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Reseach Question

This paper studies

• value of water

• value of water trade and reallocation

By

• recovering parameters from an agricultural production model

• conducting a counterfactual analysis
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Data

Firm ˆ Year ˆ Crop Panel Data, from 2007-2015

• Survery on water trading in the southern Murray-Darling Basin (sSMB), water ownership,
input choice, output levels

• Sutralian Bureau of Meteorology (BOM), rainfall, temperature, evaporation

• state government: regulatory records of regional water allocation caps

• Murray-Darling Basin Authority (MDBA): water trading data on trasaction prices and trade
flows
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Summary statistics
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Reduce Form Evidence
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Model

• In year t, firm i produces crop c for hectares of land Kict, with irrigation volumes Wict, and
other inputs Xict including labor and total materials. Effective rain water is
Rict “ pER

ict ´ EV
ictqKict.

• Output is given by
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Estimation Results
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Shadow Value

value.png
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Trade from Low to High

and productivity.png
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Marginal Value of Trade

value of trade.png
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Gains from Trade I

• First, calculate pre-trade irrigation Wa
ict “ Wict ´ ∆ict,

• Then, calculate profit

ΠitpWitq “ max
Xit

ÿ

c

Picteωict FcpWict,Xict,Kict,Rictq ´ PX,it ¨ Xict ´ ΓW
it pWitq

, and profit from gain is
GFTt “ i

ÿ

i

ΠitpWitq ´ i
ÿ

i

ΠitpWa
itq

, then calculate the sum of discounted value over 2007-2015

GFT “
ÿ

t

δtGFTt
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Gains from Trade II

GFT “ 2.3 billion AUD.

from trade.png
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Hetergeneity in Gains from Trade

See paper
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