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(ENTRE VOWS
SUPPORT ON
BALAJI RESERVOIR

AVINASH P.
SUBRAMANYAM | DC
TIRUPATI, OCT. 3

Union minister for Jal
Shakti Gajendra Singh
Shekhawat said that the
Centre will extend sup-
port and assistance in
the construction of the
Balaji reservoir to meet
the drinking water
needs of the ever-
increasing number of
pilgrims in Tirumala.
Paying a visit to the
Papavinasanam dam in
Tirumala along with irri-
gation minister B Anil
Kumar, Shekhawat had
darshan of Lord Venk-
ateswara at the Tirumala
temple, where he was
accorded a warm wel-
come by TTD chairp-
erson Y.V, Subba Reddy
and additional executive
officer ANV, Dharma
Reddy upon his arrival.
TTD SE-I Nageswara
Rao and EE, water wor-
ks Srihari updated Sh-
ekhawat on the current
status of all five projects
in Tirumala and the
need for the Balaji reser-
voir to meet the water
needs of pilgrims. They
brought to Shekhawat's
notice that the water
being drawn from major
sources like Papavi-
nasanam, Kumaradh-
ara, Pasupudhara, Akas-
aganga and Gogarbham
was not sufficient.
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Institutional

Economics

ONSERVATION DILEMMA-II

In part two, NIE+ framework is being used to address the myriad of complications that affect the water policies and suggest policy solutions

ontinuing on from last time,

we move past analysing the

global issues plaguing water

licies and on to use of the

NIE+ framework for the purpose of sug
gesting possible solutions.

WATER POLICY AND NIE+

‘There is a general consensus that water
policy is more a governance issue than
c\ny‘hmg clsc (Saleth 2018). Governance

ling with water instif
formal (laws, | policies, governance struc-
tures etc.) and informal (customs, norms
etc.). Water institutions, in any country

economy (S
market, one huuld lve able to see a high
1 of water by mar-
mm- of a water regulator
10 settle ﬂupulea and ensure a level play-
ing field and many players as suppliers in
the water market, On the other hand, an
informal water market would be charac
terised by self-provision (through private
wells, streams, ponds), community-man-
aged water sources, absent or limited use
of price or user charges to recover costs of
service provision or resource use.

Let us recall North's (1990) definition
of institutions as “formal rules, informal
constraints (norms of behavior, conven-
tions, and self-imposed codes of conduct)
and the enforcement charact s of both
and also the notion that ‘if institutions are
the rules of the game, organisations are

In most countries, the

water sector is still
characterised by a
multiplicity of government
agencies at different levels
responsible for water supply,
management, supervision
and control. Some countries
have done better than others
but challenges remain

the players. We see that there is a great
| variation in the for-
informal water markets referred
to above. Again, let’s look at North's distinc-
tion between institutional arrangements
(IA%) and institutional environment (1E)
and apply it to the above ussion. The
institutional environment is defined as
“the set of fundamental politi ncial and
legal ground rules that establishes the basi
for production, exchange and distribution.
Rules governing elections, property righs,
and the right of contract are examples..”
(Davis and North, 1971). On the other
hand, institutional arrangements (1A%), ‘are
the structure that humans impose on their
s with cach other’ (North 1990).

e 1As would include all (Iu' rulrb
uss .|.m.| the two together are necessary
ln understand a i
tional chang
Casting this in the NIE+ framework,
which includes Coase’s approach to trans-
on costs and the notion of social cap
tal, the formal water market would have
costs of supplying water,
low implementation. supcrr
d monitoring costs of sup
water ‘ex ante’ and low enforcement
A formal market would also have
al’ institutional structure, includ
ing well drafied contracts, an indepen-
;I:m rcgul«(ur to settle dmpmu market
d water ch
service providers (private, municipal or
public). There would be a greater play of
the IE as compared to the IA in North's
terminology. In such a formal setting,
social capital would be less of a factor in
reducing transaction costs. An informal
market, on the other hand would have
high transaction costs and an informal
institutional structure rooted in the vi
lage community. For example, an infor-
mal market would usually not have any
written contracts and supervising and
monitoring costs will be high since there
is no metering. Here the [As would be
more critical as compared ta the IE. As
for social capital, it would have the same
role in formal and informal markets: the
role of lowering transaction costs. How-
ever, this role would be more critical in
the informal markets, where social mpl
tal would be more important ki
the village comm s more
effective. After al age community
setting is far smaller than a big formal
urban setting and the levels of trust in
each other becomes essential if the rules
of water usage from community wells,
streams and water bodies are to be fol-
lowed by everyone.
The NIE+ framework gives us the
lowing main policy guidelines:
® Those institutions that lower trans-

Privatisation in the water sector wes not the first

In a highly formal market, one would be able to see a high level
of metering, pricing of water by market forces, existence of a
water regulator to settle disputes and ensure a level playing field
and many players as suppliers in the water market

action costs on a sustained basis will take
root as rules-in-use. However, such institu
tions may not be the same in a formal and
informal market. Further, transaction costs
have to be lowered on a sustained basis. For
example, if there is an NGO ora leader (say,
the well-known Rajendra Singh in India)
which brings forth an innovation which
reduces transact osts. This innova-
tion has to be independent of the leader
and must continue to reduce transaction
costs even if the leader moves on.

What IAs work in a particular
IE may not work everywhere. In other
words some arrangements such as water
use associations in the US, where the
macro Ins snal Environment (LE) is
more mature Ived, may not wark
in a developing country where the IE is
weak.

® ‘The right incentive structure and
effective sancti mportant for an [A
to succeed in both formal and informal
marke

#® Enforcement of the rules-in-use is
extremely important, particularly in the
informal market. As North suggests that,
nstitutional setting depends on the

effectiveness of enforcement. Enforce-
ment is carried out by first party (self-
imposed codes of conduct), by second
party (retaliation), and/or by a third party
(societal sanctions or coercive
ment by state)” Transaction co:
an institutional change are determin
by the ease of enforcement.

Itis clear from the above policy guide-
there is no single solution for
an efficient water supply system. Not only
are the contexts different in developing
and developed countries, they vary even
within the countries. It is also clear that

atis: is neither a solution. nor a
preferred puhq option even in devel
Even in mature mar-

pply.
whether for drinking water or lnrnn'g.--
tion, is managed and controlled by the
ector. This is possibly because of
jueness of the water and sanita-
tion sector as compared to other infra-
structure areas such as ports, airports,
highways etc. The most obvious unique
that water is a basic need and

charactes
water supply has externalities for other

significant sectors such as b
environment. These externali
that public interest and public welfare is
involved and governments must there.
fore have an important role. An
unique aspect is that multiple agencies
and multiple levels of government are
involved in the water sector, making it
cumbersome for the private sector to
navigate. And finally, because of water
as a basic need and its public good ele
ments, the profit motive is considered
secondary. As a result, the private sector
is exposed to a number of risks, includ-
al, contractual, regulatory and
foreign-exchange risks, which makes the
investment less attractive.

CONCLUSION

As is clear from the above discussion,
most countries have tried to put in place
different institutional matrices for the water
sector. But, given the complexity of the
water sector, no single matri:
and frameworks often remai
In most countries, the wates

ment agencics at different levels responsible

for water supply. management, supervision
and control. Some countries have done bet-
ter than others but challenges remain.

We have also learnt that there is no
single solution for the complex challenges
that the water sector poses. Privatisation
was not a preferred policy option for

As for social capital, it would
have the same role in formal
and informal markets: the
role of lowering transaction
costs. However, this role
would be more critical in
the informal markets, where
social capital would be
more important in making
the village community
inslitutions more effective

developing countries for obvious reasons:
long gestation lags, low levels of economic
development and hence lack of purchas-
ing power and ability to pay marks ed
tariffs and risks involved in large invest-
ments. Most privatisation in water sup-
ply in developing countries has been in
the PPP mode and the results have been
mixed. Interestingly, privatisation was not
the first policy choice even in developed
countries. To be sure, the US and many
countries of Europe encourage private
sector participation in water supply, but
hes g.ul the results have been mixed.

© conclude, the relevant inst

tutional matrix of a water economy
depends on the degree of its formalisa-

tion. As discussed above, in informal
water economies, the [E limited
role. As we move from developing to
developed economies, the importance of
the IE increases. On the other hand, the
role of IA and social capital is far more
important in developing economies with
informal water markets as compared to
developed economies. The reason is sim-
ple: in formal markets, the institutions
and the laws (or the IE) are mature, con-
tracts are complete and the enforcement
of contracts is efficient. Since there is little
for any party to deviate from
tracts, the transaction costs of get-
0 contracts ‘ex ante’ and super-
monitoring and enforcement of
‘ex post’ is low. In informal
markets, cOniracts incomplete and
is inefficient,

as a result of which tran:
high. Factors like social
includes trust, cus
an important role in rule se
rules-in-use in respect of usage of water,
water fees, fines and penalties. Accord-
ingly. common property management is
a better way to manage the water resource
and a higher level of social capital reduces
transaction costs in such settings.
the writer is an IAS officer,
working as Principal Resident
Commissioner, Government of WB

~
An informal water morket would be

recover casts of service provi

d woter sources, absent or iy

Innovations in water menagement such as those by the Water Mon of Indio — Rejendro Sis
independent of the leader that helped innovate them
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