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Urban water planners in water-scarce regions 
face a constant challenge to secure sufficient 
water supplies to stay a step ahead of the 
growing water demands nipping at their 

heels. But looking ahead, the options for bolstering 
water supplies—which have been so important to urban 
water management until now—are waning in many 
water-stressed areas. Efforts to balance water budgets 
will need to rely much more heavily on demand man-
agement in coming decades.

That’s one of the key conclusions of a new Water Share 
report from The Nature Conservancy (Richter 2016). The 
report points out the fact that renewable water supplies 
have been fully allocated or overallocated in one-third of 
all rivers, lakes, and aquifers globally, leading to wide-
spread and damaging water shortages. In the past century, 
as cities have reached the limits of their local water sup-
plies, they have typically been able to import additional 
water from distant basins; more than 40% of the water 
supplied to the world’s 100 largest cities comes from 
water imports, for example (The Nature Conservancy 
2014). However, as water demands have increased in 
many regions, communities in those areas have become 
wary of allowing other communities to claim their water 
supplies, especially communities facing decreased water 
availability as a result of climate changes. 

Additionally, poorer families in many cities are feeling 
the pinch of rising water prices, and water rates in 
many cities have risen above the targeted “water afford-
ability ratio” for household budgets. In the United 
States, that ratio is set at 2–2.5%, but water prices in 
some cities have risen above that level in recent years. 
Household water costs account for 5% of median 
household income in Seattle and 7% in Atlanta, for 
example, suggesting that many families may be experi-
encing difficulties in paying for these services (Pacific 
Institute n.d., Walton 2015). Not surprisingly, water 
utilities typically face harsh resistance to any proposed 
increases in water rates, potentially causing them to shy 
away from expensive water-supply options.

The Water Share report asserts that we must quickly 
become a water-saving society, naming a variety of 
ways to lower water consumption both in cities and on 
farms to alleviate water stress. Opportunities for lower-
ing agricultural water consumption, and subsequently 
transferring water savings to other users or dedicating it 
to environmental restoration, are highlighted in the 
report through four case studies:

• The San Diego County Water Authority in California
(United States) negotiated an agreement with a
large irrigation district that pays farmers to reduce
their consumptive water use. The water saved is
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transferred to the metropolitan area, providing 
more than a third of its water supply each year.

• Austin Water in Texas (United States) purchases up 
to 40% of its water each year from a river author-
ity that has been bolstering the volume and reli-
ability of its water supplies through acquisition of 
water rights from irrigation districts.

• More than half of water deliveries by the San 
Antonio Water System in Texas (United States) 
have come from water rights purchased from 
farmers or through water lease agreements with 
other water providers.

• Farmers in the Murray-Darling Basin of Australia 
have prospered from an active water market in 
which more than 40% of water use comes from 
trades in annual water allocations. This water trad-
ing has provided a new revenue stream for farmers, 
and has helped them better manage the impacts of 
irrigation shortages during severe droughts.

THE PROMISE OF WATER MARKETS
The Water Share report suggests that the number and 

volume of such water exchanges could be increased 
exponentially—to the benefit of farmers, cities, and the 
environment—if high-functioning water markets could 
be established in water stressed regions. Specific imped-
iments to water trading—such as long regulatory 
reviews of proposed trades that create uncertainty 
among the traders, and a lack of transparency in 
documenting and publicizing water exchanges—
are highlighted in the report, along with sug-
gested corrections. 

If regulatory and administrative reforms 
could improve the functionality of water 
markets, six outcomes could be of particular 
benefit to water-stressed communities and the 
environment:

• Stimulating water savings. By establishing a mone-
tary value for water, water markets can provide 
strong stimulus for reducing consumptive use 
because a water-saving entity or individual can be 
rewarded financially by selling or leasing the por-
tion of water rights not being used. When water is 
appropriately priced, it discourages waste.

• Increasing water availability. By accessing addi-
tional water through a market, a community or 
government can avoid expensive, time-consuming, 
and environmentally damaging alternatives for 
increasing its water supplies.

• Improving community flexibility. By enabling the 
transfer of water between users, individuals and 
communities can adapt more quickly to changing 
conditions and personal preferences and needs. 
This includes providing farmers with new revenue-
generating opportunities and options for averting 
irrigation shortages during droughts.

• Improving water’s productivity and allocation  
efficiency. By discouraging wasteful or low-value 
uses of water, the trading of water facilitates’ real-
location of water rights leads to more productive 
uses, commonly resulting in more revenue genera-
tion in local economies.

• Returning water to nature. Markets offer opportu-
nities for conservation interests and government 
agencies to restore water flows in depleted fresh-
water and estuarine ecosystems by purchasing 
water in the market and then dedicating its use to 
environmental purposes.

• Improving accounting for water use and availability. 
When water is appropriately priced and water 
assets are effectively traded, water users are more 
willing to participate in transparent water measure-
ment and reporting practices. 

A ROLE FOR PRIVATE INVESTMENT?
While much of the policy reform needed to unleash the 

economic and environmental benefits of water markets 
will need to come from political leadership in the public 
sector, The Nature Conservancy asserts that the private 
sector—including nongovernmental organizations and 
private investors—can play a catalytic role in creating 
financial incentives to drive water conservation and shar-
ing in order to improve water security. There is a signifi-
cant unmet funding demand for conservation programs 

to preserve or restore ecosystems, and a significant 
shortfall will remain even if current governmental 

and philanthropic funding is doubled. Instead, 
private investment will be needed to make up the 
shortfall, at a level that is 20–30% greater than 
is being privately invested in conservation-
related activities today.  
At the same time, the appetite for conservation 

impact investments outpaces the development of 
investable deals. To seize this opportunity to deploy 
investment capital in order to improve water security 
requires a variety of investment strategies to enable the 
reallocation of water to the environment and to entities 
seeking more water supply, such as cities. 

A PRIVATE INITIATIVE TO ADVANCE WATER SECURITY
The Nature Conservancy is promoting a new concept 

called water sharing investment partnerships (WSIPs), 
based on the strategic trading of water rights within 
select river and lake basins and aquifer systems. The 
over-arching purpose of a WSIP is to acquire a portfolio 
of water rights that can be subsequently reallocated to 
the environment, lease water to users needing more, 
and generate financial returns to investors (Figure 1). 

The operations of a WSIP can be supported 
with funding from impact investors 
(i.e., those seeking to make social 
and environmental improvements 
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while making a profit), philanthropic contributions, and 
government grants. A WSIP can use this funding to 
acquire water rights in two primary ways: (1) outright 
purchases of water rights from willing sellers in a water 
market or (2) by collaborating with irrigation farmers to 
implement water-saving measures that enable farmers to 
transfer some portion of their unneeded water rights to 
the WSIP. The second strategy enables farmers to “grow 
water” in addition to growing crops. The WSIP can then 
reallocate the acquired water rights to depleted freshwater 
ecosystems and other water users seeking greater supplies.

A WSIP could generate returns for investors through 
various means. Figure 2 illustrates one way to view the 
use of water rights by a WSIP, in which some portion of 
the total portfolio of the acquired water rights is used to 
meet environmental and social outcomes, and another 
portion is used to generate returns for investors. In some 
instances, the WSIP may also generate returns for inves-
tors from improved agricultural revenue generation. The 
distribution strategy for the water rights held by a WSIP 

can be custom tailored, depending on the environmental, 
social, and economic needs of a given basin.

Because of the need to generate returns for investors, 
a WSIP has the benefit of making water available for 
other users through leases or sales of water rights held 
by the WSIP. Water can be leased to other farmers, or to 
cities or industries in need of additional supply, thereby 
averting the need to access water in costlier or environ-
mentally damaging ways, such as through building new 
reservoirs or water importation pipelines. 

In late 2015, The Nature Conservancy successfully 
launched its first WSIP in Australia, including securing 
investor funding of US$20 million (a second phase of 
the investor fund will open soon, increasing the funding 
to US$80 million). Early ecological and financial out-
comes are already illustrating the potential benefits of 
this approach. 

The Nature Conservancy is now assessing the  
feasibility of implementing similar WSIPs or other 
investor-funded solutions in other basins and countries, 
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Water Rights Portfolio

Investment Fund

Used to purchase water rights

Working Pool

Water rights used to generate 
returns to investors

Benefits Pool

Water rights used for environmental 
and social benefits

FIGURE 2 Use of water rights

Once the water sharing investment partnership has acquired a portfolio of water rights, it uses some portion of those rights each year to generate 
returns for its investors, leaving the remainder of the water rights to be used for environmental and social benefits, such as leaving the water 
instream to improve fisheries.
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including Latin America and the western United 
States. These early feasibility evaluations are confirm-
ing that while the majority of regions do not yet have 
a robust water market framework comparable to that 
of Australia, WSIPs are feasible in many basins, with 
key enabling conditions. 

Early indications suggest that water solutions are of 
great interest to the investment community. If its funds 
can be strategically and effectively directed toward 
projects that encourage and reward water conservation 
and sharing, many communities and freshwater ecosys-
tems could become beneficiaries of these investments.
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