Optimum Price of Groundwater for Sustainable Use
— Case Study in Kumamoto Region —
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SYNOPSIS
In Kumamoto region, the groundwater is utilized for the water supply. The groundwater has
many benefits to use. For example, they are good in taste, cold in summer and warm in winter,
contributes to reducing the cost of the water supply and so on. Recently, the level of the
ground water has been sinking due to overuse of the water.The rice field contributes to
make the water reserve in Kumamoto region. However, since this externality is not
internalized, the land use is not optimum and the allocation of the land use for the rice
field becomes insufficient. In addition, since the water is supplied by the government,
the water price is likely to be lower than the optimum and hence the overuse of the water
is made. In this paper, we show the optimum condition for land use and water use and the
optimum policy theoretically. Then the household water demand function and the municipal
water supply cost function are estimated and the optimum water prices in each area and the
optimum subsidy to the land use for the rice field as the optimum policy are calculated.
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