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RECENT CALIFORNIA WATER TRANSFERS:
IMPLICATIONS FOR WATER MANAGEMENT

Morrislsrael and Jay R. Lund?

ABSTRACT: The 1991 and 1992 Cadlifornia Drought Emergency Water Banks were
the first large water transfer programs in the nation in which the State served as the
predominant broker for water trades. Although the State-sponsored Water Banks
have drawn widespread attention, there have been a great number of water transfers
and exchanges taking place in Cdlifornia independently of the State. These non-
State transfers illustrate well the widespread applicability of transfers in managing
water resource systems, as well as the multiple mechanisms available for effecting
water transfers. This paper focuses on California’s recent experiences with water
transfers, and offers a series of potentia lessons for federal, state, and loca
managers for integrating water transfers in regional water resource systems.

INTRODUCTION

Economists have long endorsed the idea of using markets to foster the efficient allocation
of water (Milliman, 1959; Hartman and Seastone, 1970; Howe, et al., 1986; Saliba and Bush,
1987) and over the years there has been much discussion on the lega implications (Gray, 1989;
O'Brien, 1988), the institutional forums (Hartman and Seastone, 1970; Saleth, et al., 1989; Nunn
and Ingram, 1988) and the potential third-party impacts (NRC, 1992; Howe, et al., 1990; Little
and Greider, 1983) of water transfers. A brief introduction to the water market literature appears
in Dudley (1992). Although implementation of water transfers and water markets has lagged
theoretica development, water transfers are a common component of many regiona water
systems and are being increasingly considered for meeting growing water demands and for
management during drought. This paper demonstrates that water transfers can take many forms
and can serve severa purposes in the management of a water resource system (Lund and Isradl,
1993).

The study of actual water transfers can be very insightful for the design of new transfers as
well as for transfer theory. The congtraints actually encountered in applying water transfers
confirm the needs to account for transaction costs, operational requirements, third-party impacts,
and multi-party coordination of water movement in the development of water transfers.
Moreover, just as practice often reveals unanticipated constraints, study of actual water transfers
reveals greater flexibility than anticipated by theory. This is due largely to the ingenuity of real
water managers.

The purpose of this paper is to review the recent water transfer activity in California and
to draw from this experience lessons for water managers at all levels for the integration of water
transfers into regional water resource systems. A discussion of California water policy cannot be
fully appreciated without some sense of the complexity and expanse of the California water
resources system, including its physical and institutional characteristics. Thus, a brief overview of
Cdlifornia water resources is presented first. The State-sponsored Drought Emergency Water
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