WHAT IS WATER QUALITY TRADING?

Water quality trading represents a market based approach to achieving better water quality at lower cost than the traditional regulatory approach.  Not only does it hold the potential of reduced costs for point sources (factories, wastewater treatment plants, etc.) to comply with water quality standards, it may be the best way to encourage reduction of rampant non-point source pollution arising from agriculture and urban land use, which are not regulated by the Clean Water Act. Water quality trading is multi-disciplinary and integrates science, engineering, policy, and economics.  Stakeholders in a trading program can include industries, wastewater treatment plants, local businesses, farmers, municipalities, environmental NGOs, government officials, and citizen groups. 
Trading is based on the fact that sources in a watershed can face very different costs to control the same pollutant. A trading program allots a certain number of pollution credits  to sources located in the same watershed. The sources can either pollute under their limit and sell their credits, or pollute their limit and do neither, or pollute over their limit and purchase credits.  If the limits and credits are properly allocated, such as with a TMDL, the net effect will improve water quality in the watershed, at lower cost than making each individual pollutant source upgrade their equipment to comply.  Trading can occur among point sources and non-point sources.  Depending on the structure of the program, sources can trade directly or indirectly with each other.  Several water quality trading programs are underway nationwide, and some have been very successful, including nitrogen trading in Long Island Sound, and nutrient trading in the North Carolina Tar-Pamlico River Basin. These programs are saving hundreds of millions of dollars while significantly reducing water pollution.
These are just some of the key issues which are important to making a successful trading program: 

· Presence of a regulatory driver, such as a TMDL

· Presence of market drivers that make trading financially attractive

· Establishing a framework that reduces transaction costs and simplifies the trading process, while still being transparent and compliant with the Clean Water Act and state/local laws

· Avoiding hot spots of higher pollutant concentration and ensuring equity for lower income residents 
