New Mexico Water Dialogue 15th Annual Statewide Meeting

“Bringing Accountability to Water Planning: Does it Take A Crisis?”
Panel 1: The Consequences of Being Overdrawn

Lee Brown: Good morning. I welcome the opportunity to speak to you today and I appreciate Conci and the board’s invitation. Before getting into my prepared remarks, I’d like to briefly remember my late friend and colleague Chris Nunn Garcia. I remember when Chris got the first grant from the Ford Foundation to create the Water Dialogue, which has evolved into the current organization. I can’t think of a more fitting memorial to Chris than the work that’s done by the Dialogue. I want to thank the board, particularly, but everybody that continues to participate. I know how much it meant to Chris, and it means a lot to me just from that basis.

‘Insufficient funds’ is the banking system’s polite euphemism for being financially overdrawn in your checking account. Unfortunately these days, many people are receiving such notices in this deteriorating economy. The combination of checking and savings accounts from an economic perspective, I think still provides a useful analogy for looking at our water situation if the checking account is interpreted as the means of tracking current water income and depletions, and the savings account is seen as a measure of our accumulated wealth or reserves, whether in aquifers or reservoirs. 

I think it’s important from an economic standpoint to draw a distinction between those two accounts when we’re talking about being overdrawn, because the economic consequences of being overdrawn in one of those accounts is not necessarily the same as the consequences of being overdrawn in the other. We can be overdrawn in our water income depletion account when we fail to deliver enough annual flow downstream to a neighboring state under an interstate compact, and we can be overdrawn in our reservoir or aquifer savings account when the reservoir is below its minimum design level so it’s essentially non-functional; or when ground subsidence is occurring due to aquifer depletions; or when the aquifer can no longer be relied upon as an adequate reserve against extended drought. We can even use our water savings account to chronically offset annual streamflow deficits, as we do in the Middle Rio Grande, and as we at least used to do in the Lower Pecos. 

Similarly, the means for achieving accountability without an economic crisis, which is the larger theme of the conference today, also requires that we draw that same distinction between income and savings account in order to look at what those differences are. Using that distinction, then, I want to briefly answer three questions, and then we can get into more detail in the aftermath if you want.

The first question is, what are the economic consequences to New Mexico of being overdrawn in our water accounts, and then, what is required to bring economic accountability to our water situation, and can we achieve economic accountability without a crisis? 

We don’t have to look far to discern the economic consequences of being overdrawn in our water checking account because we’ve been paying for past overdrafts on the Lower Pecos ever since Texas sued us before the Supreme Court for being in violation of the Pecos River Compact, and particularly since 1987, when they won the litigation. I don’t know whether Kevin or the Interstate Stream Commission has done a recent tabulation of the costs of achieving compliance with the court’s decree in the Lower Pecos, but at least a couple of years ago (and Bob Grant, I think you’re one of the sources of this,) the conventional wisdom was that it was a hundred million dollars or more, and still counting. To put that in perspective, the court had found we had a chronic deficit over quite a few years of about 10,000 acre-feet per year in our delivery under the compact, so if you put that on a ratio basis, we will have paid upwards of ten thousand dollars per acre-foot to achieve compliance. Now contrast that to an equivalent rate of water rights on the Lower Pecos—they measure them differently in that basin on a water right acre, but if you put them on a standard basis of an acre-foot of consumptive use, you come to about $3,000, more or less, in that basin—so essentially we will have paid roughly three and a third times per acre-foot the market value of a water right. That’s a fairly sizable expense but let’s bring those numbers as a back-of-the-envelope type of calculation over to the Middle Rio Grande to see what it would translate into over here. If you use the 2004 Papadopulos estimate that we’ve got something like a 40,000 acre-foot per year chronic deficit in our deliveries going forward in the Middle Rio Grande, and use $18,000 as the market value of an acre-foot and that three and a third ratio, then you come up with a cost to resolve a comparable problem in the Middle Rio Grande of something like 2.4 billion. So if a hundred million was hard to get out of the legislature, if we’re talking about the Middle Rio Grande, we’d be talking about 2.4 billion, and that doesn’t even count overdrafts in our savings account—that’s just the checking account balance alone.

Now the consequences of overdrawing the water savings account are more difficult to measure. In the simplest case of a geographically remote aquifer being mined for, say, temporary mineral extraction purposes, there could be no cost at all for using up— overdrafting or completely extinguishing—that aquifer for practical purposes. Maybe there would be no land subsidence in that aquifer, or even if it did occur, it wouldn’t affect anything of significance, and maybe there is no use that’s intended for that aquifer as a drought reserve somewhere. In fact, ghost towns, if they’re historically old enough, even acquire positive value in the West and in New Mexico, so if you had a mineral extraction that exhausted that aquifer and you leave it long enough, it will even begin to acquire some value that’s historical—from being historical. However, in the case of an aquifer like we have here, which functions to support an important land surface (and urban areas are obviously the most prominent examples of those), subsidence may significantly damage commercial or residential development, as has already occurred in Las Vegas; or the utility (more importantly, I would argue in most cases) of the aquifer as a drought reserve could be compromised; or some other in situ function that the aquifer serves could be lost.

In 2005, I estimated for the City of Albuquerque the value of the drought reserve savings that it would achieve by converting to San Juan-Chama Project water, and it came to roughly three quarters of a billion dollars. Now that was 2005, when water right prices were much lower, and that was only a portion of the total drought reserve that the aquifer provides to the Middle Rio Grande. Nevertheless, I think you can begin to see that the drought reserve and the support to prevent land subsidence provided by an aquifer can be very sizable.

As for economic accountability, just because there can be economic consequences from being overdrawn doesn’t necessarily mean we shouldn’t ever overdraw one of these accounts. One of the most obvious examples is a surface system for which there’s adequate storage or flexibility in deliveries, and compacts are even designed to deal with that natural hydrologic stochastic character of annual flows, generally allowing for some variability. To the extent that we have either surface reservoirs or aquifer storage available and can conjunctively manage the surface income (the checking account) and the savings account, then having temporary deficits in the surface account doesn’t have to be a problem, and in fact, that’s the way we go about it. That’s the principle behind, for instance, the augmentation well field that the Interstate Stream Commission has put in place in the Lower Pecos to be able to even out and supplement the flows when the runoff may not be sufficient to meet the compact obligation and the Court Decree that adds additional enforcement to it.

That’s fine and it’s a good policy solution so long as you’ve met the prior goals, policy goals, of stabilizing the aquifer so that you’re no longer mining it, and that you’ve retired the excess rights to the flow that contributed to the problem in the first place. The biggest problem with surface overdrafts, then, [is] when they become chronic, and when instead of keeping surpluses and deficits symmetric over time, we are continually overdrawing the savings account in order to meet the chronic deficits in the surface account. While the aquifer may be very large and can tolerate a long period of overdraft, if the problem doesn’t eventually abate then we’ve transferred the problem of checking account mismanagement into the problem of savings account mismanagement. From my point of view, that’s a much more fundamental problem, and we have a tendency to do that in the first place and you have to address that problem. When that problem has been identified and accountability has been in place, solutions have generally been found. The Pecos Valley Artesian Conservancy District originally remedied the overdrafts in that artesian basin by buying and retiring surface rights and then the Interstate Stream Commission did that for the basin as a whole by the same method. Over in the high plains, the cities of Clovis and Portales are seeking to replace their current dependence on the diminishing Ogallala aquifer by shifting to surface water. If you look at the high plains situation, we had some accountability in place, namely through metering and regulation, but I would argue that we didn’t have economic accountability in place in the sense that we weren’t paying the full cost of extracting that water, that non-renewable resource, from the aquifer. If we had had a local option severance tax, for example, which I’ve presented to the Legislative Finance Committee, then the cost of replacing the mined resource would have been built into the charges for the use of the water in the first place, and instead of having to seek external funds as is the case over in the high plains—federal and state matches—then we would have built up a fund necessary to pay for that conversion.

The lack of economic accountability extends to surface water rights, surface water as well. Although we have a market, which does price water rights, for various reasons I would argue that that market is not adequately pricing the water commodity itself, and in further comments or questions we could get into why that is the case.

Turning to the last question, the tendencies of humans to manage by crisis, that’s obviously a much more complex phenomenon than the discipline of economics can handle by itself, but let me just make a few observations. First, I think it’s difficult for a democratic society to distinguish between a crisis and a problem—between a fictitious and a real problem—and it’s sort of takes repeated crises before we decide that the doomsayers we always have among us about any problem, real or imagined, are real. So repetitive crises tend to finally convince us that we do have a problem. If you read Em Hall’s High and Dry, a study of the Pecos River Compact and the situation over there, you’ll see there wasn’t just one crisis, Texas v. New Mexico, there was a series of crises in that basin. We didn’t get the whole thing solved—hopefully we’ve gotten it now with Texas v. New Mexico, but I think that underscores the second point I would make about the crisis response: there has to be a solution. A solution is more important than having a crisis or series of crises, and you only have to look to the Middle East today to realize that you can have repeated crises without any solution. You have to come up with what the solution is and put that in place. Lastly I would just say, both as an economist and personally, I’m more interested in preventing crises than in solving them once they occur, and coming back to the question of economic accountability, I think there’s a lot that could be done, and should be done, with respect to insuring economic accountability, whether it’s in the use of surface water or mined groundwater. I personally am more interested in directing my efforts there than in solving crises because we didn’t direct our efforts to preventing them in the first place.
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