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ABSTRACT

The purposes of this study are to investigate the structure of demand for Tap water of
households in Bangkok and its vicinity and to analyze the effect of water tap pricing on social
welfare in case when Metropolitan Waterworks Authority (MWA) is profit maximizing authority,
comparing with of those when MWA acts as public service authority and set the price of tap
water for residence at efficiency price.

By employing household data during January-March 2006, the results of the study
reveal that demand for tap water of a household could be explained by its price charged and
number of family members. Price shows a reverse relationship with demand whereas the bigger
family reflects the more demand for tap water. The study also confirms an initial assumption in
which the tap water is necessity for households in Metropolitan areas when demand shows its
inelastic nature where its price elasticity is -0.04. This is not surprise to all as ground water usage
is prohibited, thus there is a very slim chance for household in finding a substitute for tap water in
the Metropolitan. As far as the cost function is concerned, the result of regression suggests that
the fixed cost is 270 million baht and variable cost be at 4.3857 baht. The major component of
variable cost is cost of chemical substance used in water treatment process.

Following the light of profit maximization concept, as the profit maximization seeker,
MWA will set the price at 40.61 baht per cubic meter and the amount of water supplied to
household will be at 10.94 cubic meter per month per family. On this conduct, MWA earns
producer’s surplus by 396.35 baht per month per household, whereas each household receives
consumer’s surplus by 196.20 baht a month. The total social welfare is 592.55 baht per household

per month in which dead weight loss is 197.81 baht per household per month. On the other hand,



if MWA is maintain their status as public service authority whose objective in providing its
service is set for social welfare purpose, the efficiency price will be determined at 4.38 baht per
cubic meter and the amount of water supplied to each household is 21.86 cubic per month. In this
case, MWA will receive zero surplus, but consumer’s surplus for each household will set at
790.36 baht. Total social welfare is 790.36 baht per month per household.

In conclusion, MWA is currently sole tap water supplier in Metropolitan and the
service is natural monopoly. The privatization of MWA without the proper intervention form
authority concerned might cost the society a social welfare loss, in spite of an increase of MWA’s

surplus.





