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Abstract
This session’s objective was to explore the relationship between agricultural trade and water resources and, in particular, the ways in which agricultural trade and agricultural policies affect the availability, use and quality of water. According to the Food and Agriculture Organization of the United Nations (FAO), agriculture accounts for 70 per cent of global water use, and water availability is already a limiting factor for the development of agriculture in some regions. In addition, experts predict that expected climate change could reduce availability of water in some regions and increase availability of water in others, altering the distribution of agricultural production. Changing growing conditions not only create new risks both for agricultural producers and downstream processors, but also for consumers in terms of access to food and water. States can respond to these new risks by adapting their policies. 

A wide variety of national policies influence the allocation and efficiency of use of water within the agricultural sector. Some policies directly target the use of water in agriculture, such as irrigation subsidies, investments in technological innovation and water pricing. Other policies, such as trade policies, indirectly affect national water use by affecting the movement of agriculture products across borders. New approaches for labelling “virtual water” content in products have been proposed as one way to inform consumers on the potential impact of their choices on water use. The challenge is to develop policies to manage risks associated with changing conditions, without introducing market distortions or damaging water quality. 
Discussions during this session covered the following topics: 

· impacts of policy interventions on water use patterns and agricultural production

· the concepts of virtual water and the water footprint

· public and private partnerships to enhance sustainable water use

· linkages between agricultural trade, water and food security.
1. Presentations by the panellists
(a) Mr Manzoor Ahmad, Senior Fellow, ICTSD

Mr Ahmad welcomed the discussion on water being brought to the WTO for the first time. He stressed that in the context of services, some states are concerned that future liberalization and privatization of public services will jeopardize water supplies to the citizens. Mr Ahmad introduced the topics to be discussed during the session, including the water footprint debate and farming subsidies, among others.
(b) Mr Ron Steenblik, Senior Trade Policy Analyst, Trade and Agriculture Directorate, OECD
Mr Steenblik warned that the linkages between water and trade were going to become increasingly important. As trade in fresh agricultural products increases, more water is transported around the world embodied in agricultural products. Without policy interventions, water use patterns would normally be determined by physical characteristics such as the amount of water required by different products, water endowment and water evaporation patterns. However, government policy interventions can play a large role in determining water use patterns, in both intentional and unintentional ways. 
In some cases, governments directly impact irrigation through targeted public investment. Establishing the right investment and management systems was challenging, explained Mr Steenblik. Governments seeking local self-sufficiency have often over-invested in irrigation. He explained that when irrigation systems are not managed effectively, the results can be siltation and salinization.
Government interventions can also indirectly affect water use. Policies that alter the relative prices of resources also influence the allocation of water and create trade flows that differ from what they would be in the absence of subsidies. An example he gave was policies that lead to the subsidization of other inputs, such as electricity or diesel, also encourage the production of water-intensive crops. This type of subsidy is likely to lead to increased demand for thirsty crops grown where water is artificially cheap. More research is needed to understand the ultimate impact of these types of subsidies. Mr Steenblik recommended the first step of increasing the transparency of these subsidies, since only broad figures of support to irrigation were currently available.

Given the expected changes to global water systems, getting the policies right to encourage efficient use of existing water resources is critical. He suggested that the first best approach for water policies was to avoid the distortions by reforming subsidies and establishing the right water prices, including through the allocation of water rights. When farmers have access to cheap water from subsidized irrigation, the value of their land increases. Farmers who benefit from subsidized irrigation infrastructure lose value if these irrigation subsidies are removed. Thus, the political economy of irrigation subsidies, as other subsidies, makes subsidy reform difficult. 
Given the challenges to reforming irrigation subsidies, alternative market-based approaches are beginning to be explored. Specifically, some environmental groups advocate labelling based on the concept of the water footprint. These labelling schemes are useful to highlight the intensity of water use in different parts of the world. According to Mr Steenblik, it is important to note that these schemes differ from carbon footprint labelling schemes because the environmental impacts of water use are critically linked to the biophysical characteristics of land where agricultural production occurs.
(c) Dr Maite Aldaya, Water Observatory/Consultant, UNEP
Dr Aldaya began with the concept of the water footprint, which was originally introduced in 2002 as an indicator of indirect and direct water use. Water statistics had traditionally focused on surface water, she explained, and did not consider water use through the whole supply chain. The water footprint incorporates a life cycle perspective of resource use analogous to ecological footprint and thus provides an indicator of water use intensity in goods production (with a differentiation between green, blue and grey water).

She believed that concept of virtual water trade provided an alternative framework for considering water transfers through trade. Trade provides one mechanism for water to be transferred between countries, embedded in products. When products are traded between high water productivity and low water productivity situations, water can be allocated more efficiently. Water stressed countries can import water-intensive crops and save water for other high value services. Trade can be the messenger between production and consumption. Dr Aldaya stressed, however, that when water prices did not accurately reflect water scarcity water, resources may not be allocated efficiently. For example, when subsidies are proportionate to the crop yields, agricultural subsidies can have perverse effect on water use practices.
(d) Ms Anke Schulmeister, Senior Policy Officer, European Policy Office, WWF
Since water is not distributed evenly around the world, the main water management challenge is to satisfy water demand without destroying natural systems, began Ms Schulmeister. Given the expected changes in rainfall as a result of climate change, water supply and distribution will change over time. There are also expectations that global water requirements are increasing. She revealed, for example, that McKenzie & Company – a global management consultancy – predicts that the global water requirements by 2030 will have increased from 4,000 to more than 6,000 million cubic metres. Sustainable management of global water requires an understanding of how water fits into economies generally. While the concept of the water footprint can help illustrate the way in which water moves through economic systems, the concept also needs to be embedded within the context of the system. Water scarcity should not be equated with unsustainable water use in resource poor regions. 
To increase water efficiency, suggested Ms Schulmeister, government policies could create incentives for improved governance, fostering partnerships with the private sector and promoting more responsible water use. Governments who have not adopted water management strategies need to start building up partnerships in catchment areas. While industries can be seen as the causing problems, they also have an incentive to contribute to sustainable solutions for water – particularly because water is often an essential input into their production processes. 
In concluding, she stated that one key policy objective should be to ensure that incentives are set up to promote the sustainable use of water within a watershed, instead of simply on individual farms. Since every water user in the watershed has an interest in maintaining water resources, a multi-stakeholder process can be used.
(e) Dr Mohammad Ait Kadi, President, General Council of Agricultural Development, Ministry of Agriculture and Fishery, Morocco 

Demand for water resources was growing worldwide, explained Dr Kadi. Food production is the largest water user on the planet and competes for water with other uses. Demand for water from cities and industry has doubled over the past 20 years and is expected to increase by 2.5 by 2050. More than 1.2 billion people live in water basins where water shortages are increasing in frequency.

He considered trade the most effective way to share the world’s scarce water resources. Domestic production combined with international trade flows determines food availability. With the expansion of agricultural trade, countries have historically moved away from self-sufficiency and have begun to rely on international markets. Ideally, the liberalization of agricultural trade, which widens the spectrum of economic possibilities, will allow countries to make most of comparative advantages and to diversify risks.

Dr Kadi noted that in the debate over food policies, there was agreement that agricultural productivity needed to be boosted. This would smooth food prices and increase the number of food exporting countries. In particular, inappropriate and uncoordinated policy interventions can contribute to price volatility. In order to meet expected demand, agricultural production needs to double by 2050. The constraints to increased production relate to water scarcity. The only way to produce enough food to meet expected demand in environmentally friendly manner is to mobilize all kinds of agriculture production, including through partnerships and coordination among farmers, market operators, governments and consumers.
2. Questions and comments by the audience
Quite a few questions were on how the concept of the water footprint could be put into operation. The data presented on the water footprint were general and intended to be used to raise awareness rather than for more detailed analysis. Some commented that given the amount of information that was already included on labels, there would be the risk of overloading the consumer – making labels useless. Others were concerned that water labelling could become another non-tariff barrier (NTB) for imports from developing countries. In the context of water footprints of various crops, it is important to understand the different implications of water use by rain-fed and irrigated crops, as well as the implications of different types of management system on the sustainability of particular crops. In order for a water stewardship system to function, fragmentation along the value chain must be addressed. Once it is in place, producers can use the idea of water stewardship to reach out to supply chains that are seeking to meet sustainability criteria. 

Another set of questions focused on subsidies to water as an input to agriculture. One audience member wondered what the impact on consumers would be if irrigation subsidies were removed. The state of knowledge on the extent to which water is underpriced is quite low. There has not been much demand from countries for multilateral agencies to explore this question. These subsidies have been around for so long that policy-makers treat them as if they were built into the economic system and not something that arises out of policy intervention. Some comments were made that increasing commodity prices would relieve the pressure from farmers for subsidies. This would in turn remove some distortions in water markets. It was also noted that Africa used only a small part of its water potential.
3. Conclusions

In closing, panellists recognized that the discussion on these issues were at a preliminary stage and were being addressed in various forums, including the Consultative Group on International Agriculture Research (CGIAR) system. Panellists also highlighted some of the areas where further work would be valuable. These included development of techniques to estimate the market value of water resources and improved transparency regarding the use of irrigation subsidies. 
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