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Theoretical benefits of water 

markets 
• Empowerment 

 

• Security of tenure  Water saving investment 

 

• Consideration of opportunity cost  Water 
saving investment 

 

• Capacity to internalise externalities 

 

• Flexibility to respond to change 

 

• Consistent with tariff reform 

 

 
 

 



Empirical support 

• NWC reports 

 

• Drought 

 

• Others (e.g.Cummins and Watson) 

 



How does the policy mix for MDB 

over-allocation fit with water 

markets? 

• Buyback 

• Allow rights to change over time 

• Mandate WUE 

• Public subsidy of infrastructure 

 



The rationale of water markets and 

infrastructure subsidies 
 

• Empowerment  

 

• Security of tenure  Water saving investment  

 

• Consideration of opportunity cost  Water 
saving investment 

 

• Capacity to internalise externalities 

 

• Flexibility to respond to change 

 

• Consistent with tariff reform 

 

 
 

 



Gifted Infrastructure and Tariffs 

• Reform = Water Markets AND Tariff 

Reform 

 

• Tariffs to reflect costs 

 

 



Two Sets of Books 

• Regulatory Asset Base  

– No gifted assets 

 

• Statutory Asset Base 

– Gifted assets at fair value 

 



How does this impact tariffs? 

For G-MW (2011) 

 RAB revenue requirement = $102 m 

 SAB revenue requirement = $310 m 

 

Tariffs need to increase 302% 

 

And NVIRP stage 2 yet to come!! 



Concluding remarks 

• Water markets plus tariff reform  

Economic efficiency 

 

• MDB over-allocation  Revert to subsidy 

 

• Tariff distortions from gifted assets set to 

further undermine market incentives 

 



Thank You 




