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Water Entitlements
0 Rational Option?

Ihis is @ refereed paper that analyses prices paid for water silocations
and waler entitlements and the relationship between the two prices in
order to establish evidence of rational behaviour in water markers. The
aralyses show some evidence that prices reflect ecanomic fundamentals,
However, the major factors influencing the prices paid for water by
irrigators are the allocation level at the time of purchase and the
evaporation factor. The sllocation level determines how much water
existing irrigators will have to buy to maintgin preduction, and it thereby
determines the competition for water in the market, while the evaporation
level determines how much water irrigators need in addition 1o the water
needs of their crops. Prices of water entitlements are also strongly influ-
eneed by the price of water allocations, as economic theory would SLggest
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Figure 1: Earnings fo investment rafios based on prices poid for seosonal allocations less cost of supply and

odjusted for allacation lavals
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Cash Hlow analyses
of investments in
water entitlements
during a holding
period indicate that
individuals who would
have purchased
enfitlements as an
investment would
have received quite
high returns
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