Abstract

The operations af water markers are
becorming more and more crucal
facilitaring boch environmental and
micro-econamic  reform agendas,
Council ef Austrabian Giavernments
(COAGT waler and  che
Mational  Competition Polioy  rely
heavily an market rechantams o facili-
e 3 tnory ellicient allocation of water
reaonrcey and alleviate e
impact of Ol cost recovery, Under the
pew capplug initiative of the Muorrav-
Dartinge Basin Commission, where total
extraction from che river cannoc exceed
the 199349 level of develapment,
weater markels losve Beconwe the oniy
posaible way of gucting aveess oo
water, 'hs paper susvevs how buvers
anted sellers in che water markets of the

soulburn=MMurray Torigation Discrict in
Yictonia and che [iver Murray in South
Australia percerve the aperition of these
warkets,

reforms

[rrucial

Introduction

Wator markets have developed in the
sottth-gastern part of Auscralia duringe
the last 13 wvears, It s anricipaced thar
waber Lrads will help alleviate che social
impace of raisng water prices winler s
full cost recovery repime. Trade will
allow Girmers who ave not able o pay
ritll cosr recovery prives Lo oploouc of
wrmigation farming partly  or {ully,
convert o drvlomd faning or leasvs
farming allogether (COAG, 1994
Mlarkers will also facilitate the realloca-
tion of soree water resources while

annual allocations dwindle under the
Murray- kg Basin Commission's
cippleg nitiative, The cancept of water
markats und their early weorkings hasve
over the past years been repored in
Wearer (Pagam eroal, 19%4: Stringer,
1995, Djortlund and Mel{ay, 1995;

Bjomlund and  MoKay, 9490,
Edendullar, 190963,
Both  McdMullan (19967 and

Bjormlumd and MeFay {19900 argned
that che carly wearer markets m Auscraliv
were thin, with anly few participancs
aclive o the market at any given tone,
and that s » conseguence price form-
pon was diflicule and erratic, Boch
Borolund  and Melay (1995) and
Calby et al (1993) were lherelore anly
capable of explaining 34% w 33% of
the price wamation when analysing
ey panel dnoche water market using
regression  analysis ower Chedonic
fuanesiems.” This paper discusses how the
mankel parcicipants have perceved the
carly eperation of such mawkets in
Vietoria and Sonch Auvseralia and looks
tor evidence that these markers have

mrralired.

In the US, it has Leen widely
aceepred  thar thin  and  imaonature
markers have cansed wide tucmations
i anmrkel prices and outcomes (Colly
croal., 1993; Brown eu oal., 19RE;
CGrardner, 19830 The study by Brown el
al. was importane an rdenrifying the
impact ol warker elliciency on water
prives and cutcomues, Their Guding was
that in mare sfheent markers, prices are
higliest aud have che least varnanion;
cransfer processes are e shortest, and
reansfer cases are the lewest. The
efficiency level of o marketr was derer-
roned b oa noommber of Tacloes such as:
o the number of buvers and sellers
active in the marker
o the presence ol a sroup of profes-
stonal  ntermediaries suchoas Lreokers
whio factlizare rhe fow of informacion
regarding supply, demand and marker
prices
o the presence of clear and certain
approval processes prosiding cermainey
Lo arket paricipants.

Crardner looked ac the impacl ol he

| GMID, Vic River huresy, 30
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Mewspaper 370 et 231 120
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size of the wading arex and
e that ‘1.:11';;-:1' the
traciing area ancd e were [0
varied  Lhe water the
higher the warer prices and the
arger the averall benefits oo
Lracle,

During survews of warer
sellers amd  buyers in the
Croulburn-duray Dirigalion
Driserict o Wictoria (GMIT)
and alang the Biver Muorray
South  Austealia,  market
participants  were  asked a
numher of quasticns ahom

the

UWECA,

Lfonnllers

ik D-seiley

SR LI biprars,

T3 LK,

By slisfied
Oy disselistied
Mo wnswer

I'.|'|-.‘ IO uncertain f],.,'llliilL"]
process in Lhae o oarea.
Approval of tade 13 linked
ty the production of an
[DMAR but there are no
clear guideline: regarding
weliat 15 acceprable.

This contrases with the
sitvation i Lhe  GMID,
where specific rbes exisr o
determing how large an
Alocanien per rrigated
hectare an drrigator can
have, This pravides a high
level af certmnty about che

thear percepoion of the transter
process iecluding:

= how they obtuned informa-
tiann abour waret rrade

v clicther they were satisfiod willy the
help they receaved [rom che authaoritics
= whether they disliked anw part of the
:_."TI')IL'.I:,":.‘.\'

s whether o turd parly broker was
invalved whe helped them praduce any
iriganion and demnage management

plan (T MR

Sources of Water Trade
Knowledge

Tabsle 1 shonrs how the sellers and
buyers st heand aboud transferable
woker encilemaents ([ TWEY Within the
MDY nowspapers wers the maost
commoan  infermatian sowce. Ol
sotcees were public mectings for sellers,
andd famnily and friends for buvers, This
was possihly becavse many sellers had
moved into che area recemly for non-
oy rewsons, whercas mose buvers
had lived and farmed inothe regon for
||'|.'I|'|:|-' }"I‘:.'ll'_‘i_

Along the River Muoreay in Souch
Australia, for boch sellers and bireers the
mast comman method of gering untor
mation was theough aewspapers or
Iricods and Banily, The buyvers gor their
informatian oo arher sanrces more
aften than the sellers,

orocass in GMID, 1994-845
%oof sellers % of buyers

Eastern district 250 25.4
Southewestern district 50.0 333
Herth-western district - 714 200
Frivate diverters 431 400,00
T Glanl far args 30,0

28,0

Table 3 Dissatistaction with tiansfer proness
alang River Murray, SA, 1944 -8

Fignre 1 Sotslachon wilh inlarmation provided by authorsies

Lowalking ac e Jdillerence between
brrigation arca Irrigacoss and  privare
diverrers, 0 was found that private
diverters mast often guoted  other
sonrces, tainly the relevane govern-
ment departmenes—ithe Department of
Faverrannment and  MNatural Pesources
(LEREY and chen BEogineering and
Woater Supply Department (S5 In
the Takes Ares, pubhe meetings were a
O doe 1o the
eatensive wse ol gevenmment-sponsored
public mectings in rhe develapment af
five-year management plans o the
Angas-Lremer  Proclamed  Region
iBjornlund, 993

e HIRINE A

Assessment of Information
Provision

Sellers and bovers were asked how
sutlsfied they were wich the infermanon
thew reccived from the water antharity,
Thetr answers are labulited in Figure 1

Sellers and Buyvers alone the River
Murrey in Sourth Avseealia were mare
dizsarsfzed wach the anthorities than
those o the GMITL In bod areas the
sellers were penerally more dissansfied
than rhe buyers. Again, this could be
capected since they were oflen myvolun-
vartly seuling back their opermarions or
leaving farming altogerher Ancedaral
evidence and the nepative tespuonse L
the survey by oy respondents seould
support this assumprion.

The hegher level of dissatisiaction

L

likely outcome of an appli-
cation, especiallv sinee
porential water buyers can
abtan approval of purchiase
before negolizling wily u seller,

Attltudes to the Transfer

Ashad whether there was any part af
the transter pracess they dishiked, 24004
of the sellers and 30%% of the buyers in
chie GRATER satdd, “Yes” hut with o vama-
tion i tesponse betoecn the resions
isee Table 23

I zs wlear (it che more che sellers are
being prossuesd e selll the more they
dishike  the process. A sienalicant
praopodtion of sellers whe disliked the
Lrarsfer process were in the saath
western region, where most nvolun by
transfers teok place and e e of
baztloeupley was che highest. It is also the
regicn whers the most community
animasity has been expressed aguinst
water trade due Lo Lhe expeoted wearer
exporl. [0 appears chat the commeren)
farmares disliked the process most.

Table 2 also incdicates thae a larger
proporien ol the privare diverrer
buyers disliked the process "Uhes conld
he hecatse o smaller propartien of Uaese
buyers wsed brokers in e transfor and
woere persenally invalved in rhe assoco
ared paperwaork (see Uable 39

Along che Faver Murmy in Scuth
Avstralin, 33%: of the sellers and 40055 of
the buyers said they dishked same par
of the rrmster process. Table 3 shuws
the wariation in responses between
private divertors and iteigators moirriga

% W
of sellers.of buysrs
frrigation dreas 400 | 250
Private diverters AT

BRI
Based an lacation: i

Lakes area iz Bl
| Lot Rdurray 2000 SO0
Rivariznd area 6.5 Ar.2
| Tatal for area 327 A5
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along the River Murray in Souch F.n'_ﬂ A a3 well as the theee river
Australia could perhaps be cupliined by 1OCRH00S
Table 4  Elemert of transfer process disliked, GMVIT and Rver Mugray, S84, 18904-08
River Murray, S4 i GMID, Vie
% of % of
sellers buyers sellers buyers
Achvartising, intreson on privacy - - 17.2 .4
lime factor S1.5 az3 -
Cast factor R 0.0 LT3 100
Red tape, tima taken 178 2003 379 GEnf
Restrictions o water purchases o 7.5 e |
Farced soie 11.8 (R -
| Dissgreemant with paving far watar T 1o - -
Varlous private reasans : - 20.7 1.4
ki answer - - A G




BUSINESS

Wthin badgaion arens, 0w mainly
the sellers who disliked pare of the
process, whereas among the hovers i
was manly the povate diverters. Ulos
wers Lo b expecied stoce 10 was oy
the private diverters who were mbjoer
ror the DIANES approval process and
proecluction of che IDMEP, Sellers o Lhe
Iiverland area were most dissatisfiod.

Table 4 shows the parts of rthe
process with which the sellers and
Luvers were dissalisfied, Ameng e
sellers the dme facror was by far che
higgest problem, followed by red rape
These were possibly correlaled,

Alonge the iver Murmay in South
Ausrralia, 1 oronp af sellers {1290 wath
annual allocations for vegetable produc-
bor o manginel  oarews said ey
divagreed wich being forced o sell
"I.:q-'ll'll':'l'l [']'l{ gl’_‘l‘-'l':'l':'l'l'l'll_‘:'l'_l,r 1i’|'1g.;|[']r)]1 AT
were telurbished the allocations of s
growers were upgraded o formal
licenres as 2 campensatan
Herarever, it was not tound feasible
connest many ol them o e new
supply syscem and they were forced o
sell therr heences, Cossowas the most

kind af

nnporbint el Lor the boyvers becauwse
thew had to preduce the 1M and
phtatn pernmsaon

W ithin che GMILY, cnly thres aljec-
tiens woere specilicd, Ficst was an objed-
cich oo advercising what was considered
(] |_3I“ i ?T'i'l-':lt{" b'l,'l‘il'l'll":ﬁlj T ther, \::I'_"I'_'.I'_'I'l'llﬂ
waas an ohiection o the oansler cose,
The chird objection, which concerned
rhe largest grang, conststed of rhe tme
taken to camplete the process and the
red tape velved, Ao the buvers
red rape’ was che only substancial
l:_'ll}Ji_"I".T'l(_'ll'l. II.l'li_‘: TRPATIONG 'l_'ll'l"-.".'l['l:,": |'Q,".E|NI'_]'|'_I‘_;I
related tramslers, Fou
cxumple, one buver disagreed wich
paving for warer ar all,

Lo andividual

Transfer Costs

Drurings the inderviews die buvers amd
sellers exprossed a major dislike of the
transter cose, Lables 3 and A repart the
costs an o per ML Lasis o che GMIDD
artd along che River Murray in Scuch
Ausrralia.

Table 3 indicares thar a significant
purnber ol sellers and boyvers o the
GMIT indicared zero ransfor cosc. This
TEAGS SOIVES CONCeT S1ince I_'II'_'.‘EI,'I I_'I'l_'l':r"i_"?l;

ard sellers should have some cast, 1l

only for application fees and adverdsing,
Citherwise, the rransfer coses Tor hiryers
were quite consistent, arcund #214-15
per ML hroughoue the GMID, wilh
the cxeeption of the south-wesoern
repion whers the mean costwas only §4
pes BML. This possibly velleces the Tace
that most of che lagrer transfors ok
place i thar region with only 432 per
cont of all buyees purchasing less than
54 ML,

For scllers, the cost in the eastern

region seenns Lo be overy lugh when
compared o the other regions. This

canld he heeause almost 73 per cent af

all sellers sold less than 50 ML, On the
cheaper side, sellers in the north-

weatorn region paid the least in transter

costs, with anaverage of 35,534 per ML,

Table & shows the e of transfer
costs on o per ML basis alang che Treer
Muray e Seuth Auvsrraba durg the
P99-890 period, with wverall e
difference between the average ransfor
price for sellors and buvers, Considering
that 1t was the buyers who had
prodoce e IDMP,  this owas
uncxpected. Howewer, the marker
comssred of o large nomber af small

scale sellers Dat ool o sioall number off

biyers srnssing large volumes of water
(Floraee of al. 192900

Berweon irrigation arcas and privale
diverters  some dilferences  cmeroe,
Buyors in the derigacion areas paid less
than the private diversers, prabably
because they vsed Brokers muoch less
frequency and many did not have o
produes an IR fanly #7050 cornpared
ta 7280 for private diverters).

Transler vosts Tor sellers in terieaiion
arces were more than rwice these for

buvers, probably becavse the sellery
msail brokers twaee as frequently as the
buvers. lor  povace divereers
oppusite was oo e sellers paid only
half of wehat the buyers did, reflecting
the fact that the buyers had o produce
e TN,

The figures for the Lakes Arca and
the Lower BMorray were citheule o

the

anafvse becanse of the low noanbers and
thie lingh lewel of missing answers,
Haovweeswer, there weas o rrend for cosrs oo
i these regions,
especially among the seflers. This s
probably becanse che ITMDT was less
cosrhy here since pormaties i this area do
nat atbect the salinmy ol the waler
alstracted at Mogrn o supply Adelaide
and do not have the high sronndwarer
salimty  levels chat cccur in the
Foiverland areq,

e much  lower

Brokers

The vse of hrokers i the cranster
process 15 set oul o Table 7. Brokers
were more widely vied alomg the Taiver
Murrav o Sauth Avserali chan o the
CaMILY. However, the wse ol brokers
mereazed 10 boech areas. Tnothe GBI
birpers icreased the vse of brokers by
A0 il sellers by 472, This 15 0 sgm

Table 5 Ferentage of buyers and seliers with 5,00 transfar costs, GMID, Vic, 1954-26
FML a 0-140 1030 3050 50+ Mezm
Easlorn :
Seillers 172 17,2 3L 172 ol 35
Buyars BE G0N 25:8 106 | & 15401
Sauthrwestern :
Sellers .0 204 58.8 .8 0o 14.54
Buyers 14.2 85,7 .0 (L0 a0 A0
Marth-westam
Sellers 51 dh k. Azhb 0 L 25.24
Buyais (5] s d 125 125 8.3 16.54
Private diverters
Sellars | 333 260 FLA 126 &3 1485
Buyers Ll 244 4.1 118 .0 14,08
Total arca | |
Sellers 18.5 elone AG5A i AEB 2043
Buyears a5 S0 ZRA 100 Zh 14.1h8
Table &  Percentage of buyers and sellers with $/ML transfer costs, Rliver Murray, Sa, 1884-80% |
FML { -140 ! 10-30 I 20-50 S0+ Meain
irrlgation arcas !
Seillers 171 4.3 {5 186 8.5 F0.36
Blyers aia T 3.3 o il 1osy
Private diverters |
Seflers 353 11.8 [ 2.9 5.9 13.03
Buyars (i 15,2 33.4 7o 1.3 F0E3
Lakes area
Sellars . 429 2RG (4] 0.0 {0 157
Buyors =1L 250 25,0 12.5 1D 13.01
Laweer Murray fei |
| Sellars Foodnn 2.0 00 0.0 0.0 .0
Buyers { P b 214 484 (X1} 14.3 s B
Rivertand '
Sellers §=He, 3G 321 187 4.5 26
Buvears 244 128 el i Fi 20.64
Total area
Zellors 23.3 gy 22 13.8 =3 P 2274
Buyers | 220 | 150 | 330 | 60 80 | 2120
Fissing dato: Amorg the buvers 18% and among the sellers 22, 0% did nat kaow thelr
anafar qost

WATER MARCIH/APRIL 1284 43




BUSINESS

[Table 7 Percenluge of Luyers and scllers using brakars for water trada The  pro-

: il priion sl

Buyers Sellers Buyers Sellers | warer buyors

1g87-a4 e - 199436 4 whe o

| GMID, Vi B 453 2.6 fifi.T the  HML
River Murray, 54 S7.8 BE e v fi sirmificantly

Ly Wicloriss, fona a4 e changed rheir

[Table 8 nicon prices paid in the GMID
water market (5 per ML

'Region o9p-04 | 1694-26
|East S1E A4 | 26D (BE)
{West 269 (85) 325 (85)
Private diverers 170 (129) 267 1145)

= Figures in backets are standam deviztions

of u turig ket

Further analysis of the use of brolers
showeed thar an the GGMLTEY during the
perivd freor 1994080 brokers were
most widely used by buwers o the
north-western regmon (Fh and the
easbern region (FO%Y against only 364540
in the south=western eeion, [he most
xggjj|xu_<|]'|r chifference was amang private
diverters. Oualy 3000 of thse |.‘|I1‘_-fl‘.T\
imainly commerciul Tarmers)
broker, compated o Bedh of the sellers,

Lsed @

The increase in the proparbiom af

private diverrer sellers using boakers
durmg the 1994-9¢ period was proba-
Dily e o the general tnereass i private
diverter sctivity in (he markec caused by
the inreoduction of rade between
|_I] ]_'\-”'||:I.._ I'_l],‘f\_l['._"'l"_' ..'l'll'l {.I'(T'.,fl T e e |n"|—
bry wli LI._IllIlIUII.I”'\\. Lawe used |.‘|Li_}‘n.u<~
more widely

Alang the Murmay River south
Austrulin the use vl biokers increased by
onle 9% for buvers, whereas sellers
increased their 1se by 38%0 due ro the
alronduclios of trade botween irmiganon
argas and private diverwers, Wichin
trrigation areas 2 much smaller propor-
Lo fonly 3H%0 the buyers
brakers compared o private diverlers,

O the arher hamd, aellers in irviga-
o areas wsed brokers an a par with
privace  diverters In Swutl
Avstralia o large number of irrigation
aren nvigatars sold aarer to prviere
diverters who traditionally use Lookers
more widely, This iz probably a reflec-
vion ol the more rigid appraval [proce=
dures for private Hverters, M analyvsis
af market priees shows thae sellers using
brokers do benetit fram thew heokers”
increased markel looowledyge.

Maturing Market

As stated above, the ase of brakars in
the cransfer process s a sign ol a matie
g marker. Another simeef this s Whe
increasing vse of consuliants ra prodoce
e TR, Dhuring the period from
TOR7=10%4,  28% of  the  buovers
produced their can DM, whereas
during e period from 1949 19496 anly
A of the buvers produced e ows
plan

of nsed

(73,
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larm manage
maent went up from 284 o 400, Ths
15 a retlectian of rhe incecased use of
private consultans,

A further development s tha real
et agentt and valuers are expressing
].].'_I.:._"]_I.:b[' 111 I'_'Il'lr_":'l'.:lt'l'l'lg m rl‘ll. |11.11‘kl'r
Barnlund, 199403, This has resuleed in
some brokers calling for o code of
practice ta be develaped (Land and
Warer Mews, 1998

Market Activity and Prices

Fipnre 2 shoswes the steady expansien
af the market 11 Sourh Avsiezlia oo
1996 el a strong upward trend in
prices. There seemms o be more Quelua-
frern an s rather than minimuam
prices. This reflects the rapdly imereas-
i price level aod o peroanent shortage
af supply. Ancodoral evidence sumness
thar 1998 marker prices are consistontly
above 31,000 ML

The minimmun price fluctuaes very
little cspeetally when comparing with
che minimun prices i the G, To

South Aaseraha chere seems 1o be more

g rapadly ncreasimg price lewels and o
pornanent shorge ol supply,
Reflecnng this developmene, analyses
ol prices patel oo the swarcr macker (again
wiing hedonic functions) during e
199480 period increased thenrexplina-
tory power to G894 compared Lo e
3% reported by Bpormlond and Meliay
C1998) durings the 19837-894 period,

Figiaee 3 shosws thar the wacer marker
i the GMID ancil che end of 144946
remained relatively stable wich respece
e marker accivity and maximam prices
whereas minimum prices showeld wide
chapersion. hits dispersion s cansed by
spatial restrictions oo Leade as well as the
limrations on trade herseon govern-
menl arcas aud  private
diverter up uncil 1994,

Atrer 1Y% some spatal resrmicnions
were rerneved and tride was inraduced
hetween arngation areas and  privace
diverters.  These  changes
mereased mde between producers of
lowees aod higler valucd conunoditios as
well sy omade from privawe diverlers,
mainky vsng warer 2 dranght securitg,

irigation

allowed

o Larroeers weiclon rrigadon arens usiong
water verv intenatvely.

Talsle 5 shosws mean prices pald and
accepted by povernment  irrigaters
within the Western and Lastern pares of
che GMID periods ae owell as privele

Huctealivn in maxinmwm prices, retlecr diverrers domng the 1991-94 and
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1994-90, [c indicates thar mean prices
have evened onr across craditional price
boundaries  aed that prices haee
increased. This suppores the Aindings of
Crardner (1955,

Drespive che fwet chat trade has fully
opened up, prices recerved by privare
diverters remain lower {see Table H),
Aualysing waler markel prices (again
using hedonic fitnetions) during the
TSN perond supports the presence
of markel melliciency and nndicates s
cause, The snalsis sugrests that private
divertors reccive Toweer preices iFthey are
selling to other  private  divercers,
weliereas 1 ey are selling e Grmers in
irrigation arcas the prices paid are anoa
1‘:.'|'|' '\\.'n.-"lrl'l 'I'I'I<'I1'klf'[' ‘I'I'I'IIL'.(,""_G '|'I<'I,'il..,_‘1 111 'II_'I'J:%.]['],DJ.'_I
arcas. This shesas tha privale diverters
are siill not aware of the change oo
tmding; riles and theie unplicatioms for
WAL PIICes.

Conclusion

The drrigecion communitics have
Feconme mare Sonihar wich che marker
ancd more conlident witl ils operalion
and the opportunices ic presencs for
boeth boyers and sellers. The mereased
ust ol brokers and sgenes as well as the
increased  marker acrivites aod the
remenval af spacial and ether Dmpedi-
ments o teade bave caused the markee
foy FACIee.

The article indicates sone dissalis-
faction with the operation of the
marker, especially along the Hiver
Murray i South Auwstralia, Foo the
furure aperation of water markers it is
maperative that the eranster processes he
stregrnhined and prediclable procedoces
be developed which offer water buyers
more certanty of antcame and e the

BUSINESS

coses assorted with warer reade,

| harg the rescarch Lo this acticle
the authars searched regional newspa-
pors lor infonmation on the operaction of
swarer matker and o ther surpnse
temand very lictle discussion of the topie,
This linding, coupled with the dissacis-
facriom fonnd ameongse sarvions warer
market plavers, indicates a need [og the
authorities o dooa lov more work o
cducate che irgstors.
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