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MBIs
‘combine regulatory arrangements with market processes to change behaviour.
Avoid location-specific and person-specific directives’
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Howard/Turnbull/ Wong Plan to fix the problems created by the introduction of markets

Markets rather than governments as the integrator
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Murray-Darling Basin Water Entitlement Transfers - 1983/84 to 2003/04
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Trading has enabled adoption of new technology and "greenfield” development
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Total returns - Median allocation and entitlement prices compared
to capital growth, and the S&P ASX Accumulation Index Returns

50%
m Annual Return - Median
= .
5 40% @ Annual Return - Capital Grow th
@ aA
nnual Return - S&P ASX
(18 3P%' ]
3
= 20%
1]
=
c 10%
=L
0%
o [<n] o (7] [#7] (=] [an] (=] ~— = — o [ | (] ip) 32 ] 4] = =t =t Ty ] L [Ty]
¢ @ @ @ @ Q@ Q@ @ 9@ @ Q@ Q@ 9 o @ 9 o 0 9 g O Q9
5 * § 3 z § 3 2 B B z E 83 > g S5 > § 3 2 Fy 3B =
= _E = = E = = E = = ZD = S E = = E = = E = = E

5 Year Holding Period Ending

Bjornlund and Rossini 2007
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Facilitated significant adjustment

Driven significant amounts of new greenfields
development

Induced significant investment in more efficient
technologies

Resulted in the generation of income that has
reduced the impact of the recent emergence of a
long dry
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* Inter-temporal management

» Accounting for all uses

* Understanding Connectivity

» Transaction costs (esp. Tagged trading)

- Over-allocation worsened
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Can easily trade into trouble
Critically important to get the foundations of any
quota / entitlement system right

= Entitlements as shares

= X+ (100-X) = 100% specification of pool

= Specification consistent with biophysical processes

= Include arrangements to deal with problems beyond the
boundary of the scheme



Markets are excellent servants

But they need an astute master
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Download our report and subscrlbe to droplets at
www.myoung.net.au

Contact:

Prof Mike Young

Water Economics and Management
Email:  Mike.Young@adelaide.edu.au
Phone: +61-8-8303.5279

Mobile: +61-408-488.538
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