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Moral hazards of water resources and water quality management of East Route
Project of South to North Water Transfer

HU Zhen-yun WANG Hui-min LU Gui-hua
State Key Laboratory of Hydrology-Water Resources and Hydraulic Engineering Hohai University — Nanjing 210098
China

Abstract Based on the principal-agent theory in information economics it is pointed out that owing to human being’ s
limited reasons the attribute as a public article of water resources inefficient market competition existence of local
protectionism  information asymmetry too low violation cost etc. there are moral hazards in water resources and water
quality management of East Route Project of South to North Water Transfer i.e. mainly the water users reduce the
investment in sewage disposal. The paper firstly establishes a basic model for moral hazards in water quality and water
resources management of East Route Project of South to North Water Transfer and gets solutions of the water quality
inspection level of water-supply companies water price and sewage disposal level of water users when all information is
available. Then a decision model for sewage disposal investment level of water users and a decision model for investment
level of water quality inspection of water-supply companies are established under the circumstance of moral hazards for
obtaining solution to the sewage disposal investment level of water users an expression of moral hazards and solution to
investment level of water quality monitoring of water-supply companies. Finally by analyzing the models the paper puts
forward the following measures to reduce the moral hazards of water quality management of water resources of East Route
of South to North Water Transfer including enhancing investment in water quality inspection perfecting supervision
mechanism perfecting water right market making proper penalty clauses establishing water-use credit mechanisms of
water users reducing information asymmetry adjusting industrial structure enhancing the development of social
economy and improving sewage disposal techniques.

Key words East Route Project of South to North Water Transfer water resources management — water quality
management moral hazard
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