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Rippediirem the headlines...

Regional message clear: conserve
11/27/2007

Express-News

Proposed drought restrictions on
aquifer are harsher, 12/22/2007
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Thirsty Lawn Owners,
Beware The Water Cops, 11/27/2007

~§~ Texarkana Gazette

Treat water as money, because it is
5/7/2007
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How to Stop Squandermg Water?
Raise its Price, 08/14/1999



Scarce Resources and the Market

InTliexas and elsewiere, there are competing ademands
ferwaterand aHlimitedarsuppiy:

DUKING PEIOdS| Ofi Scarcity, oW shielld Water reSeUIrCes
e allocated?

Other scarce resources) aner allocated by markets) in
WHICHI prices; transmit information about argeods
SCarcity, and other aspects off s Value.

BUETOr many reasens; the development: off Unregulated
Water markets, ist neither likely: ner desirable:
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Why \Wateris a =Special™ Commodity,

Mobility
Bulkiness
Economies of scale

Solvent properties (ability
to assimilate wastes)

“::—*E Yale School of Forestry &
En
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Variability in supply
Sequential use
Complementarity

Social and cultural values



Public Aspects of \Water Resource
MaRagement:

e Regulation
— Water pollution control
— Legal apportionment of property rights
— Water pricing

e Public infrastructure investment
— Flood control
— Navigation
— Hydroelectric power
— Irrigation

e Public ownership and operation
— Municipal water treatment, distribution
— Recreational areas

;w

. F d Yale School of Forestry &
V"? ) Environmental Studies

YI



WaterPrcing liaen and INoW:..

“Nethingl s mere useitl thanrwater, putiit will
PUIFCAASE SCalCE; anything;: SCarce; anything) can
e ad inrexchange fioriit:~

Adam Smithy /e Weslih or Natons, 1776

SIwo hundred years later, I can refill an  eight-
eunce dlassiwithr taprwater 2,500 times 1or Iess
tnan the cest off a/ can! 6l soda.

Robert Stavins, /e New: York [imes, 1999
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\Water Demand and! Prces

Oniaverade, a 10% Increase in the  price off
Water redlces residentialidemand by 3 te 4% in
ULS. cities (inr the short fn).

e sensitivity off residentiall Water demandi to
Price Increases IS similar ter that ol residential
electricity demand.

Onjaverage, the response of water demand to
PrICE INCIFEASES IS StFoNgER URCER NIGNEr PriCES.

=¥ Yale School of Forestry &
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\Water Demand and
NOR-price Conservaton Policies

VIany, NeN-Price CONSERVAtION POlICIES do edUCE

Water demand, thoud

Mererstingent, mane

N effiectiveness Varies.

atery, policies (Wihen well=

enfionced) tend terhave stronger effects than

Veluntany PoliCies; ane

education.

Water savings ihem pelicies that: premoete Water-

CONSERVING fiXtUrEs m

ay be smaller than

expected dUue; to: DENaVviorall FESPONSES.
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Comparingl Price andiNen-price
Conservation PoliCIES

COSt effectiveness

PriCe INCreases’ ake; mMore cost-efifective than
NON-PHICE apPProachEs;) IDECAUSE rEdUCHIONS
OCCUF amoeng hoeuseholds withrthie Iowest
vallie for Water use.

Results off recent: empirical Work

12 cities in the U.S. andi Canada

Simulated replacing 2-aay/Week Watering restricuens with
drought pricing.

BothI policies achieve same Water “savings:, withiwelfare
gains firom the price approach off $8i/household per drought.
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Comparingl Price andNen-price
Conservation Policies, CoOnt.

Impacten Uity net revenue

INOR-price demand managdement policIes INCrease
tetal utility: costs, and decrease total revenue: (il
demand reductions ensue);

At current estimates of price elasticity, utilities that
[NCrease Water prices WillNncrease; totalf revenue:
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Comparingl Price andNen-price
Conservation Policies, CoOnt.

VIoRIterng andlenfercement

INGN-price; poliCies reguike significant monitering and
enfiercement terachieve fulifcempliance.

Inrar study’ off 85 Califormiarutilitiesiduring the: 1990s drought:
Vore! than| 72 off CUStOMErS: Violated quantity~-ei-Use restrctons
Compliance; with type-6f-Use restrictions Wastalso Iow.

INOR-compliance In the context o prcing requires: that
NOUSENOIAS CONSUME Water off-meter™, mUCh more
difficult te achieve.

w
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Comparingl Price andNen-price
Conservation Policies, CoOnt.

Predictability IRfachieving Conservation goals

A'price elasticity estimate fora particUlar service area provides a
good measure off expected! effects of al price Increase.

Statistical evaluation' oif Water'savings  attibutable to a Nen-price

COMSEnVation: policy: provides a goed MeasuUre; off Expected efifiects
of al similar policy:

Inrthe absence;off statistical analysis) neithier policy: hasian
ddvantade ever the other in terms off predictability.

;WA
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Comparingl Price andNen-price
Conservation Policies, CoOnt.

EQUItY.and distributienaliIssues

With' price; Increases, Iew-Income households tend tor contribute

dl greater share off aggredate water demand reductions thian they
do UNnder NeN-Price policies.

Jihisidoes NOIF mean; that price-based appreaches ake regressive
IR /ICOMIE; Progressiver price-Dased approaches cant be designed.

Iihe Impact off ReN-Price pregrams on: disthbutienal equity.
depends;on NBW NOMN-Price; programs are financed:

;WA
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Comparingl Price andNen-price
Conservation Policies, CoOnt.

Politicalfconsiderations

Raisingl water prices (like the elimination; ef any. sulbsidy,) can: be
politically: difficult.

[DOES the prevalence; off NON-Price CONSErVation| PeliCIEs
demonstrate:

SUPPOrt fier CONSUMELS: fiof NON-PrICE apProaches) eVEn thoughithey: ane
Mere costly?

Mistunderstanding effthe full costs ot NeN-price appProaches?
Constraints faced by water suppliersiin therability to: raise Water prces?
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Common MISConCEPLoR! #1

Water prices are low, thus price cannoet be; used
terreducerdemand.

e 500+ published estimates) off the; sensitvity: of

Water demand to; prices are based on 50 Vears of low.
Water Prices;

Water'demand Is Sinelastic (@l 1% INCrease N Price
calses) a <1% decrease in demand); NOi
URIESPORSIVE! tO) PrICE!

Yale School of Forestry &
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Commoen MISCONCEPLION! #2

VWater CUStemEers are Unaware; Oif Prces, thls
PriCe; cannot be used to reduce demand.

Coensumers; studied evertthe; past SOrVears act as I they: are
aAWare: off Water Prices.

Iihe 3007+ publishedf priceelasticity’ estimatesiare based on
consumers billed moenthly, quarterly, and evenrless firequentiy:

Previding more information about prices and demand may: Deost
the Impact ofi price Increases.

“‘::—: Yale School of Forestry &
%*‘

¥ Environmental Studies



Common MISCONCEPLIGN #5

Increasing-block PrCING PrOVIAES an
IRCERLIVE o Water Conservation

/g1 PrCES PreVIderan INCERLIVE o Water
CONSERVation:

A study: of 85 MA communities suggests that 1BPs, per se)
ave neNmpact ondemand, controlling for price levels.

[ the only: Way/ te/ INCrEase Price! IS to INCrease; the Price; on
SOME faction; eF consumption) this s better tham nething.
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Common MISCONCEPLOR! #4

Wiiere Water price INCreases! are; implemented,
water'demand will alwaysialli

Price elasticity’ estimates measure; the reduction! in: demand for'a
1% pricelincrease, all e/se Ield coistarit:

Pepulation; growth, Changes: Int Weather: o climate;, INCome
INCrEases, ete. Can INCrEase demand.

li7a price increase;isifollewedoy an Increaselin demand, these
other factors are at work (and the price increase; has reduced
the rate off growth in demand):
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Implications o
Ineificientiys Low\Water Prices

SHort rtn

ConsumersiUse toermuch water — moyxe than! efficient ameunts.

\Water conservation! takes place only: Under “moral suasion: or
direct regulation;”

o)ple) ft]g

Inefficient prices alter land-use patterms, iIndustrialfiocation
decisions, household landscaping andl appliance; CAoICES:
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A Recommencdation

WheER possible;, apply: DERENT-COSt analy/sIs
[0 Water cORserVation; poliCIes.

SPECIfiic MON-PriCE CONSERVation: Policies; camionly: be
COMpPared o Price INCreases ifwe have a measuke off
the DERETItS Off NON-PrICE CONSERVation: POlICIES.

Costs off nen-price; policies often calctlated.

Costsiand benglits off price INcreases ofiten calculated.
BEngfits el non-price; policies arerless well-understood:
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