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ABSTRACT: Water management increasingly depends upon flexible institutions that allow for the efficient allocation of
scarce water resources. In the semi-arid west, watersheds are predominately fully or over-allocated as water demand from
population growth continues to increase and the supply of water is subject to uncertainty and variability. Further given the
increasing the complexity of the water allocation issues, is it has become increasingly important to formally incorporate
Native American rights and environmental issues. Due to these anthropogenic changes and possible climatic variations there
is a need to develop alternative institutional responses for water allocation, such as water leasing markets. To examine the
potential of water leasing market we develop and test, through experimental economic techniques, a coupled hydrologic,
engineering, institutional and economic market using the Middle Rio Grande Basin located in central New Mexico as an
istituational framework for developing a prototype water leasing markets. First, a hydrologic model is developed
representing the natural, physical and engineering dynamics of the basin and the outputs of this coupled model are integrated
with a trading market. Second, laboratory market experiments are conducted using these hydrologic outputs as initial
allocations to each participant. The coupled model reports the number of transactions each trading period and provides
detailed information on individual trades: such as who engaged in the transaction, the amount of water traded, the price per
acre-foot and the impact of water trading upon the physical system. This framework allows us to observe the number of
transactions (a test of market robustness), the volume of water traded, carriage gains and / losses, the impact of water
movement upon the physical system, the prices paid by user group and the overall market price, all within the context of
alternative climatic scenarios. Finally we discuss the lessons learned from the experimental setting as they are currently being
applied to the development of a water leasing market in the Mimbres Basin, New Mexico.
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