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Economic analysis

« Project (and moving to program)
evaluation.

« Financial Viability analysis (private returns
to investments) of irrigation projects, etc..

« Increasingly social cost benefit in WB and
Internationally financed projects and
programs. .




And

¢ Some economic analysis in University and
Research Organisations on:
— Value of water.
— Pricing and effects on agriculture.

— Valuation of Environmental costs and
benefits.

The results

< Achievement of socio economic objectives
« High public investments
 Strong public regulation

And

« Inefficiencies (technical and economic)

< Environment externalities (from use and
infraestructures).

¢ Lack of O&M in cases.

How dit it evolve in with the
WEFD?
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Economic analysis in RBMP

Economic Analysis of Water Uses (demand)

1 Elasticiy of demand
2 Water of water use in
3 Projections of the drivers of water users and their effects n the water environment in 2015, 2021,2027.

Economic analysis of Water Services (supply)

1 Prices and costs of Water Services and cost recovery.

2. Forecasts of investments

3. Justfication of exceptions to cost recovery of water services
4. Proposals for improving cost recovery

Economic criteria for decision making

1 Costeflectiveness analysis

2. Disproportionate cost analysis

3. Economicimpacts on vulnerable groups and redistribution effects.
4. Financial and economic feasibilty of measures.

Economic valuation of environmental benefits
Financing Strategy of the River Basin Management Plans and financial programming of measures.

Economic Instruments

1. Pricing

2. Licensing and reallocation instruments (trading)
3. Subsidies and conditionality

First steps

March 2005 Characterisation
reports

Economic Analysis of Water

Use (demand)

1. Water
productivity/intensity
of water use in the
sectors.

2. Projections of the
drivers of water
users and their
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Not so much

« Elasticity of — -
demand.

* Price as an
incentive
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Impacts of CAP decoupling on water use.

Variation of Has of different crops
m Desvinculacién Parcial Desvinculacion Total

CercHIESETIEO"|
Maiz y Sorgo
Leguminosas

Tubérculos
Remolacha

—ETeRgosas

Forrajeras

Secano

-60.000 -40.000 -20.000 0 20.000 40.000 60.000

Variacion de Superficie (ha)

Economic analysis of Water
Services (supply)

1. Prices and costs of
Water Services and
cost recovery:

— Households
— Industry
— Agriculture

— SOME ANALYSIS ON IMPACT
OF PRICES ON DISPOSABLE
INCOME/AFFORDABILITY
ISSUES FOR LOW INCOME

Policy Implications

« Mainly descriptive.

« It has helped a highly “opinions based
debate”:

— Clarify the magnitude of non cost recovery
issues in different sectors.

— Provide information to policy makers on the
very reasonable prices paid today and the
(mostly) limited impacts of possible increases
in prices (for water users). Varies with areas.

— Provide information on which groups could be
affected (in agriculture and urban areas).




And tariffs and taxes reform?

*« UNPOPULAR
* The report helped:

— Identify some design problems with the existing system of tariffs (mainly of RBAs).

¢ It has resulted in:

— Movement in the regions..Some timid. some mixed taxes and charges. Mainly
urban.

— Attempts of modest changes of the RBAs (with the alliance of the Ministry of
Economics) faced major debate and opposition (mainly in agriculture).

— Mainly for obtaining resources (not so much as an incentive).
— “No way” environmental taxes

In agriculture:

— Increases in prices mainly energy costs (resulting of modernisation plans).
UNINTENDED EFFECT.

— Some more expected with the RBMP AS A MEASURE (theoretically?)

Preparation of RBMP
2005-2009

1. Cost-effectiveness

2. Disproportionate

Economic criteria for decision
making

analysis.

cost analysis

Policy implications CEA

INTENDED

— Compare costs of infrastructure and non infrastructure
measures.

— Look into existing approved measures with new eyes (to improve
o deteriorate ecological flows).

BUT

— Strong inertia of previously approved plans (not restructuring
public expending priorities).
— Basic and complementary measures distinction? What is
behind?
Concerns and progress

— Importance of looking jointly into economic and hydrological
analysis.

— Important data bases on costs of measures.
— How is helping choosing measures?




Preparation of the Financing
Strategy of the RBMP

« Costs of plans: 40.000 Million Euros+

POLICY CONCERNS:
— Most funds allocated. (8500 million euros)
—Where is the additional financing?

Economic Instruments

Key economic instruments in the RBMP
1. Prices and Taxes

2. Licensing and reallocation instruments
(trading/voluntary agreements)

3. Subsidies and conditionality.

— Reason for disproportionality.... Year Ne Volumes (m3)
+ Not so much: 2006 6 75.4 Million (75 GL)
— Looking into alternative financing sources. 2007 17 102.4 Million (102 GL)
— Reconsidering present use of public budgets
2008 2 67.9 Million (67.9 GL)
Policy (public) concerns in trading
PRIVATIZATION PAPER TRADING
« Privatization of water and water « Trading entitlements or
allocation decisions. actual usage.
» Selling licenses obtained “for free”. .
» Planning needs to be efficient. No * Really instrument to
need fo?trading!!! ’ reduce disputes between
« Transfers through the back door- regions (paper trading
opposition by farmers- (better only and reducing conflicts). TOd ay')
within RB boundaries). ENVIRONMENTAL
SUBSIDIES IMPACTS

» Use of subsidized infrastructures —
« Effect of subsidies on prices of

» Trading of water savings obtained
with government subsidies? REGULATION AND
« Farmers decreasing subsidies and GROWTH
“water banking”.

+ Cost recovery of water services need ! - .
to be a precondition in decision making

¢ Limit interbasin transfers

transactions. « environmental effects of
changes in return flows.

« Role of “states”/regions




EC Green Paper. A2 scenarios. Climatic
changes foreseen for 2071-2100

And .. Back to basics?

Article 9 cost recovery.

— Enough about pricing as incentive?

< Economic crisis leading to reduced
confidence on markets and market

. Fi i i ?
i Struments. Financing strategy not an issue?

« Changes in CAP. How far? Cost effectiveness or “costs and effects”

Disproportionality based on expert
judgement and Public Participation?.




Where are the principles?
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