfter more than a
decade of experience in water markets, and in spite mfisent public sector support
(both financial and politicaljotal volumessoldusing form&watertrading mechanisms
remainsmall. However these volumes are significant in specific watgessed regions
where administrative reallocation decisions are too costly. In addvigoy few studies
have assessed the environmental, social and ecommplications of these trades.

Water trading agreements imply a change in the location, intensity and characteristics of the
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water use, with obvious implications for water quality, quantity and ecosystem health. No
comprehensive information is publichyailable on such basic issues as total volumes of
water traded, the conditions of the contracts being signed, the contracting parties, or the
socioeconomic or environmental impadtsspite of this lack oknowledge othe real

effects of water tradingyater markets continue to be promoted uncritically as an effective
mears to allocate water efficientfyom lower to higher economic usd@dis is the case

both in Spairand in the EU, where economic instrumentsiacezasinglyproposeds
desirablgoolsto achievenatural resources management goHiee geographicallyspecific
example of thexperienceavith interbasinpermittrades between the Tajo and Segura river
basinsin the context of the 2008008 droughtandthelater legal reformn 2013 servedo
contest thespresumptiongnd illustrate the dysfunctionalitie$ water markets on the
ground.

Water trading, while presented as a more flexible and efficient alternative to public
allocaion decisions, in fact requiressgnificantprocess of instutional build up, through
bothderegulationandreregulation processes, and decisive public intervenitidacilitate
these exchangeghe process is heavily influenced by the pressures of powedanal
elites—based on the competitive advantagdediterranearntensive agriculture anal
strong tourism industry and their significanneSpain's role within th&arger European and
global economic systest, so that the regulatory outcoma®coherent withtheirinterests.
Theexperiencavith the TajeSegura water saleshows hat in cases of unequal access to
power and information water markets serve to heighten the lack of transparency and
accountability and intensify unequal power relations. Furthermore, this case study
illustrates how markets wotk provide a wiawin situation for the contracting parties at
the expense of the public interestichboth subsidized the operations and suffered the
environmentaimpacts Thus it shows how the potential advantages that water markets can
provide in speic and local situations (increased flexibility in allocation decisions,
mitigation of drought impacts, explicitation of the economic value of the resource) are
heavily dependent on the institutional context in which they are implemented.

This paper uss the example of an "actually existing neoliberalism”, an actual
mercantilizaciérprocessto illustrate how thelevelopment of theegulatory framework for
water marketsn Spainwas really driven by and targeted to the resolution of a territorial
challengethathas been historically deemed as a key political and economic priority by all
governments and political parties: the transfesuifsidizedvater resources to the Iberian
southeast. The powerful economic and political interests that underliedfioisdal claim

have influencedand benefited fromthe process of institutional design. The use of
supposedly unquestionable arguments of efficiency and competition serve to impose
managemertlternatives thaare not impartial nor equitable in their comes. Using

economic instruments for water resources management serves to sgmiveant
management decisions from the political arena, allowing for the presentation of conflictive
and contested allocation decisions as supposedly technically andrecalhosound and

thus not subject to political debate. Administrative and political decisions are substituted by
market instruments facilitated and enhanced by a constructed institutional framework that
changes the rules of the game in favor of the mosepful players.
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