Speech by Dick Thompson to NSW Dept. of Agriculture, June 2003

The CAP and Trade 

There is a need for trade arrangements to be in harmony with the cap.

The CAP and trade

The CAP is based on 1993/94 levels of development (crop area, infrastructure, and management rules) adjusted for climatically conditions. That is:

· In a wetter or cooler year than 1993/94 users should activate less water for use and trade. This water saved is climatic underuse compared to the CAP.

· In a hotter or dryer year than 1993/94 users are more able to activate more water than in 1993/94, because plants will require more water in those years.

The aim is to grow the same area of crop regardless of climate if the resource is in the dams. An increase in the area of crop within the CAP is only possible if there is an increase in water use efficiency or water is traded in from outside the valley. In the case of the Murrumbidgee there has normally been a net trade out greater than the net trade out in 1993/94.  So unless there are efficiency gains, less crop will be grown than in 1993/94. But, this may not be the case in future depending on circumstances such as the profit available from the increased production in different valleys, and water availability across valleys.

Under the water reform program initiated by COAG in 1994 there has been a move to increased trading in water as a panacea for solving water sharing problems in the Murrumbidgee, and across the Murray Darling Basin. The rules that regulate this trade is where I’d like to concentrate.

Trade rules must be consistent with CAP rules. That is, trade must not activate additional water that becomes available because of a cooler and/or wetter season (climatic underuse). 

Why would climatic underuse be activated?

Activation of climatic underuse can only come about by trade taking place later in the season when irrigators have spare water as a result of the wetter or cooler conditions. There will be buyers for such late season water – even in wet years - if the price is low enough.

Buyers will be:

1. Irrigators with large storages who will fill those storages and use them at the start of the next irrigation season.

2. Irrigators who will buy water if its cheap enough to water pasture or additional fallow.

3. Others who don’t have enough for full allowable carry over will top it up if the price is right.

Potential buyers with these characteristics exist in both the Murrumbidgee but the Murray Valleys.

General Security irrigators will not normally activate as much underusage by trade as High Security irrigators. As the license holders against residual resources (after other entitlements have been met) General Security irrigators have strong incentives to save underuse – through a carry over facility - in order to increase their future reliability rather than sell their water at a low price. General Security users will sell climatic underuse if their total underuse exceeds the allowable level of carryover. (There is a need to weaken this incentive by increasing the carry over limit from the current level of 15% in the Murrumbidgee).  

High Security irrigators, on the other hand, are virtually guaranteed their full allocation in the following year. This means that they have strong financial incentives to sell as much of their underusage as possible at the end of the season.

What are the impacts of activating climatic underuse?

For the environment, activation of climatic underuse:

· will reduce storage levels in wetter years:

· resulting in less spills, and

· target levels to release environmental flows will be reached later in the season.

· This means less water for the environment in wet years when it is most beneficial.

For, irrigators activation of climatic underuse:

· will reduce quantities in storage heading into drier periods resulting in lower allocation when needed.

· will result in inequities for those who have not activated climatic underuse  

Stopping the activation of climatic underuse

Until recently, the Murrumbidgee had simple rules regulating temporary trade that prevented activation of climatic underuse, namely: cut-off dates for trade. We had a 1 August date for High Security licensees to indicate how much they would trade during the season. This meant they had to keep enough water for their needs for the year, and to trade any savings they had made on farm or any under usage they had because of crop type or their area not being fully planted. But it made trade of climatic underuse difficult and/or risky because it meant there was a need to gamble on a wet and cool season and go into over-use and attract penalties if it were hotter or drier than 1993/94. General security had an end of February cut-off date to conclude trades that, combined with carry over, would have meant very little additional activation.

These rules effectively put temporary trade and permanent trade on the same footing, and were reflected in the Murrumbidgee Water Sharing Plan, until recently. 

Recent changes

In the Murrumbidgee the policy makers decided these were not rules but restrictions on trade so they took out the end of February cut-off date for trade by General Security license holders, unbeknowns to most Committee members. They also advised that the legislation they’d put in place would not allow the 1 August cut-off date for lodgement of High Security trade intentions, so we would need to change to a 1 Sept completion date for High Security trade. They’re now telling us they don’t really know what this new legislation means! The result is high costs for the environment, and high costs for the irrigators. 

But, we have free trade.

One other area of concern for the environment as a result of so called free trade is the movement of water usage from spring and autumn water of, say, pasture to peak summer crops such as grapes. Environmental flows were about reducing summer flows and increasing winter and spring flows. There needs to be rules put in place to stop this seasonal movement.

In conclusion, I’d like to remind people where most trade is taking place and where water is moving to higher profit crops. Most trade is taking place with the land.  We don’t have to trade water to SA to grow grapes to make high value wines. It is happening on farm in the M.I.A.
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