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1 Introduction

There are many similarities between the trade astgémnexus and the trade and climate nexus. $lisdause
the trade, water and climate communities face tirenson problem of free riding associated to a “pugthod”.
Free riding is well recognized in the case of wdterd climate) even if water should not be treasd pure
public good (defined by non-rivalry and non-exatui but only as a local and common pool resoureeryRet
al., 1997). Water resources become rivalrous omige the level of water exhaustion is reached (their
consumption by one individual reduces their avdlitglbfor consumption by others). And, they ardesf non-
excludable because of the failure to implementciffit property rights, such as those illustrated they
centuries-old system of “bisses” in Valais (a Swimgion). That said, today water production andsconption
are subject to free-riding largely because domesater policies are non-existing or embryonic: cing
mechanisms are not developed, externalities (veater-use, excessive use of pesticides and ferslizgc.) are

not taken into account, etc.

In sharp contrast, the fact that freer trade ie &sgely subject to free-riding is often ignorediay. However,
the free-riding instinct re-emerges each time wiaaspite robust economic analysis and history, @mm
believe that they would be better off if they impasriffs on their imports while getting free actde the
markets of the rest of the world. If few todayliaathat freer trade is a public good, it is bexathe existing
world trade regime has been very successful indimducountries to limit their strong free-ridingstincts in
trade matters. Benefits from freer trade are biggel faster to emerge because many countries together
within a well-designed world trade regime baseds&iI T/WTO principles and rules (in this paper, “rslla@are

meant subordinate to principles).

There is another deep connection between tradesrvead climate. It is widely recognized that fasting

future climate shocks at a regional level—whichioag will be flooded, which ones will be under waséress
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on a year by year basis—is largely out of reaah.such circumstances, trade gets back a role twmfdded
away during the last sixty years of relatively &atlimatic, economic and political conditions. idtto be the
ultimate insurer. Regions under sudden water sinéi§ need to import food products in exceptiogahntities,
and trade happens to be a cheap (efficient) insaranheme to face a sudden instability in watesuregs in

some parts of the world.

There are thus good reasons to look at whethemttmtd trade regime could provide a strong and sound
framework to the international water regime. Nainy papers have looked at this issue (Yang and d&ghn
2007, Hoekstra 2010). They generally see the W@ aource of problems rather than of solutiongndd,
they argue for specific international agreementsvater. But, the climate community experiencehef COP15
(the 2009 Copenhagen Summit on Climate Change)sisomg warning signal showing how difficult it s

build a “specific” international regime.

In contrast, this paper argues that the basic iptee on which the world trade regime is built wibible equally
useful for the international water regime, and ttet WTO rules are flexible enough to address trexific
problems raised by water management in an intenmalticontext. It also argues that, if the curiatgrnational
trade mirrors domestic distortions, limiting suchrade would cost a lot in terms of water use. likgl the

messenger (trade) does not solve the problems &anmearkets).

The paper is organized as follows. Section 1 piewvia broad insight on how trade analysis showbéheficial
aspect of a more integrated international tradeater, underscoring how much trade and water issarse
mutually supportive. Section 2 raises two questioBo we need a specific international agreemamtrading

water? Do we need specific international agreestort producing water in sustainable quantity andlity?

The paper argues that the answer to the first ouei no. The World Trade Organization (WTO) sulre
both sound and flexible enough to address the $®yes raised by water trade. The second quesi®a more
complex answer. The paper suggests that some WIES may need to be revisited, but that such r@visare

unlikely to create serious problems if they areefidly handled from a water and trade perspective.

2 Water and trade economics

Before looking at water economics in an internalanade setting, two crucial remarks should be enddst,
trade is the mere difference between domestic ecopan and production. Import is the excess of dstic
consumption over domestic production, export theveese. If domestic production and/or consumptos
distorted, trade is distorted. For instance, dducers in the exporting and importing countriesxdbtake into
account negative externalities (pollution), the @xipg country could export too much water-inteesgoods

and the importing country could import not enougbtsgoods..

The fact that trade is a mere difference has ackegllary. It is that taking measures for resinigtor increasing
water trade is not the adequate solution to addvesduction and consumption externalities sincgoiés not

address the initial problems raised by imperfecinéstic water markets (production and/or consumjption
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These problems could be satisfactorily solved dmntymeasures targeting domestic markets—betterngrici

mechanisms, more appropriate subsidies and/or faxesang investment and delivering productivityirga

That said, if acting on international trade is mio¢ solution, the rules of the world trade regirifewell
interpreted, have the capacity to be conducivengiroved domestic market disciplines, as underscared
section 2. This has already happened. The lagt gears have witnessed increased market accesde (t
liberalization) in industrial products as a foragshing for reducing distortions in domestic markatsrder to

reap all the benefits from trade opening.

The second crucial preliminary remark is that, camyt to the politicians’ and people’'s views, ecoigm
underscore the fact that imports capture the g&ims trade, whereas exports mirror the costs oflera
Countries export only because they have to paynimorts. Exporting too much is as bad as importing
little. This is particularly obvious in the watsector where trade does not only generate moverémgsods,
but also entails exchanges of the quantity of wambedded” in commodities—hence the concept attai”
water (the amount of water required to produce @ge “virtually” exchanged among countries througide
flows). In short, a country saves its scarce wadsources by relying on imports, while it increags water use

by exporting water-intensive goods.

2.1 Comparative advantages

Middle East’s virtual water imports in the form gifains are equivalent to the flow of the river Nikea year
(Allan 2003). Explaining such trade flows requinesthing more than a direct application of compsaeat
advantages theories (Wichelns 2010). The virtuatewnotion is thus a relatively new concept basedvell-

established ideas in international economics.

The theory of comparative advantages splits into iaain tenants: the Ricardian theory and the Heuks
Ohlin theory (hereafter HO). Both analyses shoat thy specializing in productions for which theyjana
relative advantage, countries opening to tradedeeprocess that drives to a globally and econdiyicaore
efficient use of resources than in autarky. Thieeries of comparative advantages tell us thatalintries
have an interest to trade, even if they have onlglative advantage in the production of some goods. That a
country may produce all the goods more costly titmrrading partner does not prevent it to havelative

(comparative) advantage in the goods it producesredatively less costly way than its trading part

The Ricardian approach perceives comparative adgastas arising from technology-driven differenires
factor productivities among countries. Indeed,aRio used “climate differences” to express thetirada
productivities of two trading partners to engagt itrade. The opportunity cost of using water asrgput

(compared across countries) is what drives Ricardiamparative advantages (for more, see below Tble

By contrast, the HO approach perceives countrieshpgarative advantage as determined by the relative

abundance in production factors (capital, labor matliral resources, such as water) among countBégting
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to HO offers an interesting perspective. Intenzl trade in goods is rooted in exchanges of fastovices
through which a country can “enlarge” its scarcd eatively unavailable resources. In this settse concept
illustrates how trade in goods can be a substitufactors’ (such as water) immobility among disteountries
and that trade is mutually beneficial. So, tradayrhave an alleviating impact on water stress natig,

regionally, and globally if a trade policy allowarfthe full beneficial effect of these forces. this context, trade

can entail positive externalities by contributiogavour efficient water uses globally.

Table 1 illustrates the two approaches. It displaypour force (active population), land and watedowments
as well as factor intensities for 2000 in ten coest Compared to the situation in France, Chigefits from
large endowments in labor, water and land (colufnrd and 3). Yet, in terms of water endowmentin&is
relatively more abundant in labor and less abundat&nd than France (column 4 and 5). In Colu) (
relative water requirements of countries are reggbwtith respect to France. This means that a cpwvith a
ratio above unity is less efficient in producing esh than France. For instance Canada with a higfierw
endowment and being more water intensive than Erg@anada’s amount of water per worker is highas h
nonetheless lower water productivity in wheat tRaance. The sample used here is too narrow to deseral
conclusions. It however conveys the idea thatunttg may well be Heckscher-Ohlinian with one caoyrand
Ricardian with another. This pledges for consiugtboth sources of comparative advantages. Itusial to
see also that both types of comparative advantagd to be implemented if one wants to correcthtuwapthe

virtual water issue.

Table 1: Water, land and labor endowments and factors intensities (2000)

Heckscher-Ohlin approach Ricardian approach

1) ) ®) (4) ©) (6)

Renewable Uncategorized Arable Water per  Water per Ha Wheat productivity

water [a] labor [b] land [b] workers of arable land  relative to France [c]
Brazil 8,233 77 58 106 142 1.8
Canada 2,902 16 46 183 63 1.7
China 2,830 737 133 3.8 21 0.7
Egypt 87 19 3 5 29 2
France 204 26 18 8 11 1
India 1,908 402 163 5 12 1.9
Israel 2 2 0.3 1 7 3.7
Japan 430 68 4 6 108 0.8
Mexico 457 34 25 13 18 1.2
United States 2,071 141 175 15 12 0.9

Notes: [a] International Labor Organization of the United Nations. [b] Food and Agriculture organization of the United Nations.
[c] Ratio of each country water requirement for wheat production to the one of France. If the ratio is above one then the
country has a lower productivity than France (and vice versa).

2.2 From trade theories to water realities

Literature has provided evidence that virtual wéltews of a country is not necessarily relatedhte abundance
and/or scarcity of renewable freshwater (Yang ahdnder 2007). Yet, one must distinguish betweem#ter
content of trade e.g. (virtual water) and tradelftsThis distinction means that if virtual waternot related to

abundance in water, it does not mean that relavaer availability do not play a role in shapingde flows.
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And, the HO model refers to predictions concerrimage in goods and not to implicit trade in thetdaservices
embodied in those goods (e.g. virtual water) s thus incorrect to mobilize the HO theorem andawclude on
its poor performance when one investigates theioelship between virtual water flows and water ema@nts

(Kumar and Singh, 2005; Verma et al. 2007). Is theoretical context we need to look at trade slowly.

Does the HO model perform well in this context? éxiensive test of the HO model provides evidehes t
international trade is well explained by the refatuneven distribution of production factors inchgl water
resources (Le Vernoy, 2010a). In other words,griadagricultural products is effectively shapedtiy relative
abundance and/or scarcity of water. And, this figent to conclude that the virtual water concépt useful

tool to connect the trade and water nexus.

That said, there are very good reasons to lookeaHO model as an imperfect model to capture peyféue

water situation. These imperfections are examineithcreasing order of importance.

First, while water is still largely immobile amomstant countries the question of contiguous natisinaring
common resources should be integrated. Furthearels could relax the assumption of perfect imnitybidy
acknowledging the strategic importance of the exrist¢ of upstream/downstream relationship betwegnvem
trading partners (Ambec and Ehlers 2007). Secaih@y @leterminants may be at work, such as geogralpdind
institutional characteristics of each trading parsnand distortive trade policies. Geography dimdate play a
major role (the issue of distortive trade policgtmments is discussed in the next section). Laishot least, the
pricing mechanism in the water sector is highlytatied. Many countries do not charge a price fatew
especially for by far the largest water users—fagnéNater is not priced at all in some countrmsshing the
water sector into a “tragedy of the commons”. la$ to ensure accurate property rights of theuresoshould
be managed through adequate price mechanisms gnthtiens. An even more widespread reason is the
question of subsidies. Many countries subsidizetemparovision to a point that the signal of scarit totally
distorted (Boulanger, 2007).

3 Are WTO disciplines appropriate to water trade?

At the onset of this section, it is important t& dse following question. What would be the colstgjecting the
WTO-based approach that today rules virtual wat&@ch a refusal would open the possibility of bagni
imports and/or exports any time. Estimates sugipestcurrent virtual water trade allows savingaverage, 22
percent of the world water [Chapagain et al. 2008his figure represents a rough estimate of theimal
opportunity cost of rejecting a WTO-based approaghd this is despite the fact that the currerdéreegime is
not fully developed in order to address water issaied that it operates under very distortive doimesater

policies (no pricing mechanism and recognitionxiéenalities).
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Table 2. Implicit tariff rates on virtual water, 2007

Applied tariffs (%) Bound tariffs (%)
Developed Developmg All Developed Developmg All
countries countries countries countries countries countries
and LDCs and LDCs
Fishery 2.2 15.1 14.2 25 34.2 31.4
Forestry 0.6 6.5 6.1 1.2 28.9 26.5
Fuels 0.5 6.2 5.8 15 27.5 25.3
Mining 0.8 6 5.7 1.6 30.9 28.6
All merchandise imports 5.4 10.7 10.3 [c] [c] [c]
Virtual water: animal [a] 2.8 10.5 6.7 22.3 58.1 40.2
water requirements [b] 6726 10066 8396 6726 10066 8396
Virtual water: crops [a] 5.6 13.8 9.7 28.6 58.9 43.8
water requirements [b] 3319 5753 4536 3319 5753 4536

Source, WTO Report 2010, pp. 114-115, WITS. [a] Virtual water associated to animals and crops. [b]
Average water requirements (cubic meter per ton). [c] non available in the WTO Table 8, p.115.

In this context, examining the use of the WTO dikoges in the water sector raises three questidsisvater a
tradable good? Are the two key WTO principlesigra! treatment and most-favored nation) appropnars
for a water trade regime? Do the other WTO rulesompanying the WTO principles (again, in the paper
context, “rules” are subordinate to principles)eofthe flexibility that may be needed by the spesibf water

trade?

3.1 Is water a tradable good?

This question has received a positive answer frane@nomic perspective in section 1. What follalesls
with the international law-related aspects of h&ue. In other words, can water be seen as aiteadaod in
the WTO legal context? A first answer can be foumdhe tariff classification (the so-called “Harmned
System”, or HS) which describes the whole univerfsproducts and is used by every Customs in thédwdn
this context, it is useful to make a basic distorctbetween freshwater and waters having a saldabie (for
instance, bottled waters). This latter form isadyg within the WTO scope since there are tariffe for

saleable waters (see Table 3 under the HS 220bd€).c

Table 3. Water in the Harmonized System of classification of goods

Headings/Subheading | Article Description

22 Beverages, spirits and vinegar

2201 Unsweetened beverage waters, ice and snow

2201-10 Mineral and aerated waters not sweetened or flavoured
2201-90 Ice, snow and potable water not sweetened or flavoured

Source: UN Comtrade commodities list description. http://comtrade.un.org/ Note : Chapter 22 does not cover: (i) products
of this chapter (other than those of heading 2209) prepared for culinary purposes and thereby rendered unsuitable for
consumption as beverages (generally heading 2103); (ii) sea water (heading 2501); (iii) distilled or conductivity water or
water of similar purity (heading 2853).

More challenging—but much more crucial from an eowimental and efficient perspective if only becaofsits
sheer size—is the freshwater case. Freshwated dmildivided into two components: bulk water tchdé@

pipeline or ships, and “virtual” water traded agunhof other products, mostly farm products.
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To our knowledge, there is no exhaustive revievih@#f bulk water is treated. There are cases of e@Ems
(Canadian water in the NAFTA context). But, thare also cases of trade in bulk water (intra-Elddreases or
projects) and it would be interesting to know ho@ Eustoms have treated such bulk water. Howesamtetin
bulk water is costly with the current technologsesthat it will represent only a small problem #long time to
come. Finally, the treaties on water sharing amoougntries having access to a large common rivengbe,

Nile, etc.) amount to quota systems designed mgef production (“water use”) not of trade strisensu.

The core of the water trade problem is thus thatinent of “virtual” water trade. For some commémts, such
a trade is still potentially covered by WTO prirleip and rules since the HS 2201-90 code includesn
snow, two forms of freshwater that human beingsalodrink except in extreme cases (see Table 8).other
commentators, the general heading under which waterincluded (the HS 22 code) is beverages, mgainat
waters under the WTO disciplines should be limitethe forms of water fit for consumption. Thigament is
not fully convincing because it relies on consumptidefined as household consumption. But, today
international trade flows are dominated by tradentermediate goods, that is, goods “consumed”ibwisf for

producing other goods. Virtual water fits perfgdtiis dimension.

3.2 Building a framework for the world water regime

Such a context raises two questions. Which woalthle principles and rules of the world trade regtimat the
world water regime should borrow because it wilhéf from them? Which are the specific rules tha
world water regime should establish? These questiniggest that the world water regime could relyhwee
main pillars illustrated in Figure 1:
e the WTO principles of non-discrimination (natioriteéatment and most-favored nation (MFN) which
do not need to be adjusted in order to fit the seddhe world water regime;
« a series of WTO rules which should be adjusted rideo to fit the needs of the world water
management;
* and a specific water agreement which would answestipns specific to the water issue with no real

equivalent in the trade regime.

Figurel. Organizing the world water regime
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[ World water regime ]

WTO Rules
(Adjusted to fit water Specific water agreement
specificities)

National MEN - ) . .
Treatment Subsidies Labelling International water pricing

The following sections examine in more detail thiésee pillars.

WTO Principles
(Non discrimination)

3.3 The two fundamental WTO principles

There are two fundamental WTO principles—"natiotraatment” (NT) and “most-favored nation” (MFN)—
which, combined, define the “non-discriminatory’papach which is the basis of the modern world tnadgme
run under the GATT/WTO aegis.

The MFN principle (GA Article 1) requires that awttry imposes the same tariff on the imports oivarygood
independently from the country of originThis principle is already de facto applied ortuat water since most

tariffs imposed on farm products are MEN.

The NT principle (GA Article 1ll) requires that aantry should impose the same domestic tax(esh@moods
imported and on the “like-products” produced doneadly. In other words, NT intends to create aelgplaying
field between foreign and domestic products in detingax matters. It is necessary to avoid thatagressive
liberalization via tariff cuts would be eroded mcieases of domestic taxes on foreign productsealdn the

current trade regime, virtual water is covered Hysihce the products in which water is included@reered.

These two non-discrimination principles often geawber negative reactions because they seem to limit
considerably the sovereignty of a country. Thipasticularly the case when precious natural resesyrlike
water, are at stake. This impression flows frora tatally different, but convergent, perspectiviest tare worth

to be examined briefly.

2 General Agreement on Trade and Tariffs is batixa(hereafter GA) and an institution (the GATTe@ariat, hereafter the GATT). The
WTO is the heir of both the GA and the GATT.

3 There is an exception to the MFN principle, nantkeé possibility to conclude “free trade agreeraenf various kinds under GA Article
XXIV. Water trade benefits such preferential dsifjeften zero) to the extent that FTAs cover faradé—but most FTAs do not cover
farm trade. As MFN virtual water tariffs tend te bigh (see Table 2), the zero-tariff FTAs arellike generate large distortions in the
virtual water trade flows—reducing the trade fldwem countries outside the FTAs (for instance, E@heountries) and increasing the
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First, the water community focuses on the (econalyicattractive) idea of a world price for wates the
climate community looks often to a world price ©0©2. But, this approach relies on the politiceision that
the world is an unified entity. The COP15 has ijegevealed how much the real word is a multilatéorum
where each country is unapologetic to defend ita oMerests at the expense of the other countridgs does
not mean that, in a distant future, there will hetone world price for water. But, it will be thesult of a long
process of building interconnected markets. Indéaete is a clear parallel between the long raslieng a
progressive convergence of domestic water pricesworld water (positive) price and the long roadwing a

progressive convergence of national tariff cutestmldwide zero tariffs.

Since its origin, the WTO has evolved in a muléfal world, where the MFN/NT principles aim at hirfpall
the countries to converge to the economically etitra one world (meaning no trade barriers atralihie very
long run) while leaving some room for the countristsongest interests via flexible rules (describwefly

below).

Second, the GATT/WTO history conveys a very regligiew of the limits of the national governmentsrade
policies are the endless tale of governments cegthy vested domestic interests. They show thigsliaf the
“internal” sovereignty of governments—their inatyilto balance the various domestic interests miraway and
their propensity to favor the most aggressive (efahey are very small in numbers of people) lashi It
happens that the water sector is at the crossafdd® extremely powerful lobbies—water firms aadove all,
farmers. Import-competing farmers will try to reguwirtual trade below its optimal level (i.e.,ex¢l based on
sound economic concerns) while exporting farmetbtuyi to inflate virtual trade above its optimaiviel. The
extent to which the MFN/NT principles are an obl&do the risks of water policies being captureddbynestic

vested interests makes them crucial for the watemgunity as well as for the trade community.

3.4 Flexibility of the WTO rules

That the WTO principles offer a robust framework &m international water regime does not mean (ihébe
current WTO rules (i.e., disciplines subordinate to then4ddscrimination principles) are flexible enough to
address all the specific issues raised by the veatetor, and (ii) that those rules are sufficiedwgh to address

all the specific issues raised by the water sectéwree main issues deserve attention.

3.5 Non-discrimination, “like” product and water labeling

The first question is about water “quality”. Ncapleting the current stock of water does not negéganean
that water quality is kept intact or improved. idtwell known that, if the agricultural policies tfie rich
countries have not—so far—seriously reduced glokaler availability, they have often been dramalycal
detrimental to water quality due to excessive ukéedilizers, negative externalities caused bydtistrial”

cowsheds or pigsties, etc.

trade flows from inside the FTAs (for instance, ag&C Member States) independently from the watsurces available inside and
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In the WTO usual approach, non-discrimination magesse when applied to “like-products”, with “liless”
being defined by the tariff line describing a protduln short, two products pertaining to the sadaréf line are

assumed similar.

This crude but pragmatic approach ignores the kmgtipn of the process and production methods (PR
is crucial for the water community. Is a produavimg used clean water similar to a good havingl ys#luted
water? In more general terms, should not one paytéon to the “water footprint” of farm productsPhese
questions are legitimate, especially when waterisiseaching the sustainability threshold in maegions in

the world?

Defining products as different if they have differavater contents/qualities (because of differemidpction
processes) is a prospect that makes the trade comynwvery nervous for the following, very basicasen: the
sheer complexity generated by adding the dimensig@roduction processes. Today, there are routyd/900
different tariff lines defining “products” in a tigal tariff schedule. Taking into account the vas water
production processes capable to obtain each oéthesducts would require to define tariff linestérms of
“products times production processes”. Such alehgé is not new in the world trade regime. “Rutds
origin” which determine the country of origin ofpsioduct are creating a similar problem. But, wely, the
trade community is aware about the costs of suobnaplexity. For instance, the existing rules afjorin the

NAFTA context are estimated to be equivalent teieepincrease of 12 percent [Cadot et al. 2005].

The water issue has the capacity to generate sobifiems to an extent unknown before. Pushed texiteme,

it could easily negate the notion of similar progutbat is so essential in a world economy witmesain endless
expansion of varieties of products in order todrettatisfy consumers. The climate literature rengahe full
extent of the problems of implementing climate a®policies in an international context is relaveecent
[Brenton, Edward-Jones and Jensen 2009, Jensen R@bde 2010]. It shows that an unrestrained PBdicl
would require a gigantic database generating astnizal transaction costs (assuming that the neefea
would exist). Such costs would be compounded byhtige risks of corruption that are inevitably assed to
complexity in an international context. They wouwltbo divert attention from the main sources forirsg
water—appropriate production and consumption habmally, such risks and costs would be (muclghbr

for the emerging and developing countries, wherttase countries should be induced—not inhibited—to

participate to a world water regime.

As in the climate case, there is thus a strong rieestrike a delicate balance between exhaustigenad
similarity [Messerlin 2010] if one does not wantlémse the savings (gains) brought by internatidreede of
virtual water. This balance is a question largelthe hands of the water community. It is in thierest of the
water community both to ensure water quality andateor the best use of the existing water resoutnes

allowing freer trade among undistorted domesticawatarkets.

outside the FTA under scrutiny. This feature tHates the importance of the benefits from the M#idciple in the water case.
4 The debate in the water case has not exactlyaime intensity than in the climate case. Windsatielean” air easily a worldwide public
good. As stressed in the introduction, clean wiatarmore local good—hence much more amenableational appropriate measures.
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A water label has been proposed for handling tésie. Such a solution would respect the balanteebea
exhaustiveness and similarity if it is limited teetfew highly water-intensive commodities, suchies, cotton,
paper or cane sugar, as already suggested [Hoek8fr@]. A water label is compatible with the WTO
principles of non-discrimination as long as it &fided on a scientific basis, a condition likelylie met if the
label is defined by an international agreement atewlabeling—the equivalent of the Codex Alimeiusufor
food products. As it is allowed by the WTO Agreemen Sanitary and Phytosanitary Measures, a cpuntr
could adopt a stricter definition of water quality long as such a definition would be based o sleiantific
justifications—a condition the main goal of whichto ensure that the country avoids to create “ceseary”

obstacles to water trade.

3.6 Water footprint and international water pricing control

It is argued that the limited availability of fresater in the world implies a ceiling for human Kisdvater
footprint. This situation has been understoodeamiiring that the global water stock should berlyaishared
among countries by creating an international wédetprint permit system (that is, by issuing pesmger
country) [Hoekstra 2010].

The WTO legal framework per se has little to saysooh a scheme. But, the experience of the trademuinity
suggests that such a proposal faces two probleRisst is political. It is hard to imagine that watich
countries would surrender their sovereignty onrtb&isting domestic stocks of water. As undersgaeove,
such a proposal relies on the view that we liveamunified world—not in a multilateral one. Theceed
problem is the allocation process of water permitee half century-long experience of the trade wamity is
that quotas (permits) are the most difficult instant to handle for allocating scarcity in an intgional
environment, and that, as a result, they oftenwgnds a unfair and perverse tool. Unfair becalisg tend to
favor the most powerful countries at the time dittcreation. Perverse because they create reatgive to
their initial beneficiaries a massive leverage (ppand money) for keeping unchanged the initiaésa while

the world is changing.

Much more attractive would be efficient systemsaatter-pricing at the local and national level, cemying
progressively to a world price of water (adjusted Water quality). The water community underscaiest
there is a huge opposition to “pay for water” [@gtCarlson 2010]. However, this opposition at éasgems
declining in developed countries, and focusing loa question of whether the existing pricing systerwell
conceived and/or implemented (rather than on theciple to pay). However, unsurprisingly, thereoise

strong core exception to this evolution: the fasmgho are the main users of water.

An international water pricing agreement would M@t inconsistent with the WTO if it does not create
discrimination among countries—and there is nogeahkat it does want to do so. Such an agreemaxtha
hard to negotiate when many countries have no dixnpsicing mechanism and when there is a strong

opposition by farmers. One way to accelerate tieaton of domestic pricing schemes would be tg oal



12 / Water and the WTO

international institutions that will be increasipghvolved in the water issue. The World Bank &eg regional
banks (African Development Bank, Asian DevelopmBahk, etc.) could lay down more systematically the
basic components or guidelines for creating andagigug domestic markets in water. Such a non-gowemal
initiative could then serve as a basis for an imd#onal pricing agreement that countries would jhen they

start to run their water markets in an efficientywa

3.7 Subsidies, taxes and domestic regulations

Water is a too multi-faceted product to believet tiee introduction of pricing and markets would exfs all
these facets. Subsidies, taxes and domestic temdare likely to be part of a satisfactory siontto domestic

efficient water regimes.

There are "bad” and “good” subsidies. Today, halnsglies may prevail in the water sector. Tooroffarmers
benefit from subsidies inducing them to over-uséewdo create subsidy-based droughts or watessstend to
destroy alternative activities (for instance, watabsidies in the French region of Poitou-Charéiatee hardly

hit oyster-producing and fishing activities asstamicto local rivers) (Boulanger 2007).

The WTO strict disciplines on subsidies having empact on trade are thus useful in the sense thet th
constitute an obstacle to such bad subsidies. Sdidt such disciplines are far to be perfectstFthey do not
cover subsidies wasting water, but having with mpact on trade flows. Second, they do not reqthiee
subsidizing country to eliminate its subsidies. thHea, they open the possibility for importing caigg to
impose “anti-subsidy” tariffs on the subsidized guwots from trading partners. Such measures tenbeto
imposed mostly by countries having import-competawivities (for instance, in farm products) witvot
negative consequences: such measures are impesadsie the import-competing farmers are not effidjeot
in order to save water), and they leave a lot gioetxmarkets to the products using subsidized watédn the
first case, trade and water use are both hurt—hthecé&rade and water communities have common istete
improve the disciplines. In the second case, tiadet hurt, but the water community has cleaerests in

improving the rules (and the trade community haking to object).

“Good” subsidies in water may be crucial in the augnyears to the extent that the sustainabilitg$hold in
water use is close to be reached in many placegh & situation is likely to require public investnts and
regulations inducing public institutions and privafirms to invest enough in water “production” and
conservation. In other words, there is a needdkensure that such subsidies and regulations wamiichmune
to the current WTO rules (“non-actionable” in th&'@ legal jargon). Such exceptions existed (fotanee, in
the case of research and development) or areegiditing (in the agricultural sector for developicguntries).
But, there is a need to review carefully all theseeptions and to craft the new rules in the beatstrést of

worldwide water management.

® A parallel could be made between freshwater aaehprvested trees. Both are potential inputamm fgoods (water) and wood products
(trees). There is an ongoing saga of trade casfiibout trees between the U.S. and Canada, with 8. imposing anti-subsidy measures
on Canadian lumber on the basis that Canadiandavisrests grant implicit subsidies to Canadiardpoers of softwood products.
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A last instrument deserves a quick comment. TheOWiles ban export quantitative restrictions, bidva
generally export taxes (an awkward situation). Bha of export quotas makes sense from a watepgeise
to the extent that such quotas are implicit subsitio the domestic consumers of water—hence runthingsks
of wasting water (a departure from the world watece). Allowing export taxes introduces distontoin the
world economy which were very visible during théd2e2008 food crisis. Exporting countries of farmgucts
were using export taxes to raise the world farm fawd prices with adverse effects on the importiogntries,

but also ultimately on their exporters. Here aghatter WTO rules are needed.

4 Concluding remarks

The paper argues that the two WTO principles ofh“déscrimination” are necessary for a economicatiynd
water trade. But they are not sufficient. Otheeiinational disciplines will be needed—on labelisgbsidies,
taxes and regulations. In this respect, the exjsti/ TO rules are roughly what is needed. But tiegyire to be
improved in order to better contribute to a morgcieint water management from the world point oéwi
Improving these WTO rules would allow more opentuat water markets, and increase the pressures for
improving the functioning of domestic markets, tmoch distorted today by the absence of domestiingri

mechanisms or by unsound economic policies.

The flexibility of the WTO rules seems wide enougtt to bother too much with the GA Article XX on
“General Exceptions”. Some of these GA Article XXceptions could easily fit water issues: for anse,
paragraph (g) on conservation of exhaustible ressuror paragraph (b) for protecting health. Thg ke
conditions for using GA Article XX (not constitutinan arbitrary or unjustifiable discrimination be®wn
countries and a disguised restriction on intermatidrade) are consistent with the desire to crpedgressively

a worldwide water pricing regime. But the GA AlicXX stops short of suggesting adequate measures f
really solving the problems. For instance, the tway to conserve exhaustible resources is to radkguate
investments, hence the need of appropriate rulesubsidies and domestic regulations. The bet&sethules
will be, the lower the need for using the GA ArgictX will be.
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