Outstanding Issues in the Water Reform Process

(as at End June 2003)

Murrumbidgee Irrigation 

In October 2002, Murrumbidgee Irrigation outlined a broad agenda for future rural water supply. It recognised the need for community commitment to the complementary objectives of expanding agriculture and healthier rivers, and called for a refocus of attention on those policies, programs, and activities that are consistent with achieving either or both objectives without cost to the other, including: 

· Improvement in the quantity, quality, and availability of information services to stakeholders. 

· Activities that deliver productivity gains, and better water use efficiency, including:

· Higher capital efficiency via reduced in-system water losses (including in the river) and on-farm savings with equity based distribution of benefits.

· Better management efficiency through increased coordination between suppliers and stakeholders, better management planning systems with greater accountability for water managers, better integration of natural resource management with other policies such as taxation, and greater attention to improved management of the reform process (including improved consultation between stakeholders). 

· Improved allocative (market) efficiency through appropriate specification of water access and trading rights, and formulation of sound trading arrangements.

The Company has been actively pursuing this agenda, both externally through relations with outside agencies and internally through Company strategies and operations. Results to date have been mixed. In particular we have encountered difficulty in our efforts to ensure that policy makers adequately reflect the model under-pinning the basin CAP in the process of reformulating property rights. What follows is a brief description of the outstanding issues that we believe need to be addressed in the ongoing water reform process.

Outstanding issues to be addressed in Water Reforms

1.
Information services
Living Murray

The Company continues to be concerned about the conduct of the reform process involved with the MDBC’s Living Murray project. In particular:

· There is little or no hard information about the science behind the proposals to increase environmental flows in the Murray Basin, in terms of assets to be enhanced, flows required, and appropriate management responses (including infrastructure investments in better river health, and optimal management of flows and river operations).

· There has been almost no information provided to stakeholders about knowledge acquisition and models to be used for assessing the social and economic impacts of changes in water sharing.

· The consultative processes remain inadequate. There has been little further documentation of progress since the Living Murray was published last year, and the messages delivered to stakeholders seem to vary from meeting to meeting.

· Sequencing problems continue. First stage decisions are expected in September or October this year, but the first drafts of the key documents outlining environment, social, and economic impacts will not be available until at least August or September. This leaves little time for appropriate consultation.

· Coordination between policy makers seems unclear, and – perhaps – high risk for stakeholders. For example, COAG, the MDBC, and State by State natural resource managers are all working on property rights and trade arrangements, but it is unclear as to how these projects will ultimately be integrated to ensure that environmental and use objectives are met.

· Community trust continues to be eroded. For instance, the Water Sharing Plans in NSW have been suspended just months after being finalised. 

Australia seems destined to continue to miss opportunities to lead the world in the Governance and management of rural water supplies.

2.
Improving water efficiency
There seems to be little support in high places for the potential contribution that improvements to water use efficiency can make towards our dual objectives of a healthier river basin with robust social and economic outcomes for dependent communities. (See, for example, Young 2003.) This is of major concern to the Company. 

The CAP was established to stop further increases in water use beyond 1994 levels of development, adjusted for year on year climatic conditions. In this context, improvements to water use efficiency is the only instrument available to water users to stabilise and expand future income and welfare. Some of the improvements to water use will also directly help with river basin health. For example, reduced accessions to water tables in irrigation area, and less opportunity to direct low quality water back to the river systems and ground water. Finally, it is the only way that water saving can be made for redistribution to the environment, without reducing income and welfare for user communities.

On the other hand, improvements to water use efficiency of environmental water will, by definition, deliver better environmental outcomes for a given quantum of water.

2.1.
Capital efficiency
There are many opportunities for making investments in water saving, (on-farms and in irrigation delivery systems), and in improvements to the regulation of environmental flows to deliver better basin health.

Murrumbidgee Irrigation continues to actively identify and pursue water saving opportunities. The construction of on-route storages, installation of computerised regulation systems, pipe and pressure of delivery systems, expanded recovery of drainage water, and modification of storages to reduce losses and improve the capacity for better water management are ongoing. At the same time the Company continues to invest in systems to improve the capacity to manage flows to environmental assets within the system (such as the installation of pump stations and regulators). This process has received an unexpected boost in 2003 through opportunities to cooperate with the implementation of the Pratt feasibility study of potential for water saving in the Murrumbidgee Valley. 

We are less enthused with progress on the installation of infrastructure to improve efficiency within the basin. For example, the Murray Flows Assessment Tool (MFAT) model, which is being used to establish the scientific case for water recovery in the Murray-Darling Basin was stripped of its capability to evaluate returns from changes to river infrastructure and management arrangements prior to its use for evaluating impacts of Living Murray environmental flows in the Murrumbidgee River. These are – perhaps - the most important features of the MFAT model. Without them we are left with a ‘dumb’ flow scenario, no capability to assess returns from better management of environmental flows, and a less than constructive framework for community debate. Indeed, at its worst interpretation, there is an implication that the health of the Murrumbidgee Valley is of little consequence relative to its role as an outlet for water to the lower Murray.

On the environment side, the Community needs to become much more active in holding existing environmental managers accountable for the delivery of better infrastructure for river health. Fish ladders, regulating devices, and on-route (off-stream) storages will provide opportunities for better targeting of water resources for specific environmental outcomes. These issues need to be actively investigated, and support given to potentially high return opportunities.

2.2.
Management efficiency
The identification of improved infrastructure for water management  – existing and future – and flexible and efficient responses is needed for improved management efficiency.

Beyond that we need well coordinated (between States, Valleys, and regions) and innovative management of the basins water resources if we are to deliver improved outcomes for river health and the environment. The desire to achieve such returns on better management is not reflected in the decision to strip the MFAT model of management variables in assessment of the potential benefits from a given environmental flow in the Murrumbidgee. 

There has been little progress in achieving better integration of natural resource management policies with wider regulatory and taxation policies.

On the other hand, there seems to be progress on achieving a better management framework for environmental water in the Murray Darling Basin. The CAC recommendation of the establishment of an environmental trust for management (and trade) of environmental water seems a step in the right direction. Unfortunately, there seems to be very little time available for full appraisal and formulation of this proposal before water is ‘recovered’. This leaves us with the unattractive result of water being effectively distributed to agencies without clear purposes and accountabilities. 

2.3.
Market efficiency
Governments continue to argue about relative responsibilities for financing water recoveries. In the meantime, the risks are entirely shifted to water users – or potential investors. The suspension of the Water Sharing Plans in NSW recently is a clear signal of how uncertain property rights currently are for water users. It also shows the low value accorded to the principles of compensation, and equitable sharing of costs and benefits are in the area of rural water supply. That said, perhaps our greatest concern is the lack of progress in the areas of establishing clear and certain property rights for water users, and of trade arrangements that are consistent with the achievement of use and environmental objectives. 

2.3.1 Water property rights 

The key issues that Murrumbidgee Irrigation has highlighted are:

· Property rights must be consistent with clear environmental and water use objectives.

· Property rights must be consistent with the model under-pinning the basin CAP. The underlying principle being that water not used due to favourable climatic conditions should not be activated. This may be delivered by:

· better trade arrangements (see below), and/or

· clear specification of tradeable components of access rights for users. 

· Introduction of property rights should be accompanied by measures to improve trust relationships and reduce stakeholder risks, including:

· Acknowledgment that environmental water is part of the resource pool.

· Measures to complement open planning processes, including:

· Transparent registration of entitlement, and annual allocation of water access.

· An institutional framework consistent with full accountability of water managers (including for environmental water).

· Improving information availability, exchange, and audit/review.

· Increased consultations among stakeholders between formal open planning processes.

· Legislative restraints on governing agencies that protect against arbitrary changes to the property rights.

· A trading system that engenders confidence on behalf of all stakeholders.

2.3.2 Trade arrangements
Apart from the inadequate definition of clearly tradable property rights, the key issues that Murrumbidgee Irrigation has highlighted in respect of trade arrangements are:

· they must be consistent with clear environmental and water use objectives.

· they must complement environmental flow arrangements

· they must be consistent with the model under-pinning the basin CAP, and ensure that water not used due to favourable climatic conditions is not be activated. This may involve:

· restrictions of the time available for temporary trading, and/or strong incentives against effective activation of late season water for use beyond the CAP, and/or

· better specification of access rights (see above). 

· third party impacts on other users and the environment must be avoided.

· they must enable appropriate time sharing arrangements that are attached to the water such as, seasonal and flow rate shares.

· the market must be stable and promote efficient water budgeting and planning by participants. Market failures and distortions must be made explicit and addressed directly by trade arrangements.

· market participants must be well informed, and there needs to be greater stability in rules and regulations governing trade.

