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Advance Praise for Nature’s Fortune


“In this encouraging, intelligent book that comes none too soon, Mark Tercek and Jonathan Adams show that the corporate world ultimately can’t flourish unless the natural world does, too. Through stories equally compelling to entrepreneurs or environmentalists, CEOs or scientists, we see how Nature’s Fortune and our own are inextricable. If we conserve and nurture our planet’s gifts like any other crucial asset or investment, we profit—or, we squander them at our own peril. Happily, this book shows why we needn’t, ever.”


—ALAN WEISMAN, author of The World Without Us
and Countdown: Our Last, Best Hope on Earth


“This book makes plain as day why we need to stop taking nature’s gifts for granted. Its thoughtful solutions can underpin conservation goals with a powerful business logic. From an alarming premise, we are given reason to hope.”


—Chris Anderson, TED Curator


“Nature is essential for both our human as well as our economic well-being. As someone who has lived in both worlds, Mark Tercek is well positioned to take us on a guided tour of the intersection between business and the environment. With clear examples, this timely book provides a road map for smart investments and new alliances to build a sustainable and prosperous future for people and planet. Bravo!”


—HELENE GAYLE, President and CEO, CARE USA


“Nature has long been recognized as a source of wealth, but we have yet to give natural capital the proper weight in economic decision making. In this timely book, Mark Tercek argues persuasively that investing in conservation and sustainable use can yield huge dividends for both people and the environment.”


—LUIS ALBERTO MORENO, President,
Inter-American Development Bank


“In the 1970s environmentalists and business despised each other. In this century they are often close partners. The change was brought about by leaders like Mark Tercek. His book shows how prosperity is as dependent on clean rivers as on strong bridges (both are infrastructure). GMO crops can be as welcome as restoring wildlands, since they both contribute to a healthier planet.”


—STEWART BRAND, author of
Whole Earth Discipline


“The cause of conservation in the twenty-first century desperately needs sharp, sophisticated, practical minds from the world of commerce. Mark Tercek’s is clearly among the best of them.”


—DAVID QUAMMEN, author of Spillover
and The Song of the Dodo


“Mark Tercek argues with refreshing clarity and persuasiveness that we must recognize the substantial economic value in our scarce natural resources. I agree wholeheartedly that the ultimate allocation and use of these resources must be market-based, backed by wise regulation. Tercek makes his point with wonderful real-life examples and prodigious logic.”


—JOHN FAHEY, Chairman and CEO,
National Geographic Society


“This is an important book for environmentalists, investment bankers, and everyone else. It presents a compelling case that investing in nature is a great deal—not just morally but economically as well. It is in all of our enlightened self-interest to take this book very seriously.”


—MORTON SCHAPIRO, Professor of Economics
and President, Northwestern University


“There are probably more important reasons to protect the natural world, but as this book makes clear, it’s economic folly to keep wasting our one sweet planet. It’s worth infinitely more than economists have traditionally taught—infinitely more!”


—BILL MCKIBBEN, Schumann Distinguished Scholar,
Middlebury College, and author of Eaarth
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A Note to Readers



AS PRESIDENT AND CEO OF THE NATURE CONSERVANCY, I ALWAYS advocate for greater investments in protecting nature. Many people encouraged me to put my ideas about such investments in writing in order to reach a broader audience. I’d never written a book before so I knew I would need help. I turned to Jonathan Adams––a great science writer whose books I very much admire. Jonathan has been a strong and full partner in this project. This is how we worked: I came up with the original argument for the book. Thereafter, Jonathan and I together developed the stories, did the necessary research, talked with experts, wrote draft after draft, and refined the argument. I’ve really enjoyed the partnership. Jonathan has been a great coauthor. To capture the spirit of the talks that inspired this book, we’ve written the book together in my voice.


Mark R.Tercek





Introduction



WHAT IS AN INVESTMENT BANKER DOING TRYING TO SAVE NATURE? At one of my first big events after I joined The Nature Conservancy (TNC), I was in a room filled with giants from the field—environmental thought leaders, major philanthropists, and leaders of other conservation organizations.


One guest in particular stood out from the crowd: a gentleman in his nineties, still fit and sharp. His manners were impeccable, even courtly, yet he was also clearly not a man to trifle with. Something about him said, “Don’t waste my time.”


I quickly realized that this must be Russell E. Train, a legend in the conservation movement: second administrator of the Environmental Protection Agency, first chairman of the President’s Council on Environmental Quality, and founding director of the World Wildlife Fund. I was the new kid on the block and I was way out of my league.


“Who are you?” Mr. Train said, gruffly but not unkindly. I explained that I was the new president and CEO of TNC and added some details about my Wall Street background.


He was unimpressed. “How did you get from Wall Street to become the head of TNC?”


I fumbled for the right words but did not find them. We moved on to other topics. Russell Train passed away while I was writing this book. Here is what I wish I had told him.


How I Got Here


Unlike many conservationists, especially leaders of environmental nonprofits, I didn’t spend my childhood in the late 1960s and early 1970s roaming the great outdoors. I wasn’t a backpacker, hiker, kayaker, tree climber, or bug collector. I didn’t bale hay or herd sheep. I was a city boy. Born and raised in a working-class area of Cleveland, I spent plenty of time outside—shooting baskets, delivering the Cleveland Plain Dealer, shoveling snow, mowing lawns—but not in contemplating “nature” in the grand sense of the word.


In college, I majored in English and busied myself with acting or trying to write poetry, not spending time outdoors or immersed in environmental causes. After I graduated in 1979 I moved to Japan, where I taught English and studied martial arts, then worked for Bank of America. From there, it was on to Harvard Business School and then to a twenty-four-year career at the rapidly growing investment firm Goldman Sachs.


My evolution into a conservationist began as I worked as an investment banker for Goldman Sachs—and, more tellingly, when I became a parent. Like many, I struggled to pry my kids away from their computers and televisions. Hiking and camping were my tools. I found that I enjoyed nature in ways I never had when I was young.


I read The New Economy of Nature: The Quest to Make Conservation Profitable, the 2002 book by Stanford University’s Gretchen Daily, a professor of environmental science. The book explained the workings of ecosystems and how they delivered goods and services to people. This scientific examination of nature delivering value began to build my appreciation for nature and prompted me to reflect on opportunities and price tags.


After reading Gretchen’s book, I called her. Our first conversation, with Gretchen talking biology and me talking finance, was a bit awkward, but it had a lasting impact on me. I started asking the same questions about ecology as my MBA training had taught me to apply to corporate finance: What is nature’s value? Who invests in it, when and why? What rates of return can an investment in nature produce? When is protecting nature a good investment? Isn’t conservation really about building natural capital?


Toward the end of my Wall Street career, I was fortunate to have the opportunity to find some answers. I was on the verge of leaving Goldman Sachs in 2005, but then-CEO Henry M. Paulson, a committed conservationist who would later serve as Treasury Secretary under President George W. Bush, persuaded me to stay on to build an environmental effort for the firm.


Our idea was simple: it made great commercial sense to employ a group of environmental experts to explore business opportunities for Goldman Sachs. Our primary motivation was not philanthropy or corporate social responsibility, important as those are, but purely business.


We pursued opportunities that produced two kinds of benefits: good commercial results for Goldman Sachs and good environmental outcomes. The more we pursued these win-win opportunities, the more we found. For example, we pushed our investment research division to evaluate companies on their environmental record as well as their financial bottom line. We asked our private equity colleagues to prioritize investments in renewable energy companies. In advisory roles with corporate clients, we showed companies how improving their environmental behavior would bolster their business results. The firm even created a magnificent protected area in rugged Tierra del Fuego in far southern Chile—an investment that produced big returns by inspiring staff and recruits, intriguing clients, and pleasing government partners.


As we pursued these environmental initiatives, we began to collaborate with environmental nonprofit organizations such as TNC, the Wildlife Conservation Society, the World Resources Institute, Resources for the Future, and others. We were surprised and impressed by how much we learned from these partners. We also thought they learned a lot from us. I became excited about the world of environmental organizations and how they might productively partner with the private sector.


I was a late bloomer but protecting nature became my cause and my passion.


The Idea of Natural Capital


I left Goldman Sachs in 2008 to become president and CEO of TNC. When my cellphone rang with the news that I might get the job, I was so excited that I backed my car right into a tree. My back window was shattered. The tree was fine.


TNC seemed to be a perfect fit for me. A sixty-year-old organization with some 4000 staff members pursuing conservation in all fifty states and thirty-five countries around the world, TNC has a reputation for getting things done in a pragmatic, science-based, and no-nonsense style. TNC reminded me of an investment bank—but one whose client was nature itself. I thought TNC was the ideal organization to champion the idea of natural capital, putting a value on nature as an asset.


Putting a value on nature is a tricky and even controversial task. Environmentalists tend to love nature for its own sake, love being outdoors, and believe their children and generations beyond should inherit a world as vibrant and as diverse as the one they experienced. These are all enormously important reasons to protect nature. A business perspective, however, reveals other, perhaps less lofty but no less important reasons to do so—for example, securing the clean water nature provides, and the timber people need to manufacture houses and furniture. Valuing nature does not mean replacing one set of compelling arguments for conservation with another, but it provides an additional and important rationale for supporting the environment.


I BEGAN TO THINK SYSTEMATICALLY ABOUT BUSINESS, BUSINESS PRINCIPLES, and what nature really means. Nature is a complicated word—more complicated than I knew. People often speak about human nature, or Mother Nature. But in thinking about this word, I realized that people generally also consider nature as something separate from themselves—something distant, out there in national parks and in the wilderness.


I want to get away from that simple dichotomy. Nature is not just something to preserve in a few special places and degrade in others. Nature is everywhere. Yet nature is also not just a source of practical, tangible benefits to people. It has a deeper meaning to people around the world. By my definition, nature means all species of animals and plants, their habitats and the ecological processes that support them. This broad definition includes human beings but does not include all the things that humans have built, often in a misguided attempt to control nature. Trying to dominate nature will likely fail, but bringing nature back into how people organize society, run businesses, design cities, and even how we live our daily lives can give us reason to hope.


Business as an Environmental Partner


Thinking about the value of nature leads to other ways of thinking familiar to business analysts. For example, concepts such as maximize returns, invest in your assets, manage your risks, diversify, and promote innovation are the common parlance of business and banking. These are rarely applied to nature, but they should be.


Viewing nature through these basic business principles focuses more attention on the benefits of conservation. You may not become a conservationist, but you will realize that conservation—protection of nature—is a central and important driver of economic activity, every bit as important as manufacturing, finance, agriculture, and so on.


My experience as an environmentalist at Goldman Sachs revealed new possibilities, but I recognize that relationships with businesses can be complicated and risky for environmental organizations. Hardcore environmentalists can be quick to criticize organizations such as TNC when they build alliances with companies. They sometimes see such collaborations as consorting with the enemy. Nevertheless, in my view, seizing the opportunity to work with companies as they pursue environmental strategies to strengthen their business provides the chance to create significant conservation gains.


Companies can be good partners for environmentalists in other ways as well. Large businesses control huge amounts of natural resources, often more than governments. Contrary to popular opinion, companies can be better at making long-term plans for those resources than governments, which often get hamstrung by political divides and the short-term thinking driven by the next election cycle. Companies that have short time horizons and neglect long-term planning and investing generally lose out in the marketplace. Most companies also do a good job of dealing with reality. For example, they tend to accept rather than deny the conclusions of science; otherwise, again, they get punished in the marketplace. There are exceptions—some bad actors in the business community seek to exploit loopholes, break regulations, or mislead the public—usually in misguided pursuit of short-term gain. But in an era of increasing transparency, more companies understand that it is ultimately going to be in their own best interest to follow the rules and to try to do the right thing. They also increasingly understand that investments in nature can produce big financial returns.


Still, nothing is free from risk. Critics sometimes challenge me—“Are you sure working with business will produce environmental benefits?” Of course I’m not sure. But I believe we should try. If other organizations have alternative strategies, I say that’s great, too. Let’s see what works best. We need more environmental strategies, and we need to pursue them with vigor and confidence, as well as a receptivity to critiques and ideas about how to improve them.


A Three-Legged Stool


All of these considerations lead to an important question. How should environmentalists work with business? I believe the best way forward is to think of business as one of the legs of a three-legged stool. The other two are governments and individuals. Saving the world from environmental degradation requires all three.


Governments and individuals should encourage and welcome voluntary environmental initiatives by business. But to scale such initiatives up in a meaningful way, governments will need to enact strong and effective policies. The role of government goes even further than this regulatory responsibility. Think of the billions of dollars governments invest in infrastructure every year. More of these investments should be made in natural capital.


In turn, to get governments and businesses to do the right thing, individuals need to motivate them as voters and consumers, respectively. These three actors—businesses, governments, and individuals—now have the opportunity to come together to create new practices in pursuit of conservation as a means to invest in and benefit from natural capital. Conservation organizations should do all they can to make this happen.


Environmentalists generally believe in nature’s inherent value. That idea is the bedrock of the environmental movement. However, environmentalists cannot persuade everyone to think along the same lines. Focusing only on the innate wonders of nature risks alienating potential supporters and limits the environmental community’s ability to reach a broader audience and to mine sources of new ideas. The “Isn’t nature wonderful?” argument can leave the impression that nature offers solely aesthetic benefits, or worse, that nature is a luxury only rich people or rich countries can afford. We need to get business, government, and individuals to understand that nature is not only wonderful, it is also economically valuable. Indeed, nature is the fundamental underpinning to human well-being.


One way is to connect nature to what concerns people most—how to make lives better, protect health, create jobs, and strengthen the economy. Whether they grew up in the city or the country, in the United States, Brazil, or Indonesia, and no matter what they’ve studied or read, every person shares these concerns. In many places around the world people believe they have more pressing concerns than conserving nature, and those concerns will take precedence unless they better understand what nature provides.


The Way Forward


I’m an optimist. I see nature as remarkably resilient and ready to rally if we make smart investments. Optimism notwithstanding, finding workable, science-driven solutions means looking unflinchingly at the facts. And the facts are troubling. Despite the best efforts of the world’s passionate and hardworking conservationists, we are simply not getting the job done. We need to move fast to set things on the right path.


To be sure, conservation has won some crucial victories. Over the past half century in the United States alone, the government banned DDT, created the Environmental Protection Agency, and passed the Endangered Species, Clean Water, and Clean Air Acts. Deforestation in the Amazon has slowed and new marine-protected areas have been created across the Pacific. Scientists and activists have worked with government agencies to bring species back from the brink of extinction and to protect some of the world’s greatest places.


Still, nearly every precious bit of nature—teeming coral reefs, sweeping grasslands, lush forests, the rich diversity of life itself—is in decline. Everything humanity should reduce—suburban sprawl, deforestation, overfishing, carbon emissions—has increased. The thirteen warmest years for the entire planet have all occurred since 1998, and 2012 was the warmest year on record for the United States. Although daily weather fluctuations cannot be definitively linked to climate change, the collection of droughts, floods, heat waves, enormous storms, and record rainfalls unmistakably signals the need for action.


Communities and nations have made conservation breakthroughs before, and they can do so again. This time, instead of the towering figures of conservation history such as Theodore Roosevelt and Rachel Carson, the catalyst may be newly emerging and highly innovative environmentalists—innovators like Kenya’s Wangari Maathai, who passed away too soon, in 2011. Wangari successfully and courageously brought together conservation, economic development, human rights, and democracy goals as a way to make substantial environmental progress, first in Kenya and later around the world. Looking ahead, we need more people to challenge convention, take risks, and tackle the world’s big environmental challenges. Unlikely alliances should emerge—businesses, investors, and governments joining farmers, ranchers, students, and urbanites—to pursue strategies based on a shared understanding that we all depend on nature.


These new alliances will enable us to conserve nature at a scale never before achieved. The point is not just to help businesses and governments do less harm, but to make them become part of something far bigger. Saving nature means saving wild species and wild places, but it also means saving ourselves. This opportunity is real, it may not come again, and it should be humankind’s priority to achieve it fully and achieve it now.
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Maybe It’s Not Chinatown After All


I FIRST MET CARLOS SALAZAR AT A LUNCHEON GATHERING OF conservation scientists and business leaders in Cartagena, Colombia in October 2011. A savvy and successful businessman, Salazar is not an environmentalist. His business, however, depends almost entirely on water. Over the past few years, he began to take seriously the possibility that the growing global water scarcity may soon be at his doorstep.


Salazar runs Coca-Cola FEMSA, the largest independent Coke bottler in the world. His business sprawls across nine countries in Latin America. Running such an enormous organization has not in the past required expertise in ecology or biology, climate change or habitat loss. That may be changing. Salazar and people like him are now asking some of the toughest questions about water, business, and the value of nature.


Coca-Cola FEMSA does not own or have guaranteed access to the water at the core of its business. The key to a reliable water supply lies far from the bottling plants themselves, in forested hills far upstream. Those forests hold rainwater and recharge aquifers, ensuring that water flows steadily to the valley below. Even though the company pays little for water, Salazar increasingly sees the forests as assets to be managed in his business plan. For that to happen, Salazar needs some hard numbers.


Salazar, intense and focused as CEOs often are, sought answers from me and the conservation scientists he had invited to join the lunch. “Tell me this,” Salazar said. “If I want to produce water, should I protect an existing forest, or restore a forest that has been cut?” Salazar continued grilling us: “Are more diverse forests better at conserving water than single-species forests? How much water will I get from one versus the other? Where are the most important places to conserve to secure a reliable water supply?” Most important, at least from the business perspective, Salazar wanted to know this: “How much water will I get from each dollar I spend on conservation”?


Salazar has a simple goal: protect his water supply. If the best way to do that also results in saving more plants and more animals, so much the better. He also recognizes that other people depend on the same water resources. Were he to damage the resource he would also damage the company’s image and its ability to operate. Whatever his goals, providing water for Coke bottling plants can go hand in hand with maintaining the forests in all their richness.


That may not always be the case—the win-win scenario may not always be available. Ecosystems produce a range of benefits, depending on how they are managed, and there are usually tradeoffs among the benefits. More trees in an ecosystem often means less water in streams in wet seasons, for example, because trees take up water. The flip side is that planting trees helps a landscape soak up and store rainfall, thus controlling floods and providing stream flow even during dry seasons. So each circumstance will need to be examined on its own merits, the trade-offs weighed and balanced. But it is encouraging to see that Coke and other water-dependent companies recognize that their success increasingly depends on where they get their water, how much it will cost, and the impact Coke’s water use will have on other people and communities dependent on the same resources.


During my conversation with Salazar, I was struck by how his focus on protecting forests as an investment, and his concern for knowing the return on that investment, challenged the thinking of the conservationists at the table who too rarely frame questions in such business terms. Business executives and conservationists alike should follow Salazar’s lead and fully consider the role of natural capital in all of their business planning.


We know the alarming reason why Salazar and others are asking such questions: the growing global scarcity of clean, fresh water. Our current water situation illustrates how properly valuing nature’s services can provide important benefits to our environment, communities, and economies. Long a topic of interest for economists and prognosticators, scarcity has recently moved to the top of the agenda for corporate leaders.


Between now and 2050, the world’s population will likely grow by an additional 2 billion people or more. Over the same period, billions of people will also join the middle class. By 2030, nearly two-thirds of the global population—as opposed to today’s one-quarter—will be middle-class consumers. Seeing people lifted out of poverty is a welcome development. But a rapidly growing and more affluent population will also mean much more demand for food, energy, space, and water—putting strains on the natural systems that sustain natural diversity, human health, and prosperity.


Too Little Water


Whoever controls resources such as water also controls development. Just ask William Mulholland.


As head of the Los Angeles Department of Water and Power for over a quarter century, Mulholland bought huge swaths of the Owens Valley, a few hundred miles northeast of the city. He wasn’t after the land. He really wanted the rights to the water that ran through or underneath it. By 1913, Mulholland had accumulated those rights, sometimes with furtive, unscrupulous tactics, and he built an aqueduct to bring water to Los Angeles. That water helped build the city, and the massive infrastructure carrying it still powers the economy of California. Owens Lake ran dry as a result.


Thus began the California Water Wars. Farmers in the valley tried to blow up the aqueduct. They opened sluice gates to fill the Owens River and water their orchards. The armed rebellion was ultimately unsuccessful. Agriculture in the Owens Valley region was decimated as Mulholland’s aqueduct rerouted water to Los Angeles. Mulholland quipped that he regretted so many trees had died, because that meant fewer limbs from which to hang the troublemakers.


Mulholland left a decidedly mixed legacy: part visionary engineer, part Machiavelli. Those two faces of Mulholland were embodied in two characters in Chinatown, Roman Polanski’s classic film noir; Hollis Mulwray, the city engineer whose murder opens the story, and Noah Cross, the unscrupulous land baron who was behind both the murder and the water grab. John Huston played the part of Noah Cross with delicious menace, and it’s hard to argue with the portrayal. After all, Mulholland/Cross stole water from beneath California’s farmers and sent it to L.A.


That might not be viewed as evil anymore. Removing water from agriculture to use it elsewhere—in cities, or simply leaving it in rivers and estuaries for fish and birds—may be beneficial. These are the kinds of trade-offs that communities, governments, and businesses will face with increasingly regularity. A market-based approach, guided by science and ethics, can provide a basis for making these hard choices. Buying and selling water or other parts of nature such as flood control or access to fisheries can be a force for good, if the laws governing the transactions make sense and people think broadly about who gains and who loses from them. Private gain from ownership of what have historically been public goods can work for both people and nature.


The challenge of water scarcity and distribution is global, with hardly any country protected from its impact, not even economically booming China. Everyone knows of China’s astonishing economic successes, but few realize that water troubles now endanger continued growth. Almost half of China’s rivers are severely polluted; more than 450 of its cities have water shortages; and 300 million of its people lack access to safe drinking water. More than a fifth of China’s surface water is unfit even for agriculture. The amount of water available per person in China is about a quarter of the world average, yet the amount of water consumed per unit of gross domestic product in China is three times the world’s average. China does not have enough water and it is using its water inefficiently.


China recognizes the threat water scarcity poses, but its proposed solution reflects the challenges of working at such a massive scale. In 2011, China’s “No. 1 Document,” which states the government’s top priorities, proposed spending $635 billion over the next decade to solve the water problem. That is a lot of money to spend in so short a period, so it comes as no surprise that this plan has a serious drawback: it relies almost entirely on engineering solutions rather than investing in natural ecosystems to meet the water scarcity challenge.


THE UNITED STATES FACES SIMILAR CHALLENGES: SAN DIEGO, FOR example, may soon run dry. This growing city depends on the Colorado River for more than half of its water. Many users upstream from San Diego also claim rights to the river—to irrigate farms, fill Las Vegas fountains, or water suburban lawns and golf courses. To use the perfectly bland bureaucratic term, the Colorado is “oversubscribed”—frequently becoming just a sad trickle some seventy miles north of where it once entered the Gulf of California. In a year such as 2012, when rain and snowfall are well below normal, the Colorado runs out of water. With a changing climate, every year may soon be a bad year.


The Colorado River Basin includes seven states and a complex, contentious series of agreements dating back nearly a century determines who gets how much of the river’s water. The latest turn in this long-running drama came in 2003, when the federal government reduced and capped Southern California’s share. This accord sent San Diego scrambling to find water. The solution the local government implemented was a more aboveboard and equitable—though still controversial—version of William Mulholland’s idea: moving water away from orchards and vegetable farms in the Imperial Valley and into the city. Instead of stealing the water, the city pays farmers in the Valley to consume less water. The city then uses the water saved to augment its water supply. This has given farmers the incentive to line irrigation canals to prevent water loss, to use more efficient irrigation techniques such as drip irrigation or microsprinklers, and to measure soil moisture with highly advanced technology so they know exactly when and where to irrigate. Some farmers have stopped growing crops on some land altogether. This is the largest farm-to-city water transfer ever. In 2011 alone, the farmers sent the city 80,000 acre-feet of water (one acre-foot is the amount of water needed to cover one acre to a depth of one foot, or just under 326,000 gallons), and this amount will increase to 200,000 acre-feet by 2021.


So far, so good. Other aspects of the deal, however, spark public controversy as well as lawsuits among water management agencies in Southern California. First, the farmers in the Imperial Valley buy water at federally subsidized agricultural rates, but sell their surplus to San Diego for far more. This means that this group of farmers can make a profit at taxpayer expense, while other farmers closer to San Diego pay some of the highest water rates in the state and often cannot afford the water they need. Second, the Salton Sea—the largest lake in California—depends on water from the Colorado River. If the Imperial Valley farmers did not sell the water but instead let whatever they did not use run off their fields, it would drain into the Salton Sea. Without that runoff, the Salton Sea, like Owens Lake before it, may go dry.


REBALANCING WATER CONSUMPTION TO SUSTAIN THE COMPETING needs of agriculture, cities, rivers, and lakes requires changing in-grained patterns of behavior. That includes changing who uses water, for what, and how much they pay for the privilege.


A popular view among economists places the last part, price, above all other considerations. Indeed, some who study the problem believe that getting the price right would magically solve our water problems and all sorts of other natural resources problems as well. If only it were that easy.


People around the world have been buying and selling oil for 150 years but have yet to figure out an economically and environmentally sensible way to do the same with water. When the price of oil goes up, people drive less and turn down the heat in their homes, and businesses seek efficiencies or alternative energy sources. Get the price of water wrong, on the other hand, and the consequences are dramatic. Raise the price of water and yes, some people will use less—but rising prices might also force farmers out of business and cause food shortages.


The controversy over sharing water between farms and cities in Southern California has a simple cause: not enough water to go around. The contentious issues are allocation and value. Should farmers use water in the Imperial Valley to grow vegetables or should the residents of San Diego use it for drinking, cooking, and household needs? Elsewhere, the issue is not scarcity but access, moving small amounts of water at high cost by building new pipes and treatment plants, to get water to poor urban areas. In either case, the underlying principle is clear: water, like all earth’s goods and services, should not—or at least not always—be free.


What Parts of Nature Can People Own?


That principle is far easier to state than to enforce. Basic necessities such as water, fish, timber, or land safe from floods have to be affordable, even to the poorest people who may be unable to pay anything at all, but at the same time not so inexpensive overall that no one has any incentive to conserve the resource. Markets offer one obvious way to approach the problem.


To have a market, you first need to have property; after all, you cannot rightly sell what you do not own. But what parts of nature can people own?


People own coal deposits and oilfields, forests of valuable timber, and pastures for grazing. Can they also own all the water underneath that pasture, or in the river that runs by it? Can anyone—a government, a business, or an individual—own the diversity of a forest, or the flood protection that a coral reef provides?


Unease over private ownership of an important part of nature can be seen in a global context. In June 2010, the United Nations General Assembly declared, without one dissenting vote, that water was a human right. The vote was not unanimous: forty-one countries, including the United States, Canada, the United Kingdom, and Australia, abstained over concerns about sovereignty. That not one country voted against the resolution suggests that not even the worst despots would take the public stand that they have a right to deny someone water. Ownership of water, unlike oil, has an unmistakable moral component.


THE WIDESPREAD ASSUMPTION THAT WATER AND SOME OF NATURE’S other gifts are and should always be free has deep roots and is thus difficult to upend. In the developed world at least, just about everyone knows two things for certain: when they turn the tap for their morning shower, the water will be clean; and when they get the bill, it will be small. Even in Santa Fe, which in 2011 was the US city with the most expensive water, an eight-ounce glass of tap water costs about a dime.


Even that may overstate the case, as Santa Fe is an outlier. The city faced water shortages, so in 2008 it began building a huge, costly project to divert water from the Rio Grande—a project that residents pay for on their water bills. Most everywhere else, even bone-dry Phoenix, a glass of water costs a fraction of a penny. The scarcity of water thus bears almost no relation to its price. Water in the desert is inexpensive, while rainy Seattle has among the highest water prices in the United States. That’s due partially to Seattle’s need to pay off debt on water treatment plants, as well a conscious decision by Seattle law-makers to keep rates high to encourage conservation.


In fact, most of us hardly even pay for water at all. The water bills we receive are not for the water itself, but instead for the pipes that bring water to the house and the people who keep the system working. The price of water does not reflect its importance—a lapse that has hidden the risks of water shortages for decades.


For example, consider the Federal Bureau of Reclamation, the Department of the Interior office that oversees US water resources in seventeen western states. Starting in the early twentieth century, the Bureau initiated enormous projects to control water in the West. However, the people who use water or hydropower from projects such as the Hoover Dam or California’s Central Valley Project don’t pay the full cost of construction. The very name of the Bureau of Reclamation reveals its founding bias; water left in a river for fish was “wasted” and had to be “reclaimed” for use by people. As Marc Reisner points out in his 1986 classic Cadillac Desert, in the western United States the lack of water is the central fact of existence, and people will get behind most any plan to get around that problem, regardless of engineering hurdles. In the West, writes Reisner, “water flows uphill toward money.”



Selling Water


Markets for water can certainly work on a local scale, something people have known for millenia. In the deserts of Oman, for example, systems called aflaj grant each farmer in a village a share—an hour, a day, a week—of the water coming out of commonly built and maintained irrigation channels. What they do not use they can rent or sell to other farmers. This system, in place for at least 2,500 years, creates a market price among the farmers, and has helped secure sustainable water supplies in one of the driest places on Earth.


In Texas, water users living above the Edwards Aquifer hold permits to pump groundwater. They have been vigorously selling them to interested buyers since the mid-1990s. Farmers, for example, have been selling their permits to San Antonio, giving the city rights to approximately 50,000 acre-feet of water. This water market has driven investment in more efficient irrigation, and has shifted water from low-value benefits such as irrigating hay to more valuable urban or industrial uses.


National-scale efforts to create water markets flourish elsewhere, though not without controversy. In Australia, a flexible water market helped the country deal with a devastating drought that affected the entire country for over a decade and is still ongoing in some places. Water rights in Australia now can be sold, traded, or leased. The system led to dramatic increases in efficiency during the drought, and was a factor in the survival of most Australian farms.


The Australian environment, however, particularly the Murray-Darling River Basin, did not fare as well. As surface water became valuable, farmers began using more groundwater and capturing what little rain fell on their property, thus depriving the river of water. “The more efficient you become, the less the river flows,” writes Australian economist Michael Young. The challenge for conservationists is not to abandon the market, which works well in many other respects, but how to tweak such a sophisticated tool to ensure environmental benefits are valued appropriately.


But the few national markets are exceptions. In most places, water is free for all practical purposes. This leads to some absurd results, as journalist Charles Fishman details in his book The Big Thirst: The Secret Life and Turbulent Future of Water. Consider, for example, that Napoleon, Ohio’s Campbell Soup factory, the largest in the world, gets all of its water from the Maumee River for free. Or that in 2008, the state of Florida gave Nestlé, the world’s largest food company, the rights to water from Blue Springs State Park for ten years for a $230 permit fee. For what amounts to pin money, and despite protests from local water managers who warned that drought was stressing the spring, Nestlé can pump unlimited water from public land, bottle it, and sell it under the Deer Park brand.


To some economists and policymakers, creating markets for natural resources that currently have none makes perfect sense. These theorists feel that once everything has a price, the price creates an incentive to conserve. The theory seems clear enough—if Nestlé had to pay more for that water from Blue Spring, then the company would likely use less water to keep its costs down. In the right circumstances, markets can help determine the value of nature, and help conserve it as well, as is happening in the Edwards Aquifer in Texas.


Questions on the ownership and price of water remain to some extent issues of philosophy and ethics, with unmistakable political overtones, but the use of water is very much a question of law. Water law can be complex, particularly in the United States, where regional differences in climate and politics have led to widely disparate approaches. In Texas, for example, the state Supreme Court ruled in 2011 that people who own land above groundwater supplies own the water in the aquifer as well. Thus, in Texas law, water is exactly like oil; if you own land above an aquifer and you have a big enough pump, you can drain the aquifer regardless of whoever else wants or needs that water. One consequence could be that a law or regulation that seeks to conserve water by limiting how much of that water the landowners can use constitutes a taking of private property and the landowners would have to be compensated.


The question comes down not to who owns water, but to who has the rights to water: how much, for how long, and what they can do with it. Yet big businesses did not realize the urgency of the issues of ownership, usage, price, and scarcity until 2004, when conflict erupted in the southern Indian state of Kerala.


Companies, Water, and Risk


The people of Kerala survive largely on subsistence agriculture, growing rice and coconuts. Residents of a tiny hamlet called Plachimada eked out a humble living until 1999, when a subsidiary of Coca-Cola opened a forty-acre bottling plant nearby to produce soft drinks and bottled mineral water. Trouble arose in 2004 when Plachimada’s wells went dry and farmers could not irrigate their crops.


The community blamed Coke for the water shortages. The outcry forced the company to shut down the Plachimada plant, one of its largest in India, in March 2004. Coke’s main rival, PepsiCo, has faced similar complaints in India. Though a high court ruled in June 2005 that Coke was only a small contributor to the water shortage in Kerala—agriculture was the biggest culprit—and allowed the plant to reopen, the company’s reputation took a beating. Underscoring the visceral value of water, Plachimada’s government in 2010 recommended that residents be allowed to seek compensation from Coke for damage allegedly caused by groundwater depletion between 1999 and 2004.


The problems for businesses extended far beyond Kerala. When activists there launched a boycott, the issue attracted global attention and became a cause on college campuses in the United States and in Europe. Coke took another public relations hit—this time a global one. Nearly every company that uses water took notice. Though few if any companies will say so in public, Kerala was heard around the world, a turning point in the effort of these companies to understand how much water they use, who else will be using the same supply, and how reliable that supply is.


When you think about it, making Coke by mixing sugar and water, two cheap and plentiful ingredients, could be the stuff of grade-schoolers on the sidewalk, not likely a ticket to great riches. Yet Coke—through its energetic efforts to create one of the world’s most revered brands—has built a multinational empire on exactly that. The company’s market value, the number of Coke shares multiplied by the stock market’s price per share, is many times its book value, that is, the value of its tangible assets, what shareholders would receive if the company was liquidated. Apart from their fabled secret recipe, Coke is a corporate titan because of branding and more than a century of goodwill from consumers.


The same holds for other global, water-dependent businesses such as Nestlé and brewing giant SABMiller. Take away the water and the brand names, and not much would be left. But as Coke learned in Kerala, goodwill can be fragile. Companies must nurture it or, in the long term, risk their very existence. Not only do these companies use huge amounts of water, they do so in hundreds of communities. While no one can predict where the next water crisis will be, there certainly will be one and wherever it is, people will still want to buy beer and soda, so Coke, SABMiller, and Nestlé likely do business there, or want to. Leaders of businesses like these have begun to realize that they must be concerned about water wherever they work, and must also be concerned about the communities with whom they share that water.
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