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Executive Summary & Key Findings

The success of water markets is critical to underpin the long term management of water by irrigation communities 
and environmental stewards.  This analysis considers the potential impacts of the Federal Government buy back on 
water market behaviour.

Finding 1. It is important that all water recovered be represented by government in Megalitres of water, •	
	 water security type and the valley which the water was recovered from.  This way the public can measure 
	 the level of success of any water recovered through buy back acquisitions and the likely annual delivery 
	 expected from these entitlements.

Finding 2. The scale of water purchase activity from the Federal Government will impact the ability for •	
	 irrigation communities to plan and make long term adjustments through water markets. 

Finding 3. The Federal Government needs to set a clear regulatory / licencing framework on water regulators •	
	 (themselves and states) , market operators (approval authorities)  and market intermediaries (brokers) to 
	 ensure that powers are not abused. 

Finding 4. An average of 106,109 megalitres is traded every year in the Murray connected entitlement •	
	 market.

Finding 5. Using the last 5 years as a forecasting tool, the government would need to acquire 100% of the •	
	 Murray connected entitlement market for 14 years to achieve a 1.5 million megalitre (1500 GL) water 
	 return target through market based mechanisms.

Finding 6. If the Federal Government purchases a major portion of water entitlement markets in any •	
	 water year, market effectiveness could be severely limited. Unless the market can be deepened by several 
	 orders of magnitude it will be impossible for many entitlement holders to operate in the market. To this 
	 extent it is critical that major barriers to trade be removed to increase the entitlement market size

Finding 7. In light of the CSIRO sustainable yield reports for Murray Valley it is likely that there will •	
	 need to be an upward revision of the “governments” 1500GL water return targets and a downward 
	 revision of the existing Cap equivalent values. 

Finding 8.  It is important that Governments provide an indication of the maximum level of the entitlement •	
	 water market they consider appropriate to acquire in any one year in order to protect its 
	 ongoing functioning.

Finding 9. Assuming that the value of water entitlements continue to grow at 15% per annum, as they •	
	 have been doing over the last decade, the current budget is sufficient to only secure around 540 GL 
	 of water entitlements. 

Waterfind encourages concerned readers to consider these findings carefully and to conduct further 
empirical analysis on the effects of what is being proposed. This will enable public contribution to the water 
debate and assist our Nation to be able to make timely and effective decisions on these matters.
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Table 1. Estimated value of entitlements in the Murray connected system and 
volume that would be taken when all have 100% allocation.3

2.2. Current Allocations

A water allocation is defined in the National Water Commissions dictionary of terms as a “quantity of water 
available to be taken in a given irrigation season”. State governments usually make water allocation announcements 
or available water determinations on a monthly or bi-monthly basis.  Allocations are then distributed in proportion 
to the security type and size of each entitlement.

Water allocations are sold on the temporary water market and tend to be less valuable than the entitlements that 
underpin them. Prices in allocation markets are much more volatile than prices in the permanent water market. 
As an indication,  during the 2007/20084 irrigation season prices varied on Murray connected temporary water 
market from $180 to $1,200 per ML.

	 3	  Date source: State and Waterfind water registers, government reports and personal communications.

	 4	  2007/2008 irrigation season is  from 1st July 07 to 30th June 08

State / Valley Entitlement ML Est. Value per ML Total $ Value

NSW Murray

Murray High Security 182,000 $2,400 $436,800,000

Murray General Security 1,669,000 $1,100 $1,835,900,000

Total NSW Murray 1,851,000 $2,272,700,000

NSW Murrumbidgee
Murrumbidgee High 
Security 302,000 $2,500 $755,000,000
Murrumbidgee General 
Security 1,986,000 $1,200 $2,383,200,000
Total NSW 
Murrumbidgee 2,288,000 $3,138,200,000

NSW Lower Darling
Lower Darling High 
Security 8,000 $2,500 $20,000,000
Lower Darling General 
Security 30,000 $1,000 $30,000,000
Total NSW Lower 
Darling 38,000 $50,000,000

Total NSW Murray 
Connected 4,177,000 $5,460,900,000

VIC Murray / Goulburn
Murray Connected High 
Reliability 2,288,000 $2,400 $5,491,200,000
Murray Connected Low 
Reliability 784,000 $200 $156,800,000

Total VIC Murray 3,072,000 $5,648,000,000

SA

Murray 550,000 $2,350 $1,292,500,000

Total 7,799,000
Average Value 
$1590 per ML $12,401,400,000
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Furthermore, you will notice that in Table 1 lower reliability water products have a lower average value attributed 
to them than high security water products.  Changing values generally represent differences in potential allocation 
that may be delivered on that type of water entitlement in any one year.

Entitlements acquired for environmental delivery will be allocated an annual delivery volume equal to the type of 
entitlement it was immediately before its Purchase.  For example if the government acquired only general security 
Murray water entitlement, this would received a 0% environmental delivery during the 07-08 irrigation season.

It is important that all water recovered is represented by the government in Megalitres of water, water security 
type and valley which the water was recovered from.  This way the public can measure the level of success of any 
water recovered through buy back acquisitions and the likely annual delivery expected from these entitlements.

Senator Penny Wong in recent interviews stated that the 1st round of federal government purchases acquired 
35,000 ML of water which was made up of 75% general security entitlements and 25% high security entitlements.  
Waterfind has been advised that this information is not yet available..  Waterfind estimates however that potential 
annual delivery of water from the first round acquisitions based on 07-08 allocations is 5,480 ML, which is mainly 
due to the large quantum of general security water acquired and the low allocations associated to them.

Finding 1. It is important that all water recovered be  represented by government in Megalitres 
of water, water security type and valley which the water was recovered from.  This way the public 
can measure the level of success of any water recovered through buy back acquisitions and the 
likely annual delivery expected from these entitlements.

3. The Water Market

3.1 Environmental Markets – An overview

The Australian water market is one of the most developed and sophisticated environmental markets operating in 
the world today. Nationally  approximately $1 billion dollars of water entitlements and allocations are traded each 
year. Environmental markets such as the Australian water market, the Kyoto Carbon market or the U.S. Sulphur 
Dioxide market, differ in several ways from traditional commodity markets. 

The key difference between traditional markets and environmental markets is that traditional markets tend to form 
wherever sellers have goods to sell and there are buyers who are willing to purchase these goods.  There limited 
constraints from external factors such as governments. Environmental markets, however, can only exist where they 
have been purposefully created by a governmental organization by issuing licences that define the maximum size 
of licensed activity and then allowing licence holders to agree to transfer or trade some or all of the opportunity to 
engage in that activity to someone else. The Australian water market is a prime example of such an activity. 

3.2 Water Market Outcomes

In recent times the water entitlement market has been responding to the opportunities associated with a growth in 
international demands for food and changing climatic conditions.  The opportunity to help resolve the global food 
shortage problem is significant. The importance of water markets is validated by the attention that they receive in 
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the National Water Initiative of 2004. Water markets are integral to the future management of our Nations water 
resources.  As set out in the National Water Initiative, the prime purpose is to

Provide a mechanism for the allocation and reallocation of our nations scarce water resources.•	

Assist with offsetting the full impacts of drought•	

Allow the transfer  of water to the place where it can make the greatest contribution to Australia’s  •	
	 economy.

In general terms Temporary / Allocation markets assist irrigation communities to react to annual water surpluses 
or shortages where as Permanent / Entitlement water markets allow irrigation communities make long term 
structural adjustments. 

Given the scale of the proposed intervention by the Commonwealth, water users will be limited/restricted in their 
ability to use the entitlement market to make long term adjustments, adapt to drought and climate change and 
grow their business. If governments become a key player in the water market, it will not be possible for irrigators 
to use the entitlement market to facilitate adjustment to changing global and local opportunities. This will result in 
a conflict with key outcomes under the National Water Initiative and threaten the viability of rural communities.

Finding 2 –The scale of water purchase activity from the Federal Government will impact the 
ability for irrigation communities and the environment to plan and make long term adjustments 
through water markets.

3.3  Market Development and Regulation

Waterfind operates as an intermediary in the National Water Market matching willing buyers with willing sellers.  
In the process of doing this, it has become apparent that there are several issues which are impeding the  smooth 
functioning of this market.  These issues include;

The speed at which water market trades are settled.•	

Inconsistencies and difficulties with water market registries •	

The inability of irrigators to access water market information•	

Ineffective  separation of regulatory and operational duties•	

Lack of a regulatory framework  for brokers, operators and other market intermediaries•	

As a response to the current issues of the water market and the lack of a government regulatory framework for 
brokers,, Waterfind has self regulated.  It operates through a code of conduct which ensures amongst other things 
that all trades occur through an audited trust account.  It also prohibits any member of its staff from trading water 
for their own purposes at the same time as they trade water for their clients.

http://www.waterfind.com.au
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Table 5. forecasting model under volume restrictions

Assuming the entitlement value growth remains at 15% the above model represents that $3.29 billion of public 
funds would acquire 540,600 (540 gigalitres) of water in a 17 year time frame.  It is important to develop a pricing 
model that informs the debate of what is acceptable costing and time frames to government, irrigation communities 
and the environment. 

Finding 8  It is important that Governments provide an indication on the maximum level of the 
entitlement water market  they consider appropriate to acquire in any one year in order to  protect 
its ongoing functioning.  

Finding 9. Assuming that the value of water entitlements continue to grow at 15% per annum, as 
they have been doing over the last decade, the current budget is sufficient to only secure around 
540 GL of water entitlements. 

Year Price per ML 15% price 
increase Annual Spend Total accumulated spend Annual ML 

recovery
Total ML 
recovery

1 $1,590 $239 $50,562,000 31,800

2 $1,829 $274 $58,146,300 $108,708,300 31,800 63,600

3 $2,103 $315 $66,868,245 $175,576,545 31,800 95,400

4 $2,418 $363 $76,898,482 $252,475,027 31,800 127,200

5 $2,781 $417 $88,433,254 $340,908,281 31,800 159,000

6 $3,198 $480 $101,698,242 $442,606,523 31,800 190,800

7 $3,678 $552 $116,952,978 $559,559,501 31,800 222,600

8 $4,229 $634 $134,495,925 $694,055,427 31,800 254,400

9 $4,864 $730 $154,670,314 $848,725,740 31,800 286,200

10 $5,593 $839 $177,870,861 $1,026,596,602 31,800 318,000

11 $6,432 $965 $204,551,490 $1,231,148,092 31,800 349,800

12 $7,397 $1,110 $235,234,214 $1,466,382,306 31,800 381,600

13 $8,507 $1,276 $270,519,346 $1,736,901,651 31,800 413,400

14 $9,783 $1,467 $311,097,248 $2,047,998,899 31,800 445,200

15 $11,250 $1,688 $357,761,835 $2,405,760,734 31,800 477,000

16 $12,938 $1,941 $411,426,110 $2,817,186,844 31,800 508,800

17 $14,879 $2,232 $473,140,027 $3,290,326,871 31,800 540,600

18 $17,110 $2,567 $544,111,031 $3,834,437,901 31,800 572,400

19 $19,677 $2,952 $625,727,685 $4,460,165,586 31,800 604,200

20 $22,629 $3,394 $719,586,838 $5,179,752,424 31,800 636,000
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5. Conclusions & Recommendations

This unsocliited report has been prepared by Waterfind because of our concerns about the effects the government 
water purchase will have on the future of the water entitlement markets. 

Our  analysis suggests that proposed government interventions in the water market will have an impact on the 
market itself.   The effects could limit the ability for the water market to fulfill its purpose and therefore minimize 
the effectivness of our National Water Initiative. 

Balancing the demands of irrigation communites impacted by drought, the ability for our nation to contribute to 
world food shortages,  deteriorating river environments and the need to address over allocation in certain valleys is 
challenging. The size of the problem and potential cost to fix it however does not diminish with time.  

This report has not addressed the social and psychological effects that the government purchase may have on the 
optimisim of rural communities and the ability for these communities to expand their rural based businesses and 
food production enterprises.  

The ML CAP equivalent  of water return targeted by government and the intentions for use of such water (ie. 
supporting higher irrigation allocations and / or envrionmental project delivery )  need to be understood  if 
irrigation communities and or environmental stewards are to support Government intervention in addressing our 
over allocation. 

Waterfind encourages concerned readers to consider these findings carefully and to conduct further empirical 
analysis on the effects of what is being proposed. This will enable public contribution to the water debate and 
assist our Nation to be able to make timely and effective decisions on these matters.
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