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Abstract: The study aims to evaluate the pricing of water
utilities by generalized method of moments ( GMM )
estimation. An econometric model is elaborated in terms of
both water supply and demand and applied to study utilities
located east in China. Based on the GMM estimated technol ogy
and demand parameters, marginalcost pricing and social
surplus variations are simulated. The estimated parameters are
derived and estimates of returns to scale and elastidties of
water demand are discussed. The current pricing of water
utilities is analyzed by comparing marginal costs and marginal
prices. These estimates are then used to simulate firstbest

optima pridng by solving a supply demand system in prices
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and quantities. It shows that the optimal pridng scheme is
dharacterized first by higher marginal prices and second by a

lower fixed charge.
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)
1 )
Tab.1 Parameter estimates 1.048, 2
)
A 1 8.439 9*** 0.016 1 5
ag w 0. 095 2*** 0.001 6
ay . 0. 451 0*** 0.005 6 Tab.2 Estimates of returns to scale
o Q( ) 0.726 3*** 0.048 5
a, r( ) - 0.6723" 0.047 6 [km /
a, L e ( ) - 0.1380% 0.022 4 500~ 1 500 2~5 1. 048 0.021
a, n( ) 0.390 2*** 0.053 1 1 500~ 2 500 6~ 7 1.016 0.013
Qg wEX WE 0. 043 6*** 0.002 3 2500~ 5 500 8~ 9 0.987 0.026
Oym wy X wy 0.194 9" 0.004 5 300 mm
Apy wEX WM - 0.040 2*M 0.002 3
dog QxQ -0.0026 0.250 8
ay, L eng X Leng 0.33217" 0.064 3 10 .« m3
a,, nxn 0.018 4 0.254 6 ?
s LogXn - 0.3284° 0.083 5 35 «m°, 52 .
Qg1 wEX Leng 0.031 7*** 0.003 3 _3
W wexn - 00295 0.0035 m
Qayp | wy X ng 0. 084 3*** 0.010 8 .
am2 wy X n - 0.063 6" 0.011 4 .
2
Qo1 QX% Leng 0.069 2 0.074 8 [9- 11]
A Q%xn 0.093 0 0.240 8 ’ ’
Ay, 2 4.499 3*** 0.267 5
a; income( ) 0.027 1 0.042 3 3
ap P( ) - 0.254 6" 0.052 8
izeD
ap Size )( 0.0599" 0.027 7
2
a; Sizel( ) 0.180 8" 0.026 2
Tt Sect( ) 0.057 0" 0.016 0 ’
GMM
apa, DM : - 0.0514 0.030 0 ’
2
Aprop Prop( ) 0.324 4*** 0.040 2 ( 0. 20)
H82( 1982 X )
Qps2 ) 0.0459 0.027 0 ( 0. 05)
ORain Rain( ) - 0.0003 0. 006 0 ,
:D H=50,T=4R> VC, Q/n Sz Sy 0.959 2, >
0.256 1,0.4594 0.669 6. q;
;L E, M, K .
2 2 2
;®<*» 1%;“** » 50 ;< w0k »
10% .
)
1%~ 5%, (Dexs= 1. 377 1,
0.0930 ). ,
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