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Foreword
This report is produced as part of the ARC Linkage project ‘Water Scarcity and Rural Social Hardship – Can Water Markets Alleviate the Problem’, which is funded by the Australian Research Council and six industry partners: Murray–Darling Basin Commission, Department of Water, Land and Biodiversity Conservation in Adelaide, Department of Sustainability and Environment in Melbourne, Department of Natural Resources in Sydney, Goulburn-Murray Water in Tatura, and UpMarket Software Services in Adelaide. 

The report is part of case study four, which sets out to identify the community and socioeconomic impact of trading water out of districts. The case study is based on in-depth interviews with community members and representatives with the Kerang area of the Goulburn-Murray Irrigation District as well as various sources of secondary data. 

Executive Summary

This document reports on a case study undertaken in Kerang, Victoria, on the beliefs, perceptions and opinions of residents about the impact of water trading on the future of their community. Kerang has lost a relatively large amount of its water rights in the past decade and it is important to attempt to gauge the opinion of residents and their beliefs about the likely community impact of the loss of water. The report begins by briefly outlining some aspects of the history of water policy in recent decades. Three aspects are likely to have particular salience for the future of Kerang. The first is the policy of providing water for irrigation on the basis of full cost recovery. A second element is the need to reduce the amount of water taken from river systems. Finally, the extension of water markets is weakening the link between water and place. Taken together, these elements of policy are likely to play an important role in the price and availability of water; this, in turn, has the potential to influence the future of enterprises in and around Kerang that are directly or indirectly based on irrigated agriculture. Structural adjustment in agriculture will inevitably influence the long-term future of the community dependent on agriculture as its main sources of economic activity.

It is the future viability and sustainability of the community that is the pre-eminent concern of the key informants interviewed for this case-study. While most express anxiety about the impact of water trading, they concede it is almost impossible to separate the effects of water trading from those of the prolonged and severe drought that has afflicted the region. The drought has placed many farms in a precarious financial situation and, according to our interviewees, many farmers are choosing to sell their water to retire debt and to finance their exit from agriculture. Many believe that water rights trading has amplified the impact of the drought. Without water rights trading, farmers in financial trouble could not have sold their water, and once the drought breaks they would be able to continue irrigation. Once they have sold their water rights, these irrigators are unlikely to be able to buy it back. Thus, the water is lost forever both for the community and the individual farmer. Irrigators and community members consider that water is the foundation of the area’s wealth and therefore of the community’s viability. Loss of water for irrigation will, they believe, see the loss of local farms and, by extension, the diminishment of local productivity, entailing less wealth in the district. Fewer local farms and less locally-centred wealth will, our respondents consider, mean less money in the local economy, leading to a less vibrant and viable community. In addition to less money circulating in the local economy, fewer farms will accelerate the trend of population loss; this, too, they suggest will weaken the community fabric and hamper the ability of the community to undertake many of the activities that sustains its collective life. Hence, in the eyes or our interviewees, the loss of water represents a threat to the long term viability of their community.

The loss of local farming families is likely to weaken the viability of the community, in the opinion of our interviewees. For one thing, fewer farming families means less spending in the local economy, with negative effects for its vibrancy. Schools and other services may become less viable as they have a reduced population base to service. These things in tandem, say our interviewees, reduce the employment opportunities that are available locally, especially those for young people. Other negative consequences of the loss of local farming families we were told about were the increasing number of ‘hobby farms’. Farms that have had their permanent water right sold off are relatively cheap to buy; in many instances these are being bought by outsiders who know little of farming. Generally, according to our interviewees, these farms are not viable and add very little to the local economy and the local community. Another effect of water being sold from properties is that they are then left unattended, with adverse environmental impacts, which can easily spread to neighbouring farms. In sum, water trading was leading to the loss of farming families, which leads to a contraction in the local economy and threatens to increase environmental degradation. However, the downstream locations that had bought ‘Kerang’s water’ were flourishing, in the eyes of our interviewees. They were thus concerned that water trading was fostering inequity in regional development. Further, they expressed the perception that much of the water that had been bought had been purchased by corporate enterprises; water trading, in their opinion, was strengthening corporately-based agriculture at the expense of the ‘family farm’. 

Secondary data on the effect of water trading on Kerang’s economy and community is equivocal. The population continues to decline. However, this process began long before the introduction of water trading and reflects wider, more long-ranging trends. While water trading may have a role in contemporary de-population, its effects are impossible to specify and cannot be disentangled from the effects of drought. While the unemployment rate is variable, it does not display a long-term increase, suggesting that the local economy remains relatively buoyant. Certainly, Kerang has participated in the building boom of recent years; though it is true that downstream locations believed to have bought ‘Kerang’s water’ have seen greater increases in property prices. The rate base available to the local council has remained relatively stable; though it is likely to be eroded when further reforms in water policy come into operation in 2008. Some sectors within the local economy have seen significant declines in the percentage of people employed in them. However, these declines also pre-date the introduction of water trading and are more likely to be a reflection of economically rationalist policies on the part of state and federal governments. While Kerang continues to have lower average wages than Australia as a whole, this is true for many rural settings; it is therefore difficult to attribute this to the operation of water markets. However, in the past 30 years the percentage of high income households in Kerang has declined, while the proportion of those in the lowest quintile has increased. Overall, Kerang’s position on the Index of relative socio-economic deprivation has improved, which does not suggest a sudden decline in the community’s fortunes.

While our interviewees expressed concern about the impact of water trading on the economy of Kerang, their over-riding emphasis was on the vibrancy and viability of the community. Population loss and the need for farmers and  their spouses to seek off-farm work is eroding the capacity of the community to maintain the clubs, groups and organizations that constitute the fabric of social life in the district. Many sporting clubs, for instance, have amalgamated or disappeared and other organizations struggle for adequate participation. The loss of young people in particular is held to bode ill for the long-term future of the community and, as a group, they are considered to suffer the greatest ill-effects consequent to water trading and drought. We were told of significant psycho-social burdens in the community due to water trading and the effects of the drought; suicide, relationship breakdown and ‘mental health problems’ were identified. However, data on completed suicides does not suggest an abnormally high prevalence in the district. Nor did the case-study area appear to house an elevated prevalence of mental health problems based on survey data produced by the Victorian Department of Health. Nevertheless, the continued loss of population, particularly among younger age groups, does represent a long-term challenge for the sustainability of the community. 

1 Introduction

The research aimed to discern the impact of the export of relatively large amounts of water on the socio-economic fortunes of rural communities. This document reports on the perceptions of community members concerning the impact of water trading on the viability and sustainability of their community. It centres on Kerang, a town of approximately 4,000 people in north-west Victoria. A relatively large percentage of the total volume of water rights around Kerang have been traded out of the area in the past decade (about 11%), thus making it a good case-study site to study the effects of loss of significant proportions of water rights. In addition, Kerang was chosen as a case-study site because it is large enough for the effects of water trading on the local economy, local services and community participation to be gauged.  More detail on data collection and analysis can be found in the appendices to the report.

This report is based primarily on the observations, knowledge, perceptions, values and beliefs of the people we interviewed. As such, it is not the primary intention of this work to judge, or attempt to verify, the accuracy of their views. While the report includes secondary data, it is offered as much as an attempt to understand the concerns of our interviewees as with gauging the accuracy of their narratives. The primary concerns of our interviewees centre on the sustainability of current agricultural enterprises in their area and the impact this has on the long-term viability of their community. Community viability and well-being is the dominant concern of the people we interviewed and there are no ‘objective’ measures of the likelihood of future community well-being. Economic performance is, of course, an important factor, but it is not the only influence on community sustainability. To provide an ‘objective’, precise estimate of the likely impact of water trading on the long-term viability of Kerang is therefore not possible; too many intangible factors contribute to this, such as confidence, hope, resilience, community capacity, and social and human capital. These resist easy quantification. The secondary data presented here are important, but limited in their capacity to predict Kerang’s future well-being. Economic performance and community function is clearly a crucial component of community sustainability. However, part of the impact of economic and community indicators is the way they shape the perceptions and, therefore, the actions of local people. As Fenton notes, farmers’ (and, we would add, other community members’) beliefs about the drought, farm viability, government policy regarding various forms of agriculture and trends in commodity prices will shape their behaviour in relation to permanent water trade (2006: 6). 

A brief history of the relevant dimensions of water policy opens this report. This is then followed by an introduction that considers our interviewees’ assessment of the impacts of the drought and water trading on local agriculture. It outlines what people consider to be the primary driving forces behind the sale of water and discusses the differing functions of trading in water rights and water allocations. This report focuses almost exclusively on the trading of water rights, since this was the arena of greatest concern to our study participants and also was the greatest area of concern expressed in focus groups carried as part of the previous ARC Grant (Bjornlund 2004b). The report then considers what our interviewees take to be the economic effects of water trading on Kerang and its hinterland. Finally, the report we then focuses on the effects of water trading on the community well-being of Kerang. 

2 A brief history of the relevant dimensions of water policy

Water policy in Victoria has gone through three stages. The first was driven by a developmental imperative; the state had control of rivers and built dams and irrigation systems to facilitate economic development. It continued until quite recently, with dams being built into the 1970s. The 1980s witnessed the triumph of neo-liberal assumptions and values in almost all arenas of public policy. With respect to water policy, these developments culminated with the 1994 CoAG water reform agenda (CoAG, 1994); under this changed policy regime, irrigation charges were increased to recover the full cost of delivery. In addition, water rights held by irrigators could be traded like any other commodity, water authorities were corporatised, and the environment was recognised as a legitimate user of water. Authorities had to adhere to a budgetary bottom line and increasing the volume of water delivered to irrigators was regarded as the best means to ensure this. The introduction of tradeable water rights encouraged owners of previously unused water rights to sell them to active irrigators. The net effect of these policy reforms put upward pressure on actual water use. By the mid 1990s, the impact of drought and environmental degradation inaugurated a third policy era characterized by attempts to reduce the volume of water used by irrigators and to increase environmental flows (Barr 2005: 66). This was embedded both in the CoAG water reform agenda and the MDB Cap (MDBMC, 1996) and later gained prominence in the National Water initiative (CoAG, 2004).
Key dates and events are:

1987: trading in water allocations begins on a trial basis
1989: trading in both water rights and allocations were formally included in the new Water Act

1991: The regulation controlling trading in water entitlements was enacted and trading in entitlements commenced
1995: temporary interstate trade was enabled

1998: permanent interstate trade was allowed (Barr 2005: 74). 
Farmers and rural communities were unhappy with these policy initiatives, principally because of the fear of water being traded away from their areas. A cap of 2% was placed on the amount of water that could be traded out of an area in any year in response to these apprehensions (Barr 2005: 74). Bjornlund notes that while policy makers regarded water trading as a way of facilitating further structural adjustment in various agricultural sectors, people in rural settings had the viability and sustainability of their community as their primary concern (Bjornlund 2002; 2004a,b). Thus there has been a disjuncture between the aims of policy and the dominant concerns of rural people themselves almost from the outset of water trading. 
When trading was first introduced, there was not the same level of water shortage that currently exists and, hence, there was not the same imperative to trade water. In this context, there was only a modest transfer of water from low-value mixed farming ventures to the higher value dairy and horticulture sectors (Bjornlund and McKay, 2000a). Furthermore, the selling of water separate from land was not particularly attractive to mixed farmers since the value of the farm without water was not worth a great deal (Barr 2005: 75) and farmers perceived water to be an inherent part of the farm that they were unwilling to sell at any price (Tisdell and Ward 2003; Bjornlund 2003). By the mid 1990s, the situation had changed markedly. For one thing, trading was opened up spatially allowing trading between more districts, trading between district irrigators and private diverters, and trading to downstream of Nyah giving horticulturalists downstream access to the market. Moreover lower than average rainfall meant reduced water availability. Dairy farmers could no longer rely on sales water and horticultural and viticultural enterprises increasingly entered the market. It was mixed farmers who sold their water by and large (Barr 2005: 76). In 2005, a new era was encountered, marked by increasing water scarcity, the impacts of de-regulation on the dairy industry and the rising value of the dollar, which weakened the market for milk products. Horticulturalist bought water rapidly to safeguard their supply and this drove up the price of permanent water to $1200 per megalitre (Barr 2005: 77-79).

3 The interviewees’ assessment of the impacts of the drought and water trading 

The impacts of water trading on agricultural enterprises and rural communities more generally cannot be considered in isolation from the drought that has plagued much of rural Australia for the past several years. The area in which Kerang is situated has experienced very low allocation levels since 1997 and endured a severe drought in 2002-2003 and the most severe drought on record during 2006-07. It is in the context of ongoing drought and financially precarious farm enterprises that our interviewees consider that the impetus for water trading sits. While this does not render other issues unimportant—notably the development of viticulture and horticulture, the increasing profile of locally-based corporate agricultural enterprises, the impact of fluctuating commodity prices and a globalized economic order— the drought remains a pre-eminent influence on the operation of water trading in the case-study setting, according to our interviewees.

Our interviewees were divided about the impact of water trading vis a vis the drought. Some interviewees consider that the drought is a far more important influence on the well-being of rural communities than is water trade. A member of the local Landcare group says, ‘…for the district, it [water trading] would have to be second to the drought, because at the minute the drought is on the front of everyone’s mind’. Others consider that water trading is merely one of many issues that are important to rural communities. As Michael, says, ‘…really, I think the water trade is one of the many issues facing communities and I think it’s being exaggerated….because of the current weather conditions….’ 
According to some of our interviewees, however, water trade is the primary issue and peoples’ preoccupation with the drought is stopping them from seeing the long-term effects of permanent trade. Water trading, from this perspective, is intensifying the effects of drought by making less water available locally. In Eric’s opinion, ‘…water trading is probably the underlying cancer would be one way of describing it, because what it is doing is its just exasperating the [drought]. We were told more than once that there should be a moratorium on water trading while the drought persists. Katherine voiced an opinion we heard frequently; people are selling water because of its high value. However, the loss of that water is permanent, while the effects of the drought are temporary. In her words, permanently traded water is ‘… not going to turn around and come back. Where the drought might turn around and we may not be impacted by  that’. Her fear is that once the drought has passed Kerang might still find itself without enough water because of trading.
While Kerang and its hinterland house a diverse set of agricultural undertakings, it has nevertheless ‘taken a belting’ from the drought. While dairy farming is the dominant activity in the region, cropping, livestock production, horticulture and viticulture are also important irrigated activities as well as various kinds of dryland farming. Most interviewees who commented on the drought concluded that a sizeable proportion of farms, of all kinds, emerged from the drought in a more precarious financial situation than they had been prior to its onset. This was especially true of dairy farms, which used the windfall generated by de-regulation of the industry to finance the expansion of their farms immediately prior to the onset of the drought.  Consequently, many farms in the district now carried high levels of debt. They were thus vulnerable to the years of hardship occasioned by the arrival of the drought. As Brent expresses it: 

‘…some really good farmers ended up about halfway through 02/03 with a hell of a lot of debt because they expanded their business at the wrong time, which they weren’t to know was the wrong time…

Primarily due to the longevity of the drought, financial vulnerability is no longer confined to dairy farms; many forms of agricultural undertakings are affected. Simon observes that the drought in 2002-2003 ‘…left a lot of farmers more susceptible than what they really were before it even started...and everyone is vulnerable…its right across the whole community’. Many dry-land farmers have not had a harvest for six years and are in poor financial shape. A local minister of religion tells of the impact on broadacre farms:
Whilst your broadacre farmers, when they get a really, really good crop, they make a lot of money. But they’ve had so much, so many bad seasons that their debt… is huge; it would keep us awake at night.

One common response by farmers to the drought has been to reduce their farming activity.  This shrinking of activity reflects many factors including the price of inputs, the debt levels farms may be carrying and their confidence about the immediate future. The cost of water itself is now beginning to impact on agricultural enterprises that are stressed by the drought. They consider, for instance, that they cannot afford to maintain current herd sizes given the cost of water to irrigate pasture. The common choice is to reduce the herd size rather than going into debt to buy water. Carmen says:

…this is the eighth or more year, now, that we have had drought situation and the availability of water is down anyway, so it’s kind of hard to separate the two. And certainly in our circumstances, we’re stopping milking because we believe that we can’t afford to keep doing it because the returns are not good enough for the inputs. And part of that is that we got an 85% water allocation this year and we will be needing to buy water if we want to continue to keep our pastures for our cows. So, in the drought, a couple of years back we actually bought a farm with extra water to try and get through and ran ourselves into a lot of debt. And this time we’re not going to do that because you know …we’re actually selling the herd.

While this may allow farms to maintain their viability, it also means that the recovery position when the drought breaks is not as strong. Brent relates:

There’s a 1000-cow farm over near [location] who has said “we can go into debt, but we don’t want to, so we’ll get rid of 700 cows and three staff members and we’ll just bunker down and ride it out on 300 cows”. So really retract the business so that the equity stays in the business [but] um, means the recovery position isn’t as good but ….. 

3.1 Drivers for selling water

Overwhelmingly, the sentiment is that farmers are reluctant to sell their water and they only do so because they feel they have little other option. Katherine suggests, ‘It depends on their viability. Most farmers don’t want to sell their water off; they do it because they have to’. Al, for instance, declined to sell his water a few years ago, despite the economic benefit he could have gained.  He decided against selling because, “Well, I’ve got more of an interest in the area, I’ve been born and bred here… I did [not sell] thinking it was good for the area…”. He concedes that given the same circumstances now he probably would sell his water. Al’s stance, however, does indicate the way in which a sense of loyalty to an area may influence farmer’s decisions about what they do with their water.  This is also reflected in the findings of Tisdell and Ward (2003) and Bjornlund (2002).  
Given the centrality of the drought to the experience of the case-study location it is not surprising that economic hardship is considered to be a prime driver of farmers selling their water right. Trevor, an interviewee with extensive local knowledge, suggests three primary reasons that impel farmers to sell water:

· Low commodity prices

· Drought

· Profits to be made by selling water

The economics of contemporary farming is also a driving factor in farmers’ decisions to sell water. Some farmers sell water because they make a calculated decision about their investment in the farm and the returns they can make from it. Many farms have had massive capital invested in them and are significant assets, but if returns are deemed insufficient, farmers may decide that they cannot afford to retain the asset. Michael considers that many farmers make the following kind of assessment:

I’ve got a million and a half dollars or two million, or 5 million dollar asset sitting here and I’m living on $25,000, it’s not good business practice. If someone comes along and gives me a million and a half dollars for it, well, gee I would take it.

Clarence points out that the cost of water has increased and that, in light of this, its cost now has to be balanced by what can be made from it:

 ‘…it’s all very well fellas saying “water’s worth X amount of dollars” but it’s only worth what they can make out of it. You know now we’re seeing water in [that irrigation] system making up to $400 a megalitre temporary and its obviously only the specialised growers with certain products that can afford to pay that sort of money for water and make a quid out of it.

Bjornlund and McKay (2000b) conclude that high water prices will have the most immediate effect on farmers with already low gross margins. Barr’s work (2005) also found that farmers complained about the effect of rising water prices on their profit margins. Moreover, his work confirms that the price of farm produce has declined in real terms since the late 1970s. In the face of this, to maintain productivity and, hence, profit levels, farms must become bigger. On average, the dairy industry in Australia has experienced an annual 1.1% decline in terms of trade over the past 20 years (Barr 2005: 73). This suggests that the concerns of the people we interviewed concerning the pressure of increased water prices on farm profitability and therefore on local wealth are well-founded. 

Barr found that the dairy industry, while using a lot of water, could not generate the same degree of profit from it as users engaged in other undertakings. He notes that the dairy industry used about half of the water within the Goulburn-Murray system. However their returns on water were much lower than that of horticulturalists, gaining only about $200-$300 gross margin from each megalitre of water used. 
Selling water was the method utilized by many diary farmers to increase production. In some parts of the system farmers relied on sales of water up to 80% of water right (Barr 2005: 75). ) However since the MDB Cap and the drought there had been no or very little sales water. available. Hence, it could be expected that low water availability and increasing water prices are beginning to eat into the profit margins of dairy farmers. 

Selling water right to retire debt was nominated very frequently as a driver. Simon, for instance, tells of one farmer who sold his water to pay his debt to the local water authority. Others sell water to pay off debts related to their properties. Bjornlund and McKay (2000b) found that very few sellers used the proceeds to reduce long-term debt; rather they used it to pay short-term debt or put it towards general revenue to cover annual expenses. They warn that this practice of converting long-term assets to pay annual operating expenses and threatens the long-term viability of the farm. Further, by selling off water, the capacity to sell the whole farm at a reasonable price is compromised and can lock a farmer into poverty. 
Trevor considers that water is likely to be sold permanently by those who are not completely dependent on farming because it frees up capital. In his assessment:

…your part-time farmers…they might be a local accountant in town …and have 300 or 400 acres and if water happens to be worth twelve or thirteen hundred dollars a megalitre on the permanent market, well, they’re going to think “Gee, I’ll sell my permanent water right and I’ll just buy in temporary water”. So, what it does, it releases a huge amount of capital you have tied up in water….

For many farmers, selling their water right is a way of retiring or leaving the industry with a sizeable nest egg. Clarence bluntly assesses how the profits to be made by selling are acting as a driver:

…if Joe Blow says “right oh, if water gets to 3,000 bucks a megalitre or whatever it is, that’ll do, they can have my water and I’ll retire or go and do something else” and I think that’s the basis of  the whole matter.
In particular, selling water becomes a form of superannuation. Lindsay, a school teacher, relates how farmers say to him, ‘…its fine for you, you’ve got superannuation, my only superannuation is the water….I can realize half a million or whatever it is and this is now becoming an attraction”.  The impetus to retire or exit the industry is also compounded by the drought, the declining profits to be made and he age of the farming workforce. Trevor explains how farmers might contemplate early retirement when facing the ongoing economic hardship associated with the drought: 

…say there’s a farmer that um milking 500 or 600 or 700 cows, the drought comes, there’s low water allocation, the milk prices are down a little bit, he’s got a lot of capital tied up in the farm. What’s he to do? He’s fifty-five years of age, does he battle through or does he just decide “Nuh, bugger it, I’m going to sell my water, quit the farm and get out”.

Frank suggests that apart from the economic factors that drive the sale of water, seeing other people selling water might generate its own momentum, ‘…people giving (sic) away their water, psychologically may have an impact on other people’s perceptions, “well if they’re doing it, maybe I should be doing it….”. 
What do farmers do once they have sold their water? We did not hear of a single consistent pattern in regard to farmers who exited the industry. We were told of farmers who had sold water and moved away to begin a new working life in either a more viable farming area, or in a new field of employment. We heard much more about farmers selling water to fund their retirement; some leave the district, while others settle locally. Our findings replicate Fenton’s (2006), who found that permanent trading of water was undertaken to: 

· Retire debt

· Allow financially secure retirement 

· As a strategy to exit the industry (Fenton 2006). 

However, not all kinds of farming activity have this option. The farmers with little water to sell will not have highly valuable saleable assets. As Brent says:

Yeah, if it stays really dry then the water will be at a premium …and it will allow people to get out with something rather than just walking off their farm. Like God help the Mallee croppers if they have another two or three years like this one because who would want to buy their farm?

Dairy farmers are more likely to exit the industry than are farmers who are engaged in different forms of farming. They have a 50% higher exit rate than their peers undertaking sheep or beef farming (Barr 2005: 70). Moreover, exiting dairy farming is not synonymous with retiring, as was the case in the past. By 2001, it was younger dairy farmers who were most likely to have left the industry. However, this is balanced by the fact that younger people still desired, in 2001 at least, to enter dairy farming. Nevertheless, the median age of dairy farmers has been rising since the early 1990s (Barr 2005: 71-72). 

A few interviewees suggested that some farmers sell water to fund their children’s tertiary education. It is difficult in the short-term to find ‘hard’ corroborating evidence supporting or refuting this claim. However other voices are raising concerns about the cost of tertiary education being beyond the reach of many rural students. Peter Hall, the Victorian National Party spokesperson on education, argues that the cost of sending country students to city universities can be as much as $20,000 per annum (Australian Broadcasting Corporation 2006). Al alluded to this when he told us, ‘You know, whilst we don’t do things for monetary reasons… you’ve got to educate your children…’. 

Several interviewees told us that farmers are not completely free agents in the buying and selling of water. Banks often strongly influence whether farmers can buy or sell water and how much they may buy or sell. On occasion, banks may pressure farmers not to sell water, while in other instances individuals may be pressured to sell some or all of their water. Staff from the rural financial counselling service told us: ‘And it depends where the bank is coming from too. You know, at what stage is the bank going to step in and say, “Well, you’ve got to sell”? Another interviewee suggested [the tense isn’t consistent throughout]  that banks encourage high debt levels among farmers because the water is collateral, ‘So, they’ll extend your overdraft because they know “…if you go under, we’ve  still got your water”. 

Michael also confides that:

 …there is quite a few farmers who have sold off a percentage of their water to reduce debt, but the third party involved is generally the bank as well. So you sold the water off, it then reduces the capital value of your property, um so the bank may have a mortgage over it…so it becomes quite complicated, so the farmer might want to sell but he may not be allowed to because the bank might say, “Well hang on, we own part of this property, we won’t allow the value of our asset that we hold a mortgage over to be sold off”

3.2 trading in water rights and allocations

The distinction between allocation and water right trade is an important one. Water right trade is one important factor facilitating long-term structural adjustment within the agricultural sector. It entails long-term reallocation of water. On the other hand, it was initially expected that allocation trading, while important in helping producers accommodate to short-term fluctuations in supply and demand of water, would play little part in shaping long-term structural change (Bjornlund and McKay 1995: 31). As the allocation market has matured this original wisdom has been challenged as volumes traded in this market have accelerated. Today it seems that both the allocation and entitlement markets facilitate long-term structural adjustment as irrigators pursue different strategies in this process (Bjornlund 2006a; Bjornlund 2004a; Bjornlund 2002 Bjornlund and McKay 1995).
Most of the concerns expressed by our interviewees relate to the trading of water rights. Grave concerns are held about the permanent loss of water from their district. On the other hand, our interviewees concede that selling water rights permanently can be a positive decision for individual farmers. As previous discussion has indicated, farmers can sell their water permanently as a way of retiring debt or facilitating their exit from agriculture.  They may retire, with the sale of water providing a sizeable nest egg, or they may use the profits as a way of funding new enterprises. However, the sale of water rights can also be a business decision designed to improve profitability, though such decisions were probably made more frequently before current water reforms were mooted. Brent explains that a lot of farmers ask themselves questions about the economic wisdom of retaining their water right in light of current and mooted water reforms:
“Am I getting a 10% return on that asset or whatever”? and saying “well probably if I sold that water permanently and reinvested the money I could buy in temporary water cheaper”. So that was before water reform came up…going back 4 or 5 years there was dairy farmers who sold water rights permanently as a legitimate business decision rather than as a debt recovery or asset realization exercise

The sale of the water right can also be a strategy aimed at consolidating landholdings. As Trevor relates:

…a lot of people have made a business decision to sell their water, they’ve decided, well, rather than having say a million dollars tied up in water rights sitting there year in and out, we’ll sell that off and we’ll just buy in on a temporary basis each year. So a lot of people have been quite smart about it and a lot of people have used water trading to increase their land-holdings.

However, we were told that those farmers who sell water rights are most likely to be part-time farmers, especially those involved in grazing and grains; they will then seek to buy water allocations. However, we were also told that selling water rights on the basis of deciding to buy in water allocations carries a risk. It assumes that the cost of buying water allocations remains feasible for farmers. Farmers make judgements about the cost of keeping water permanently, their likely returns and the capital flow likely to be opened up by selling. In the past, some farmers have sold water rights because they feel they don’t get enough return on the costs of the water, so they reinvest the profits and buy in allocations. However, as Michael points out the risk of this is that the cost of water allocations goes up, making it less attractive, or even less feasible, to purchase. Simon suggests that selling water rights on the basis that water allocations can then be bought doesn’t always work out as people envisaged. In his words:

…people, you know, may permanently sell water just to trade through…some people say “we’ll sell some water to retire a bit of debt and then we’ll buy it back”. But I don’t think they get around to buying it back, they just temporary trade, or they sell up and move on or whatever else happens, you know.

The opportunity cost of owning water has become a driver to sell in recent years. This reflects, in part, the cost of infrastructure maintenance, but it also encompasses farmers’ returns on investment. New fee schedules make buying in water allocations a less attractive option, as Brent relates:

 …because yeah, they’ve got delivery shares and all that kind of thing so and it may well prove to be still an alright option, I’m not sure. But [it’s] probably a bit more … risk now 
Furthermore, not all forms of agricultural enterprises have equal capacity to buy water. People who can afford to buy the water are those producing high value products. Whereas for some kinds of grazing it’s not viable to irrigate the pasture any more; the price of water has out-stripped the gains to be made. However, we were told, dairy farmers are probably doing better than mixed farmers because milk prices are not too depressed currently. The sale of water rights in the district has allowed the development of large-scale viticultural and horticultural enterprises. These undertakings need water right trade, according to our interviewees; trees and vines require water in specific amounts at certain times in their growth cycle, hence security of supply is paramount. The capacity to buy water rights has thus given such enterprises the security of access to water that is necessary for them to succeed. Agriculture relying on cropping or pastures can be more flexible in its need for water. Some people consider that the local developments, such as Timbercorp, Olivecorp and Brown Brothers, which are providing important local opportunities, would not have been possible without water right trading. Brent also acknowledges that both allocation and water right trading has allowed water to shift between agricultural sectors:

….trade has really moved water from people, a lot of it is from mixed farms that haven’t necessarily made good use of it in the past… but they can sell it off temporary to cover costs and all that sort of stuff to make a bit of money and the temporary trading has been great. Permanent trading has helped a lot of businesses…
4 Economic effects on Kerang

4.1 The impact of the drought

As already indicated, the effects of water trading on the performance of the local economy cannot be meaningfully separated from the impact of drought. All our interviewees commented on the devastating economic and social effects of the drought. A minority considered that water trading is a somewhat peripheral issue and it was the drought that poses the primary threat to Kerang’s long term well-being. The logic of this viewpoint is that when the drought breaks and water is not such a scarce resource, its value will drop and the level of water trading currently occurring will drop substantially; water will therefore stop leaving the district.  Most interviewees, however, while acknowledging the negative socio-economic impacts of drought, considered that water trading exacerbates its effects. Water trading itself, especially on top of the drought, is having a detrimental effect on Kerang’s long-term viability, according to most of our interviewees.

Kerang has a diverse economic foundation which has contributed to its economic vibrancy. Apart from dairying and mixed farms, the area produces wine-grapes and a range of horticultural produce. It houses enterprises devoted to pigs and poultry, as well as producing cheese. In addition, Kerang is a commercial and service centre for its hinterland, which is an added factor in its relative economic buoyancy. It has a number of outlets of major retail chains and this draws in custom from surrounding areas. The hinterland has a number of natural features, such as wetlands and lakes, that could be developed as lifestyle and recreational attractions and it is understood that not as much energy has gone into promoting this kind of activity as could have been the case. The Shire Council is currently pursuing development of these natural resources. Such natural assets offer another source of economic activity for Kerang that many other drought-affected communities lack. 
While agriculture remains the economic foundation of Kerang, manufacturing is occupying an increasingly prominent place in the profile of the local economy. The local council is devoting considerable effort to consolidate manufacturing within the shire. This is in line with an emerging trend for rural communities to try and ‘de-couple’ their economies from a near-total reliance on agriculture (Powell 1998). Available data does suggest that the shire overall is consolidating the role manufacturing plays in the area’s economy and that this will lead to the creation of new jobs. Agriculture remains the primary economic foundation of the region and in Swan Hill employment in this sector grew by 25% between 1996 and 2001. During the same period, employment in manufacturing within Gannawarra, the local government area in which  Kerang sits, increased by 7% and the development of industrial estates in Kerang and nearby Cohuna is likely to see the establishment of 30 new businesses during 2007-2008 (RMCG 2006: 12). 

However, even with its ‘natural’ economic and commercial advantages, the drought is nevertheless having a negative affect on the local economy. As Justin expressed it:

Kerang was known as a community that if the price of beef was down, the price of wool was up. So it didn’t rely on one industry. You’ve got beef and cropping, you’ve got dairy. So, if one is going through a downturn, you’ve got the other. But what’s happened with continual drought after drought is the impression that it’s not nearly as strong.

The history of drought conditions in the area provides a backdrop against which Kerang’s current circumstances, notably water trading, need to be set. The area went through a severe drought in 2002 and 2003. The seasons prior to this drought had been quite good ones for the dairy industry, so many local farms had invested in expansion. Due to the expansion, many farms were financially very vulnerable with the onset of the 2002-2003 drought and many acquired large debts during this time. The seasons since this time have been poor and many farmers have been, and are, receiving well below the water allocations on which their business plans were formulated. As a result, many farms are carrying high levels of debt and are reducing their activity as a survival strategy. Data produced by Adams et al in the Centre of Policy Studies at Monash University in 2002 suggested that the contraction our interviewees talked of would occur. Adams et al (2002) calculated the likely impacts of the drought on regional areas and predicted that within Mallee—the statistical division in which Kerang sits—household consumption was predicted to drop by 8.1%, investment was calculated to drop by 13.1% and employment, it was suggested, would decrease by 3.3% (Adams et al 2002). As the following section will reveal, the anecdotal evidence suggests that consumption, investment and employment have contracted; though we cannot offer confirmation or refutation of Adams et al’s projections.
Shrinking farm activity, especially reduction in herd sizes, means that even when the drought breaks, its effects will not be immediately alleviated. Milk companies, for example, are dependent on a productive dairy industry, with good herd sizes. The ongoing drought is threatening the viability of factories that process milk products, with immediate effects on employment, as Brent relates:

…after 02/03 we saw there was at least one milk factory went out of business. Um the milk companies have got a huge investment in stainless steel and all their plant and I don’t know what they’re running at, but if they’re only running at 50% capacity then that’s a pretty ordinary return on capital. And you know some people have estimated that we might lose another 2 factories if, you know, if the conditions stay as they are. So, I think when the [township] one closed down there’s 130 people work there, so….

The debt levels carried by many farms since 2002-2003 have other implications for the local economy. It affects the businesses supplying goods and services to farms and dampens the local economy because farmers stop, or reduce, spending on farm development such as the laser grading of paddocks, repairing or replacing fencing, dam deepening and maintenance, herd testing, use of veterinary services,  as well as engineering and farm equipment. However, we were frequently told of a less visible economic effect of cash-strapped farms; some farmers build up significant levels of debt with local businesses, with the potential to threaten their long-term viability. We heard repeatedly that many businesses in Kerang carried significant levels of debt.  Eric offered this account:

Well [that business] is a classic example… they just shut six months ago so that’s something that will be on the forefront of a lot of people’s minds. They’ve been around forever… and they had a very good reputation with no reason why they went broke apart from the fact that they themselves were carrying too much debt as a result of farmers in the area carrying too much debt. And so there’s that flow on…you know a lot of business owners, mechanics and electricians and so forth and it seems as though you have to be prepared to carry about $30,000 debt in this region to continue to survive.  You see there’s a lot of businesses out there that are surviving but they’re carrying huge amounts of debt as a result of their clients who just can’t afford to pay their bills on time.  

The impact of water trading on the local economy must therefore be considered in the context of the drought, which has already taken an economic toll on Kerang and its surrounding communities. Many people in the study locality have experienced some degree of hardship during the past years and they face the future with considerable anxiety. Given the financially precarious state with which many people have lived for several years and much lower water allocations than properties are used to, it is not surprising that many people view water right trading negatively. The overwhelming, though not unanimous, response of our interviewees is that water trading will be bad for the economy of Kerang and surrounding communities. 

4.2 Water and local wealth

Almost every interviewee in our study expressed profound concern about the loss of water right, believing it will have a long-term negative impact on the local production of wealth. Water is the locality’s key resource and is the foundation of its wealth; loss of water rights from local farms represents a loss of long-term productivity from the area, according to our interviewees. The wealth of the district, according to the people interviewed, is founded on what can be produced through irrigation. Fewer properties with secure access to water will, according to this reasoning, generate less wealth. One interviewee stated the relationship between water and local productivity baldly, ‘…if you haven’t got any water in the area then you have no dairy farmers for starters; yeah, it would have to have a big impact if you keep losing it for sure’.

Put bluntly, the equation that holds for most people we interviewed is that less water equals less wealth for farmers, which, by implication, means less wealth for the district as a whole. There are two elements to this concern. The first centres on properties being left without water, or with reduced water available to them, negatively affecting their productive capacity.  This can lead to a reduction in stock levels, for example, which has a ripple effect beyond the farm gate, as Simon relates:

Uhm, whereas seven years ago… you know there was a lot more stock around, a lot more cows around, which meant money going through to the factory, more jobs… in the factory which had a spin-off in the street down here. You know, there’s nothing that’s not affected. And the old adage, ‘when the cocky is making money, everybody is making money’ is very true. 
Katherine comments on the way lowered farm productivity has multifarious effects on local businesses and services:

That has an impact on the community that goes through all levels from the local store through to the school…all of the agencies that used to support that farm and that family are no longer required. The productivity of the land drops dramatically with the lack of water, so then you are impacting on the stock agents …Also the need for that farm to purchase things drops off dramatically… so it’s a massive ripple effect and it affects every level.

We were told repeatedly of the way the drought and low water allocation is impacting on the productive capacity of farms and how this, in turn, affects the spending of local farmers, with flow-on effects for the local economy.  Carmen points to the way tough times for farmers translates into reduced local commerce and increased debt for local businesses:

…because the production is less intense, there’s not the income coming into the community. If the farmers don’t have money, they tighten their belts and they spend next to nothing. The local shops don’t get the business or they get the debt and the rural counsellor actually calls them the ‘third bank’….So, there’s certainly an impact. Even the local plumbers I know…there was a local plumber’s wife …who was talking to me abut how hard they were finding it because of the farms not having the money. 

One interviewee, who works for a prominent agribusiness, points to how precarious the financial state of many farms is and how this will directly affect the viability of many local businesses:

I mean we are looking at a very serious time right now. There’s no doubt that the next six months will be very critical and it’s going to be very hard to run this business and it’s going to be very hard for lots of farmers and they’re going to need a lot of support from their financial institutions …because the last thing we want to is see them getting nervous and thinking they want, you know, to call in their money… I believe that most people probably went into 2002 in a lot stronger financial situation than they going in now. A lot of people haven’t recovered since 2002; they haven’t got back to square one.

4.3 Loss of farms and loss of wealth

A second concern is that we were told repeatedly that once farms lose their water right, many are left unattended as many farmers leave the property.  This means that the spending of the family and employees that the farm once generated is lost, with flow-on effects for the local economy. Population loss due to declining numbers of local farming families was ubiquitously remarked on by the people we interviewed. The continued loss of population is considered a primary threat to the viability of local economies and communities and drought and water trading are nominated as the proximal drivers of current loss of farming families. Many of our interviewees were eloquent on how population loss, particularly the loss of long-standing farm families, had a detrimental effect on the social capital of the local community. Nevertheless, there was also widespread apprehension that population loss triggers a downward economic spiral for the local economy. One interviewee commented on the loss of farms in just one location he regularly drives through:

…there were I reckon four to five dairy farms in a row that side of the highway which would have been sold as separate blocks and it would have had viable dairy farms on them ten years ago, but due to the drought and the ability to sell the ground with high water value, um four out of those five farms are gone…

Katherine’s view echoed the opinion of many of our interviewees; community viability requires a certain threshold of population. There is a critical mass of population level needed to sustain a rural community:
…for the community, like the business sector in Kerang, for them to be viable they need people in their communities, within their shop, within their development, their businesses as well…. 

Population loss reduces the money spent in the local economy. Michael tells about the loss of local farming families, ‘…you take one family out, there’s well you know the average income of $35,000 to $40,000 and well, there’s, you know, $200 or $250 worth of food a week’. The effect of losing farming families has indirect effects on the spending power of the community, beyond the loss of specific families and their income. Fewer families in a district, for example, generally leads to declining school enrolments, leading to a contraction in staff employed in these settings. A school teacher told us that reducing enrolments translated into ‘…two [teachers’ pay] packets each would average about $55,000, that’s no longer in the town and that’s just from this school’. 

A second element is that water itself, in the view of most interviewees, generates wealth and, therefore, loss of water equals loss of wealth. The loss of a local farm is the loss of more than forfeited spending power of wage earners. Farms are businesses and their loss is the loss of a business, not just families’ spending power. As one person explains it:

…someone who just works for a wage, like I do. I don’t generate the same amount of income as someone who had my wage as part of their business, because that will have had to turn through a lot more dollars to generate that amount of profit and that’s extra wages. 

The loss of local farms, or the existence of properties that are less productive than they once were, has effects on local employment levels, as Jared, who works in a local employment company, explains:

 …this is a big area for employing farm hands, particularly people who work in the dairies and I suppose it would be fair to say that, you know, the industry has probably been reduced in the last year or two with water issues….

However, as Trevor points out, the loss of on-farm employment opportunities also contracts employment prospects in the wider community:

…some of the negatives are that it does take some people out of the farming industry, so therefore we lose jobs in the farming sector, but we also lose jobs …in some of the supplier sectors. You know, like the local rural supply company, they’ve probably noticed the downturn with the drought and water trading…

4. 4 Farm size

While the trend is toward bigger farms, the district retains a number of small farms that struggle to be viable because the size of block needed for good production has greatly increased in recent years (Barr 2005). People on small properties are likely to be facing straitened economic circumstances. The bigger farms have had a comfort margin, but the drought is eroding that. Farmers from good productive farms are walking off or winding back because they don’t see it as economically viable. Barr (2005: 68) points out that the number of dairy farms in Australia has been declining since the mid 1960s. In the mid-late 1960s, Victoria had approximately 3,200 dairy farms, but in 2001 this figure had plummeted to 2000. Other data suggest that the trend of fewer, but bigger, farms characterise the Victorian dairy industry. While in the early 1970s average herd size was 50 cows, this had increased to an average of approximately 240 in 2001. Dairy farms are less likely than farms based on beef to be hobby farms; 85% generate a turnover in excess of $100,000 per annum (find reference for this). Bjornlund and McKay (1999) in their early analysis of water right trading concluded that trading had caused a polarization of farm businesses between small farms depending on off-farm work and larger farms depending on non-family members as farm labour.
We were told that about 25% of the nursing staff at the local hospital are from farms and are undertaking work at the hospital to supplement their income. Our previous survey work in the area suggests that during the 2003/06 period 56% of farm families depended on off-farm work and that this increased from 54% in 2003-04 to 60% in 2005-06. As could be expected, those selling water in the market were far more dependent on off-farm work than those buying water; generally less than 50% of farm businesses buying water depend on off-farm work against close to 70% for those selling water and also that those selling water derived a larger proportion of the household income from off-farm work (Bjornlund, 2007 forthcoming). This is up significantly compared to a similar survey during the 1998/99 irrigation season when only 50% of allocation sellers and 26% of allocation buyers were dependent on off-farm work with a lower proportion of total household income being derived from off-farm work (Bjornlund, 2000).
4.5 De-watered properties

Stripping the water from farms is regarded by almost everyone we interviewed as a negative event for the local economy. The first reason is that de-watered properties are often left unattended and this has adverse environmental consequences; they begin to degrade and the consequences of this frequently spread to neighbouring properties. De-watered properties are very frequently infested with weeds and with vermin that spread to neighbouring farms; fences and other infrastructure also frequently fall into disrepair with negative effects for neighbours. This issue has been of growing concern and was repeatedly reported in previous focus groups. For example one focus group participant reported that ‘permanent trade has been a disaster in the Kerang area and reported that one real estate agent had sold off all the water from 33 properties (Bjornlund, 2004b). This was also a subject of concern for most of our interviewees. Lindsay told how a property that has surrendered its water:

Has suddenly become dry; it means it becomes weed infested and therefore it creates an interesting problem for the neighbours because the winds will start to blow and it starts infesting places and that creates a problem.

A local farmer suggests that de-watered properties degenerate to such an extent that it would take considerable effort to rehabilitate them. They thus not only create immediate environmental problems, but may also have long-term effects on the productive capacity of the land:

…it devalues. I mean the vermin and weed control is either decreased or nothing at all…it will revert back to what it was one hundred years ago. But one hundred years ago, we still had a large amount of natural tree belts there which controlled a lot of your tables…so in the old days you had a lot of native grasses, ok. Native grasses control a lot of weeds. You then bring noxious weeds in…also its rabbits, hares and those sorts of things.  

A related effect of de-watered properties which is less obvious and more difficult to gauge is its consequences for the collective psyche of the community. Several interviewees commented spontaneously on the negative perceptions generated by the sight of large numbers of de-watered properties around their town; it made the locality look and feel like an agricultural ‘ghost-town’. This adds to the general gloom occasioned by the drought and is a visual confirmation of how bad things are. While the effects of this are impossible to quantify, several interviewees commented spontaneously on the negative picture of decay it painted and the sense of the threat to continued viability it evokes. Simon recounts:

I grew up three miles out of town and you wouldn’t drive past a dry paddock, now there’s lots… Lots of de-watered properties … those farms have traditionally been good producing farms. Like my Dad’s eighty three and has been a successful farmer… and he can’t believe that some of these well-heeled farms are in strife. Everyone is vulnerable…

ABARE offers some support for people’s sense that local agriculture and the communities it supports are precariously positioned in relation to the future. It has constructed a vulnerability index to gauge the susceptibility or strength of communities in the face of structural adjustment in agriculture. It concludes that the eastern and western margins of Gannawarra were among the least precarious parts of Victoria, while the middle section is officially ‘vulnerable’ (Department of Human Services: 2005: 76). 

4.6 Hobby farms

A second effect of de-watered properties that many interviewees complained about is that it aids the rise of inexperienced and/or hobby farmers. Taking the water right from a property devalues it and makes it easier for other people to purchase. While this can present opportunities for neighbouring farms to buy additional property relatively cheaply, it is an option that is less likely to be taken up during a prolonged drought when farmers already have significant levels of debt and feel uncertain about the future.  In Eric’s words:

Local people would like to buy out properties around them locally and build up but in a drought situation you can’t afford to do that either and the biggest issue with that is like it would be great. Yes everyone is saying “let’s buy local, keep the water local save our community” but economically it is not viable because all of the money is being generated in the major regional centres 

The cheap farms that local farmers cannot, or will not, buy are often bought by ‘hobby-farmers’. From the perspective of many of our study participants, hobby farms can be problematic for the local area for two reasons. Firstly, in the opinion of most of our interviewees hobby farms never generate the wealth and the flow-on effects for the local economy that more ‘serious’ farming enterprises do. In the words of one interviewee:

…somebody’s got a choice and, you know, they’re in a well-paid job and might say, “I’ll buy that”. We’ve got a couple of those sort of scenarios and then they run it as a bit of a hobby farm…they’re starting to encroach on good farming land…I still maintain that a bloke that is out there milking one hundred and fifty cows is better for the economy than a guy that is working in here [town], running a few sheep and got a nice garden and a nice place to live.

A second, more frequently voiced, concern is that hobby farms may encourage people who know nothing about farming to buy a property. Frequently, according to our interviewees, the people who buy cheap, de-watered properties are non-locals who do not know enough about farming to know they are purchasing properties that are unlikely to be productive:  

…they are people who have been conned, lured; I am not sure what it is…they just acquired a piece of dirt which was never going to be productive in any way and they’ve come to the town and they have no where to go and nothing to do. They’ve invested whatever monies they had, they’ve got a useless piece of soil…people come here and could be seduced, to look at the land, um, it looks green. If you don’t know about farming you might well go, “Oh, I could get a nice little few acres”. 

Furthermore, it is frequently asserted that hobby farmers also often don’t know enough to keep the property from degrading, with negative effects on neighbouring farms. Simon’s view was one we heard often:

…they [hobby farmers] don’t have the same respect for the land as a rule; they don’t understand drainage and they don’t understand weed control. If you’ve got a hobby farm next to you and you’re trying to grow pasture and all he is doing is growing thistles, it builds up a bank to stop natural drainage flow. It soon starts land degradation…. 

4.7 Inequity in local growth and development

The effect of trading in moving water from one area to another was perceived as fostering inequity in regional development, largely at Kerang’s expense. There was great concern that the loss of water was threatening Kerang’s economic security, while other regions that received ‘Kerang’s water’ were thriving. Many people thus expressed a concern that water trading was transferring growth from one region to another and that Kerang would be left behind. Almost unanimously our interviewees held that water should be tied to place. It was water, they argued, that had generated Kerang’s prosperity and its movement away, via sale of water rights, was a loss of its most vital resources. People thus commented on what they consider are the booming economies and communities of Sunraysia and complained that this was happening because they had been able to buy Kerang’s water. There was thus a perception that water trading would favour some areas more than others. It was feared that the areas that would suffer most would be those with traditional forms of agriculture, such as dairying and mixed farming, which are underpinned by the family farm. 

Areas that had been able to establish and develop high-value crops by buying in water were regarded as flourishing, while Kerang was perceived to be struggling to hold its own. We were told frequently that Robinvale had forged ahead because of the water it had been able to acquire to support high-value enterprises:

Robinvale…just exploded with grapes, fruit, stone fruit, you know that has just exploded in the last ten years and you hear that it keeps growing and growing and growing because of course they are obviously buying water from somewhere else…. 

Barr’s work suggests that the disquiet our interviewees feel about the transfer of water from dairying and mixed farming to high value horticulture has some basis in fact. Within the Goulburn-Murray Irrigation District, horticulture accounted for only about 5% of the water used, but generated much more wealth. By the early 1990s, it was estimated that average horticultural establishments were generating about $2000 in gross margins from each megalitre of water used. However, the mainstay of the horticultural system was the ‘block’ which, because of their irrigation systems and farm layouts, was unattractive to investors. But the creation of water markets made it possible for investors to undertake new development. Frequently these were corporate enterprises, but they and blocks needing secure access to water to protect their vineyards and orchards (Barr 2005: 75). 

In looking at the developments water trading has helped facilitate, particularly those down river, there is a fear that their growth will harm Kerang’s prospects. As one business man put it, ‘certainly it [water trading] is good for the development down the river, but, um, someone’s got to suffer and I hope it’s not us…’ Eric echoed a view we heard from many quarters; that is, that water trading was designed to shift economic growth to places supporting high-value produce. In his words, ‘…again my question would be why this has even been brought in in the first place unless it is to transfer growth from one region to another, that’s basically what’s happening’.

While there is an annual cap on the amount of water that can be permanently traded out of the Kerang area, there is a high degree of scepticism that this will stop long-term depletion of the water available to the area. An interviewee expressed a widespread fear that the cap would not safeguard Kerang’s water in the long term:

…July 2007 and it [the cap] goes to 4%, so what that says is that if that keeps happening there’s already 11% or 12% gone out. That means we’ve got roughly 88% to 90% left and if the cap goes to 4%, that says to me that in twenty years time, if it continues to happen and the cap got reached in 20 to 22 years time, there is not one bit of water left in this area, well we’ll be very bloody dry then. I mean in mathematical terms it could happen. 

4.8 Corporate agriculture and water trading

Many people expressed a fear that water trading was creating water barons who were buying up vast quantities of water and profiteering from their acquisition. Again this was an issue that also emerged from previous focus groups held in 2003 and which had then just emerged (Bjornlund, 2004b). This fear has obviously not disappeared with time and with experience with water trading.  ‘Water barons’ are greatly disliked by local people and are routinely conceptualized as being ‘outsiders’; they are referred to as ‘investors’ or as emanating from Melbourne. The cap on the amount of water that may leave the district which is in part designed to forestall such developments has done little to assuage the fear of farmers and local community members about the emergence of water barons. The reforms outlined in the Victorian Government’s White Paper that further separate ownership of land and water has heightened fears about water barons. While the White Paper introduces a limit of 10% on how much any one entity can own of one particular water source, our survey work suggests that this is not considered a satisfactory safeguard. None of the respondents strongly agreed and only 26% of entitlement sellers and 15% of allocation buyers agreed that the 10% rule is a satisfactory safeguard against ‘water barons’ Bjornlund (2006b). Al articulated a concern we frequently heard:

…this is one of the things that I’ve been very concerned about, that there’s been an investor from Melbourne who now owns something like twenty-seven farms from the Pyramid Hill area through to nearly Swan Hill…I use the word ‘opportunist’, but he wasn’t breaking any laws…he was simply smart enough to realise where water was heading, he bought those farms with the water, then sold the water off them… I don’t think he’s got any genuine interest in the area at all bar getting a return on his dollar…

The way to stop their emergence is to tie water to land; no-one should be able to own water without also owning land, according to most of our interviewees. (In our 2003/04 survey, 85% of allocation sellers and 92% of allocation buyers agreed or strongly agreed with the notion that water trading should only be allowed between people who own land on which the water can be used (Bjornlund, 2006b). Moreover, in the opinion of many of our interviewees, because water barons are more likely to emerge in contexts where water costs a considerable amount of money, the drought is providing a powerful impetus to their emergence. Water barons are held to have little interest in the welfare of the properties they acquire. They are also regarded as having little concern for the local community and as having few positive impacts upon it.

A minority opinion, expressed by only a few interviewees, is that ‘water barons’ do not actually exist; they are more a matter of people’s perception than of fact. While Brent gives little credence to their existence, he points to the fears that farmers hold about them:

…there’s really no such thing as a water baron in our irrigation area at the moment because it needs to be tied to land somewhere, so if you’re a water baron, you’re a land baron as well. But whether it’s real or perceived, it’s pretty strong in a lot of farmers’ minds and again [it indicates] how people distrust the government and water authorities.

Brent’s comments point to the power of perceptions and how they may be based on fears that are less easily articulated. While not dismissing the concerns people expressed about the actual or potential emergence of water barons, their unease sits with a broader disquiet about the rise of corporatised agriculture and the threat to the family farm it is widely believed that it poses. We did not hear much invective directed toward governments. This is not to say that there is not considerable anger felt toward them, but it did not emerge as a theme in our interviews.  Widespread and deeply felt disquiet was expressed about the role of corporate agricultural enterprises, including managed investment schemes (MIS), in the water trading regime. The concern over water barons may be an expression of a more widespread fear that their (potential) emergence, along with corporate agriculture and managed investment schemes, threaten the family farm and rural communities.  While many interviewees were grateful for the presence of corporate enterprises in their district, most nevertheless considered that they may have some long-term negative impacts for the family farm and therefore for Australian rural communities. The narratives on this topic extended beyond a concern for what was happening in Kerang, to what are regarded as nation-wide threats to the family farm and to the viability of rural communities.

Most of our interviewees consider that water trading is shifting the use of irrigation water from low-value undertakings to those whose produce generates more wealth. In their view, while local dairy and local mixed farms were struggling to hold their own, new enterprises devoted to horticulture and viticulture were being established. While some people were prepared to concede that this offered opportunities to the local economy, they nevertheless expressed alarm about what the decline of traditional farming (primarily dairying and mixed farming) would mean for their locality. However, they were concerned that water trading was intensifying a developing inequality between traditional forms of agriculture, such as dairying, and ‘new’ high-value enterprises, notably horticulture and viticulture. 

According to our interviewees, paying high prices for water was far more feasible for high-value enterprises than it was for traditional family farms. We were told by many interviewees that not only could high-value enterprises afford to buy water more easily than traditional family holdings, they drove the price of water up, making it even less accessible for dairy and mixed farms.  In the eyes of most of our interviewees, this posed longer-term dangers to the viability of traditional family farms and this, in turn, raised questions about the sustainability of many rural communities. Trevor’s opinion was one we heard voiced in many quarters:

… most of the water trade market over the last three to four years has been generated by managed investment companies…[they are] setting up large irrigated holdings along the Murray River where they’ve got access to reliable water supplies….what that does is really drive a high market value to the permanent water because they have the capacity to pay, where the average farmer doesn’t have the capacity to pay.

Clarence elaborated on the way that enterprises producing high-value commodities (usually horticultural or viticultural undertakings) needed secure access to water because of their plantings and they could afford to pay for water. By contrast, enterprises producing lower-value commodities, in his opinion, could not generate enough profit to make it viable for them to purchase water: 
…water trading will be good for our area…if it is around $50 to $80 (per Ml for water allocations) because it’s very affordable for our dairy industries; anyone opportunity cropping will be able to buy it and utilize it... In the other system … I think [it] made $475. There’s no way the dairy industry…[can afford this]. Apart from probably Brown Brother type industry who has got to have water to maintain it [and can afford it]...But anything on pasture based or grazing of livestock, there’s no way in the world they can get a return with that sort of money.

Carmen relates how increased water costs, along with other price increases, are affecting farming practice. In particular, the cost of water has played a significant part in her decision to get rid of her dairy herd. Carmen comments on the price pressures facing many farms:

…you’ve got your fuel that’s gone up, you got grain and so on, that’s not cheap, um you’ve got your labour that’s gone up and milk prices are not going up… and your water’s gone up; every time we get our water rates, it’s gone up. So, you know, your inputs are going up all the time, but what you are actually getting out of it isn’t. 

It is not just that smaller, family-run enterprises face tight margins; a commonly voiced opinion was that family farms cannot compete with corporate and MIS undertakings because they do not have the same resources. As Carmen says, ‘… I mean if you think about their pockets and the little farmer, there’s no comparison’. Moreover, there is a widely held perception that policy favours MIS and corporate enterprise. For instance, Brent reveals that  ‘…farmers feel that they can’t compete with a conglomerate that gets significant tax breaks as a superannuation fund’.

Katherine also commented on an issue that we heard mentioned frequently. It is widely perceived that corporate agricultural enterprises and family farms do not exist on a level playing field and that the corporate players receive unfair benefits. In Katherine’s opinion:

Um, there’s a lot of anger about … tax laws and subsidies that go to some of the new created industries, like the olives and the almonds and stuff like that, the hardwood timber, that type of thing. And there’s no equitable respect for the industries that have been there, like the dairy and things like that….

Al articulated the widely held belief that corporate agricultural enterprises have advantages in their capacity to buy water:

…depending on their tax situation, if they’re let’s say, that if you are paying 49 cents in the dollar and they can get 100% write off with the money they put in, they’ve got a 49% advantage over us to compete on water. Is that really a level playing field? No bloody way in the world. 

Not only do corporate and MIS undertakings attract resentment because of a perception that they receive preferential treatment, they are also regarded with some negativity because they are not held to contribute to the community in the way family farms do. In Tricia’s words:

I mean they buy up water and …they don’t put much back into the community because their employees come from all over the place, they buy their plastic parts and their trees and their posts and their whatever from all over… they don’t buy them from [town name] and that doesn’t do anything for the wealth of the community.

In addition, while some welcomed the presence of corporate ventures into the area, they did acknowledge that their employment practices were different and they may not make the same economic contribution to local communities that family farms do. They are building large estates but not using a lot of local labour and they are not using local technology, we were told. They also use transient labour, though they do employ some locals in permanent positions. However, the feeling is that more money goes out of the district because of them than would be the case with more locally centred enterprises. It is considered unlikely that big corporations would use locally based accounting and legal services, for instance. Michael concedes that while corporate enterprises might make some purchases locally, he sees a negative aspect to this.  As Michael sees it, ‘…the tractors are quite often bought local…but because they buy bulk they’ll often screw local wholesalers or the retail outlets down to a better rate’.

Jared, who runs a local employment agency, says that corporate agricultural enterprises have, ‘….stopped a lot of your local employment’. While Jared is also glad for the presence of corporate enterprises, because they are one of the few local sources of development, he suggests that their profits are, ‘…dollars going out of the area…’. Frank also expressed a concern that corporate enterprises did not use a lot of local labour. However, he did suggest that Timbercorp is trying to develop socially responsible policies through promoting programs with the local Indigenous communities. 

Trevor is far from opposed to trading because of the new economic development it is facilitating in and around Kerang. He does, however, hold fears about the long-term impact of water trading; it will damage family-based farming, with profound ramifications for the social landscape of rural Australia.  In Trevor’s words:

…at the end of the day I think a lot of this water-based policy is going to rip the heart out of rural Australia, it’s going to see water end up in the hands of monopolies, like managed investment companies…so, I’m not too sure whether we’re getting, whether our agriculture is headed in the right direction. I see some, um, real negatives for the family farm…. the small family farms are under pressure and they’re being forced out by low commodity prices and high costs. Now I see a time when the cost of water is going to basically price [family] farming out of the market.

Farms run by corporate enterprises and MIS generated enormous ambivalence among the people we interviewed. They welcomed them in some respects. As mentioned previously, many ‘traditional’ family farms engaged in dairying or mixed farming are shrinking their activity in response to the drought and the high cost of key inputs, including water. Hence, the economic benefits they normally contribute to local economic and employment activity have also contracted, according to our interviewees. The establishment of corporate and MIS properties are therefore one of the few forms of agriculture that are expanding and providing some new local development. As such, they offer some economic benefits to communities at a time when normal avenues of economic buoyancy are not holding up. However, many of our interviewees considered that their expansion was occurring at the expense of the family farm and that the long-term effects of this on the local area are negative because they do not benefit communities in the myriad ways family farms do. Our interviewees, for the most part, agree with the Goldschmidt hypothesis that a greater number of smaller, family-owned farms are more likely to support vibrant rural communities than a smaller number of corporately owned properties (Young 1994). Irrespective of the validity of the Goldschmidt hypothesis, it is a proposition most of our interviewees endorse.

While the principle of water trading is that water will flow to the enterprises and areas producing greatest profits, many people do not believe that such market-based imperatives are conducive to sustainable agricultural enterprise and, therefore, to sustainable communities. Trevor expresses this concern:

Now I’ve got a real problem with high-value agriculture…Anything involved in agriculture is subject to market fluctuations and we’ve only got to see what’s happened to the stone fruit growers, the wine grape growers. There’s wine grape growers going out of business in Mildura and, you know, that was I guess the model that government people were saying “this is what we need to do, this is how we need to use our water”. But in the last two or three years, someone who has been growing fat lambs on pasture has probably been doing reasonably well. So, agriculture is a fluctuating market…it’s not something you can pin-point and say, “this is what’s going to happen” because markets can shut down; you know the stone-fruit market in Taiwan closed up over night….

Al considers that the ‘shocks’ of market fluctuation make it difficult to ensure stability in agriculture. In his words:

...I think we’re trying to pick winners and we’ve had, you know, the last decade telling us what a great thing wine and grapes has been, you know, water will go there, the highest and best value. So, what’s happened to the grape industry in the last three years? … down to nil. 

4.9 Cost of irrigation 

Water management authorities have not been exempt from the imperatives of economic rationalism and are expected to supply water on a full cost-recovery basis (Barr 2005). The emphasis on farmers paying the full cost of water supply, recent Victorian policy initiatives and the loss of local farms as they sell up, is generating widespread angst about the future of irrigation for farmers. Farmers are angry about what they perceive as the unjust costs built into water supply. As Simon relates:

…these guys here had 57% [water allocation] and had to pay for 100%, which is a sore point. And on top of that, they had to pay for the pumping cost of the basin that year… $4.3 million…you know a crippling sort of cost three years ago.
Malcolm suggests farmers are being penalized in a way that people living in cities are not because they are so economically dependent on water:

… like if they [farmers] get 17% water right, they still pay for the 100%. Now start doing that to city people, charge them X amount of dollars for their water right and then say, “But sorry, we’ve got water restrictions on, so you can only get 20%, but we are still going to charge you 100%. Sorry, but that’s how it is”. You see if they’ll be in government next time. The equation is so out of sync. 

There is considerable uncertainty about the future supply to irrigators. A widely held fear is that if a number of farms are abandoned or decide not to purchase water, there may only be a few properties left on an irrigation channel or spur; the cost of supplying water to a reduced number of properties will escalate dramatically. In such circumstances, farmers fear that water authorities will either refuse to keep supplying them or the costs of maintaining supply will be prohibitive. Cathy and Katrina tell of such a case:

That’s actually happened. Just recently we had somebody ring us up who was in that exact situation and they were asked to take over the maintenance because they were at the end of the line…that was certainly a worry to them, yeah that if they didn’t take over the maintenance of that channel that they would end up missing out.

Farmers and community members alike consider that it is inevitable that declining farm numbers will see the cost of supplying irrigation escalate. Al’s assessment was one we heard repeatedly:

Yeah, [the water authority] have got a business to run, they’ve got wages, they’ve got infrastructure to maintain…if you have 1000 people paying for that in 2000 and now you’ve only got 750, that means obviously through mathematics that the cost of maintaining must have gone up for those ones that stayed by 25%.

This scenario raises questions about whether farmers can continue to buy water if the cost of supplying it increases too much. If farms are left without access to irrigation, individuals may be left with a property that has received massive capital investment. However, its value may not be recouped if it cannot be sold with economically attractive and secure access to water. Research by Bjornlund and Shanahan (2007) clearly shows that if properties do not have adequate water at the time of sale the buyers reduce the price they are willing to pay for the property. This may make farmers nervous about staying on their properties. Katherine articulates a widespread concern:

…the government… is putting the cost of the infrastructure back onto the user and the users are reducing and in these pockets where water trading has had greater impact, it’s leaving individuals sitting out there. So, through no fault of their own, they’re now responsible for this dirty long spur…And they’re not only just thinking, you know, “is it still going to come? I can’t afford to pay this infrastructure cost, its being shared now between so few” Are they going to get any choice? 

4.10 The positive effects of water trading

While the dominant narrative told by our interviewees was one of fear about the long-term implications of water trading for the productivity and wealth of the region, a minority viewpoint was that such trading offered opportunities for the area.  This group of interviewees, while acknowledging the downside of having unattended properties occasioned by water trading, also saw it as an opportunity to get ‘new-blood’ and new vision into the local agricultural sector. Properties that have had their permanent water right sold are relatively cheap to buy and so offer an avenue for new people to engage in agriculture. In Trevor’s words:

…what it does, it also leads to an opportunity for X or Y to get into dairying, if they see it as an opportunity for them and we’ve got people do that…I know a guy who’s never been dairying…and in the last two years, he’s got into dairy farming; he’s probably milking about five hundred cows, he’s leasing some of these properties that have sold the water off and he’s making use of that resource…

Further, the tendency for water trading to facilitate the development of high-value undertakings could help a shift from traditional dairying and mixed farming to more high-value products. This would help offset the potential economic loss to the area of declining farm numbers and declining productivity and profitability, according to some interviewees. This more optimistic set of interviewees, who were in the minority, also considered that water-trading, particularly in the water rights market, had allowed the development of large scale horticultural and viticultural enterprises in the Kerang area. Brown Brothers, for instance, have recently developed another thousand acres of grape vines. A large olive growing operation, financed by a MIS, has been established in Boort. Furthermore, a large cherry orchard has been established not far from Kerang. Brent observes how some people view the developments occasioned by water trading with some degree of acceptance, if not endorsement: 

I don’t think there’s necessarily the same negativity toward just a group of corporate people buy[ing] a dairy as an investment there and keep that farm going and keep the water in the district and keep employing local people, then they’re not seen as so bad. But you go over to Boort and the olive guys are not seen so bad because they pump a lot of money into the local town, local economy.

However, the positive economic benefits of trading, according to some of our interviewees, are not confined to agriculture. For example, a prominent agribusiness has not long opened new and enlarged premises within Kerang and a new industrial estate is developing rapidly. Because water trading has allowed many farmers to sell their water for considerable sums, certain local industries were doing well, we were told. For example, many farmers who sold their water left the family farms and were able to buy new houses in Kerang itself, or in nearby communities. As Justin relates:

…the building industry, it’s doing pretty well in town. So, as farmers sell their water; those that have been able to survive are pretty flush with funds, they can afford new houses. So, your building industry is doing pretty well. 

A new ninety lot subdivision has been opened in Kerang and twenty were sold within two months. In addition, another twelve lots have been sold in the new industrial estate developed in the township and existing manufacturing enterprises are expanding. Two new car dealerships have recently commenced business in Kerang and Landmark, a large agribusiness, has also recently expanded (Griffith pers comm.). These developments, which add to the diversity of Kerang’s and the district’s economy, would not have been possible without water trading, according to those interviewees who were prepared to concede that trading has some benefits. 

Michael says that while there are down-sides to water trading, it has generated a set of negative perceptions that don’t necessarily match the facts. In his words:

I mean you’ll get people who are doom and gloom, “it’s this, it’s that, it’s always such and such” and that’s probably true, but I think you have got to remain positive. There’s a lot of new businesses coming into this area here…I mean we often get fact confused with fiction…try and get a builder in Kerang, you won’t get one, you try to get a plumber, its very difficult to get one. 

4.11 Perception of trading

As Bjornlund (2002) notes, acceptance of markets is essential to their successful function. In his view, rural communities need to understand the benefits of markets to be able to participate in them and so derive some benefit from them. Despite the positive assessment of trading of some interviewees documented in the preceding section, the overwhelming perception of trading by community members is negative. This section examines some of the beliefs, perceptions and values held by interviewees in relation to water trading. 

Almost without exception, our interviewees believed water trading had, or would have negative effects for the long-term future of the community as a whole.  Older people in particular are believed to be perturbed by water trading. Trevor suggests, ‘…it’s a big change, you know, they’ve been used to using a certain amount of water and now things have changed’. A local business man, Malcolm, points to a lot of town people, ‘…crying doom and gloom and saying this will be the destruction [of us]….’.. In addition, the rural financial counselling service told us that, ‘…a lot of farmers get very, very angry about the water trading’.  Part of farmers’ anger, according to staff at the local rural financial counselling service, is that different supply systems have different allocation levels. So, farmers who are neighbours may be receiving different allocation. Farmers often express frustration over such things: “…they’re being allocated more and you know [they] should get less”. 

Jared comments that there is widespread concern in the community, across the board, that trading will result in a permanent loss or decrease in the irrigation water available to Kerang: ‘…you hear a lot of people saying…”once its gone, its gone”. Jared himself does not believe this, but suggests that once water leaves it will be hard to get it back: ‘…it takes a lot to get it back’. Indeed, we did hear from a few interviewees that they believed some water previously traded out of Kerang has been bought back; for instance, some failing viticultural enterprises in Sunraysia are credited with some water flowing back to Kerang.

Even individuals who disliked the impact of water trading on the community conceded that it may be blamed for things for which it cannot really be held responsible. It may be that water trading becomes something of a lightning rod for all the woes that are currently besetting farmers and farming communities.  According to Simon:

…there’s an argument that says “if there wasn’t water trading, there’d still be water in the dam”. Now I tried to get the best technical answer to that and I am told that’s not the case…. 

Brent tells a similar tale:

…I reckon there’s a group of farmers [who] have trouble with the causality of all this sort of stuff, “so, we’ve got water reform, we’ve got a drought that’s been going on for ten years, um we’ve got this sort of reconfiguration stranded assets stuff…as a result of trade”. …And its all been lumped together…some farmers are saying “well, we always had water before and [now] we’ve got no water.

Another interviewee pointed out how difficult it can be for farmers who are receiving low water allocations and surviving on limited incomes to regard water trading in a positive light, ‘…there’s friends of mine over the river here, with zero water and no income for twelve months, so its very hard to try to convince [them] water trading’s the right way to go’.

Despite this overwhelmingly negative view of trading, our interviewees were able to acknowledge its advantages in particular areas. Trevor, in a minority opinion it must be conceded, said that the widely held view that it would harm the local economy was not supported by available evidence. In his view:

It’s interesting because everyone says “oh the effects of permanent water trading must be terrible”…but we don’t see the evidence of this; we don’t have clear, concise, distinct evidence to suggest Kerang is going backwards. In fact, it’s the opposite; Kerang is going forward….I don’t think water trading impacts upon the local economy to the extent that most people think. They look at water trading, “oh it’s terrible”, but you’ve got to look at what the economic make up of the town is. 

Clarence, likewise, feels trading is not having such a negative impact on the town. Selling water has freed up capital that people can spend. He suggests that a lot of the negative effects being attributed to water trading are really the outcome of drought.  He suggests that, ‘…things are tightening up now, like they are everywhere, but I don’t think it’s [water trading] had a dramatic affect on the town’.

While there is a near-universal dislike of water trading, there is also a near-universal acceptance that it is now a fact of life and people accept the fact that it is here to stay. Clarence also feels that attitudes have changed since the introduction of trading. People have accepted water trading as a fact of life and are learning how to make the best of it. They are now more willing to engage in trade. Clarence says:

… I think people have accepted now that’s the way water is and that’s the way it’s going to be, you know. But in the early days, oh, it was the talk everywhere, you know, “never ever sell water, never going to do this, never going to do that”. The dollar signs did it all and I think people have just accepted that’s it.

Farmers are ambivalent about the taking of ‘irrigators’ water’ to restore environmental flows, particularly given the hardship they are experiencing. As Michael expresses it:

It’s been suggested the government should buy water on the open market for environmental flows… Most farmers would say that water should go back to generating income. The story many times is that, you know, if it wasn’t for weirs and the control of water, I mean the Murray River would have dried up four or five years ago…. 
Another frequently voiced perception is that cities will receive water at the expense of irrigators and rural communities. Repeatedly we were told that irrigation water would be diverted to ‘flush toilets in Bendigo and Ballarat’. This tied in with a view that the votes of rural people do not carry the weight of city votes and that as cities became increasingly short of water, supplying them only occurs at the expense of irrigators.  Not only will this make water scarcer, it will drive the price up for irrigators. Carmen articulates some widely held perceptions:

So that is going to put real pressure on farmers who want to buy water because they’re talking like Ballarat and Bendigo are landlocked and they’re going to have to go on the market to buy water. So, that’s going to be an expensive proposition if farmers want to buy water from now on….

While most interviewees did not like or approve of water trading they frequently concede that it has benefits for individuals who sell their water. It allows farmers to solve their immediate financial problems. If they so desire, it allows them to leave farming with dignity, rather than finally being forced to sell or walk off the property with few financial reserves. Furthermore, whether farmers retire or not, the capacity to sell water (permanently or temporarily) has given them the opportunity to retire debt.  A corollary to this is that the retirement of relatively large numbers of farmers into town has created something of a boom for the local building and property industry.

Despite the widespread negative evaluation of water trading, some people acknowledged that it has some positive implications. One of the most frequently voiced positive evaluations is that it has moved water to people who are making good use of it; it has moved from mixed farmers, for instance. A few other interviewees suggested that the increasing cost of water had been a significant inducement to farmers to  improve  their practices to use water more efficiently. Further, it is a substantial fillip to the development of new, more efficient irrigation practices. It has had an additional benefit of allowing farmers to acquire water, to fund farm expansion or undertake new activities, without having to purchase and maintain more land. This has increased the capacity of farmers to adapt more quickly to changing circumstances. This benefit extends beyond individual farmers to the advantage of the ‘public good’ because it has been an incentive to the more efficient use of water as a resource. In the same vein, the pricing structure of water has meant that it is not being supplied to land that should not be farmed. Previously, when water was not in short supply, it was channelled to land that was unsuited to agriculture. In addition, water trading has encouraged the growth of agricultural diversity as farmers try higher-value enterprises that provide a greater return on the investment in water and other inputs.

5 regional economic performance 
The concerns expressed by residents of Kerang and its hinterland about the socio-economic impacts of the loss of water from their district are mirrored in other settings. Bjornlund (2004b) found that rural communities do have concerns about the loss of local water and that these cluster around the same issues our respondent nominated:

· Fewer on- and off-farm jobs

· Flow-on effects to local businesses and services

· The environmental effects of de-watered farms 

As previous sections of this report indicate, these concerns are dominant ones within Kerang. However, Bjornlund (2004b) also discovered that many people in rural communities were concerned that selling water permanently would entail a decline in property values that would lower the revenue available for local councils. Fenton (2006) also found that people in Kerang and nearby communities were concerned about the effect on local rates. This was not a concern expressed by the majority of our interviewees. Some mentioned it, but it did not emerge as a dominant theme in the interviews. 

However, data available up to 2004 do not suggest that the mooted decline in property values was eroding the revenue available to council (table 1). This suggests that the sale of farms and/or declining property values is not having a markedly negative effect on the revenue available to council. In part, the vibrant building industry and real estate market within the Kerang township may be off-setting any decline in the value of farming properties within the shire. However, a few did express unease that when the Victorian Government’s White Paper reforms were introduced later in 2008, which will separate water right from farm valuation???, council revenue would fall dramatically.  However, it is almost certain that once ‘unbundling’ comes into effect, revenue available to council will decrease substantially. The Gannawarra council predicts that it could lose up to $745,000 due to this change (Gannawarra Shire Council 2007). The final impact, however, will depend on the rating approach taken by councils. Councils have the discretionary power to rate different types of properties differently; also the valuation authorities have the ability to value land which can be supplied from existing water infrastructure at a higher value than land that can not be irrigated based on existing infrastructure.
Table 1: Revenue Available to Gannawarrra shire 

	Year
	$m

	2002
	14, 020

	2003
	14, 318

	2004
	14, 467

	Source: ABS National Regional Profile, 2000-2004. ABS Catalogue 1379.0.55.001


Our interviewees told us that because farmers had been able to profitably sell their water, many of them are moving into Kerang and building new houses in which to live. However, these data are for the shire and reflect what is happening in a number of communities in the shire, so it cannot be stated with certainty that they reflect activity in Kerang; they do, nevertheless, confirm the anecdotal evidence of our interviewees. Kerang has experienced the real estate boom, with flow-on effects for other trades, such as plumbing. The available data indicate that there is healthy activity in the building industry in Gannawarra as a whole (tables 2 and 3); the number of approvals for new houses has continued to increase. If, however, the perception of our interviewees is correct and building is due primarily to farmers, having sold their water, building new houses the building boom may be temporary. However, the development of manufacturing within the shire may be a fillip for the trade and associated industries.
Table 2: Number of building approvals - - houses 2000-2004, Gannawarra  SLA

	Year
	2000
	2001
	2002
	2003
	2004

	Number 
	21
	21
	28
	37
	59

	Source: ABS (2006) National Regional Profile, Gannawarra


Table 3: Residential building approvals - Gannawarra 2000-2004

	Approvals per 1,000 population
	2000
	2004

	
	0.0-3.9
	4.0-5.9

	Source: Department of Sustainability and Environment (2005)


While housing approvals for Gannawarra have continued to increase in the past decade, in 2000-2001 they still lagged behind the rate of increase of approvals in other settings.  In 2000-2001, there were <4.0 / 1,000 population housing approvals in the shire, compared with 6.0-10.0 / 1,000 population in Mildura and >10.0 in Melbourne (Department of Sustainability and Environment 2002: 35). 

Available data suggest that Gannawarra has participated in the property boom that has characterised Australia as a whole in recent years, also suggesting economic buoyancy in the district with markedly increased house prices since 2002 (table 4). Units and apartments are the only dwelling types to have witnessed a decline in value in recent years. However, it should be noted that the number of house sales appears to drop off sharply between 2005 and 2006. However, given that the 2006 figures are estimates, they should be treated with caution (table 4).

Table 4: Gannawarra house prices 2002-2006

	
	2002
	2003
	2004
	2005
	2006

	Median House price
	80,000
	95,000
	112,500
	120,000
	135,000

	Median unit/ apartment
	78,000
	123,000
	120,000
	112,000
	86,000

	Median vacant house block
	25,000
	24,000
	28,000
	43,500
	52,000

	Number house sales
	211
	211
	226
	204
	59

	Source: Department of Sustainability and Environment (2005): note 2006 data estimates only


The extent of the property boom in the past decade is also evident in table 5. All the areas listed experienced significant increases in property values between 1994 and 2005. However, it is noteworthy that the increase was markedly less in Kerang than in other locations. It is also interesting that since 2003, property values in Kerang and, to a lesser extent, in nearby Robinvale have declined, while almost every other nearby location they continue to experience increases. Kerang has experienced the greatest decline in property values, which our interviewees would almost certainly take as evidence that other areas were experiencing more growth and that Kerang risks becoming somewhat stagnant in comparison. More recent data from a different source suggest that median sale prices for houses in Kerang are continuing to increase. In July 2006 the median house price in Kerang was $165,000, which had risen to $210,000 in June 2007 (RP DATA 2007).  
Table 5: Property values in selected locations – 1994-2005
	Location
	1994
	2003
	2004
	% Change 1994-2004
	Preliminary 2005
	% Change 2004-2005

	Kerang
	72,750
	113,000
	110,000
	51
	104,750
	-4.80

	Robinvale
	66,888
	135,000
	132,500
	98
	130,000
	-1.90

	Kyabram
	91,000
	141,755
	155,000
	70
	175,000
	12.9

	Swan Hill
	85,000
	155,000
	173,250
	104
	215,000
	24.00

	Mildura
	95,000
	170,000
	184,000
	94
	186,000
	1.10

	Echucha
	105,000
	204,500
	223,000
	112
	247,500
	10.9

	Bendigo
	84,000
	183,500
	200,000
	138
	192,000
	-2.40

	Source: Loddon Mallee Accommodation Network 2005: 10).


Despite the Shire Council’s success in increasing the prominence of manufacturing in the local economy, the economic diversity index of Gannawarra is little changed in the decade 1991-2001. In fact, the Bureau of Transport and Regional Economics (BTRE) has concluded that within Gannawarra the diversity index between 1996 and 2001 has been largely stable (table 6). 

Table 6: Economic Diversity Index 1991-2001

	Gannawarra – Economic Diversity Index
	1991
	1996
	2001

	
	86.9
	87%
	86.6%

	Source: Department of Transport and Regional Services (2003)


The number of small businesses in the area has shrunk somewhat between 1991 and 2001 (table 7).. However, business income generated in the same period increased. This does not suggest general economic contraction but rather supports the suggestion that rationalization has taken place. Further, these figures are experimental estimates and relate to the period prior to the onset of the drought. However, they do encompass the period covering the first five years of trading of water right and do not, prima facie, demonstrate a negative impact on local businesses. On the other hand, the uptake of permanent trade was relatively slow in its early years and these data may not, therefore, be an accurate reflection of the impact of water trading on the local economy after 2001 when most of the trading out of Kerang took place. 
Table 7: Experimental estimates: Number of small businesses and total income - Malle Region
	
	1995-6
	1999-2000
	2000-1
	% change no. businesses 1995-6 to 2000-1 = -3.7

	Number of Businesses
	11,273
	11,109
	10, 855
	

	Income (m$)
	2240
	2545
	2717
	% change Income 1995-6 to 2000-1 =21.3%

	Source: ACIL (2004)


The unemployment rate in Kerang has fluctuated in the past two decades (table 8). It rose somewhat sharply in the decade 1986-1996, but has returned to close to its 1981 levels since then. These data relate specifically to Kerang and hence reflect what is happening in the local economy. 
Table 8: Kerang unemployment and participation rates 1981-2001

	Time
	1981
	1986
	1991
	1996
	2001

	Unemployment (%)
	5.7
	9.1
	11.0
	9.2
	5.9

	Participation (%)
	56.5
	54.1
	55.1
	51.6
	54.6

	Source: ABS -Towns in time


The data on workforce participation and unemployment rates do not suggest that water trading has had a negative effect  within the Gannawarra Shire (table 9). The rate of unemployment has halved in the ten years, from 1991 to 2001. Participation rates have also increased. However, these data derive from a period before the economic impacts of the drought would have been manifest, so current data may not be as favourable. Moreover, they do not reflect the time period in which trading of water right began to significantly increase. 
Table 9: Ganawarra employment and unemployment rates 1991-2001

	Status
	1991
	1996
	2001

	Employed
	91.0
	93.2
	95.8

	Unemployed 
	  9.0
	  6.8
	  4.1

	Source: ABS -Towns in time


The growth in manufacturing, construction, property and business does not offer strong support for our respondents’ accounts of a declining local economy, with diminishing employment prospects, due to water trading (table 10). It does coincide with what we were told about the impact of trading in spurring activity in building and related industries. The growth of employment in the health and community sector is consistent with the aging of the population, while the slight reduction in employment in education confirms what we have been told about the effects of declining student numbers.
Table 10: Gannawarra employment by sector 1991-2001
	Sector
	Year

	
	1991¹
	1996
	2001

	Manufacturing
	7.6
	8.9
	 9.6

	Construction
	 4.1
	4.4
	 5.2

	Retail
	12.0
	13.3
	13.7

	Property / business
	2.3
	4.4
	4.0

	Education
	 6.0
	5.4
	5.5

	Health and community services
	6.3
	6.9
	7.9

	Source: Towns in Time. ¹ % unemployed within sector


Table 11 suggests a negligible decline of employment in the categories of management and administration, as well as in employment in professions, in the decade 1991-2001. Further, employment in the trades and related sector declined during this period. This could reflect a declining number of apprenticeships being offered locally; many of our interviewees commented on this phenomenon. Table 11 does indicate strong employment growth in some sectors that are semi or unskilled forms of employment. If this trend were to be sustained, it may have long-term implications for the wealth of the local population, with possible consequences for the local economy. 
Table 11: Sectoral Employment 1991-2001
	Sector
	1991
	1996
	2001

	Manager / Administration
	30.9
	 30.8
	 29.9

	Professionals
	8.9
	9.4
	9.5

	Associate Professionals
	 5.4
	8.9
	8.0

	Trades and related workers
	 11.4
	 11.2
	10.5

	Intermediate, clerical, sales and service workers
	6.6
	8.9
	 10.1

	Labourers and related workers
	 10.6
	 10.3
	12.3

	Source: Towns in time. Note: 1991 figures are indicators only since classification changed post 1991 census


Despite the strong and consistent narrative from most of our interviewees concerning declining farm numbers and, therefore, of dwindling employment opportunities in the agricultural sector, the level of employment in the agricultural sector has increased in the two decades between 1981 and 2001(table 12). These data do not, however, cover the time period in which the effects of the drought would be impacting on the local economy. This table also reveals that the employment growth in non-agricultural sectors precedes the introduction of water trading. This could be suggestive of broader, longer-term structural adjustment in the economy of the region. It may be that the impact of water trading merely exacerbates pre-existing trends. With the exception of employment within finance and insurance, along with transport and storage related fields, the decreases in employment have been in sectors related to government sponsored employment. Again, this suggests that shifting employment patterns cannot simply be attributed to the introduction of water markets. The emergence of economic rationalism during the 1980s as a guiding principle of government policy explains the decreases in employment in many of these sectors. 
Since 2000, Gannawarra SLA has seen its unemployment rise somewhat from 3.1% in 2002 to 4.3 in 2004 (ABS National Regional Profile 2006). Loddon Mallee is the Victorian Government Service region within which Kerang sits and the employment data for this region paint a darker picture of unemployment trends than the data for Gannnawarra LGA do. Between March 2003 and 2004, the unemployment rate in Loddon Mallee rose from 5.4% to 7.6%. The regional unemployment rate of 7.6% was slightly higher than that for Country Victoria overall, which was 7.0%. All 10 Loddon Mallee LGAs had higher unemployment rates in March 2005 compared to March 2004 (Loddon Mallee Accommodation Network 2005). 

More recent ABS figures for Mallee, which takes in the area to the west of Kerang and would include mixed farming areas particularly affected by the drought, show that unemployment has risen sharply from 2003. In 2003, Mallee’s unemployment rate was 5.0 % but has risen to 7.1% in 2004 (Department of Employment and Workplace Relations, 2005?? Or what). 
Table 12: Employment by sector 1981-2001

	Industry (%)
	1981 
	1986
	1991
	1996
	2001

	Agriculture, forestry & fishing
	6.8
	6.0
	5.6
	6.1
	7.7

	Mining
	0.2
	0.2
	0.2
	0.0
	0.7

	Manufacturing
	6.9
	3.8
	4.9
	6.5
	9.1

	Electricity, gas & water supply
	6.5
	6.6
	6.1
	3.0
	3.4

	Construction
	6.2
	7.3
	6.7
	7.5
	7.6

	Wholesale trade
	7.4
	5.9
	5.8
	5.7
	6.2

	Retail trade
	23.3
	21.9
	21.2
	22.0
	22.8

	Accommodation, cafes and restaurants
	3.2
	3.5
	4.1
	3.6
	3.4

	Transport and storage
	4.3
	6.9
	4.6
	3.5
	2.3

	Communication
	2.5
	2.4
	2.3
	2.0
	1.1

	Finance and insurance
	3.5
	3.5
	3.9
	2.6
	2.2

	Property and business services
	3.6
	3.4
	4.3
	8.4
	5.8

	Government administration and defence
	6.4
	6.1
	7.1
	6.9
	3.0

	Education
	8.5
	9.7
	10.0
	8.5
	8.6

	Health & community services
	8.1
	9.7
	10.0
	10.4
	12.3

	Cultural and recreational services
	0.2
	0.6
	0.3
	0.4
	0.4

	Personal and other services
	2.3
	2.4
	3.0
	3.0
	3.3

	Source: Towns in time


It is not possible to gauge spending patterns and their local economic effects. However, we can document changes in household income for Kerang over time (table 13). It is apparent from this table that there has been a downwards shift in household income during the decades 1981-2001. The most striking features of this table are the increase in the percentage of households in the lowest income quintile and the near-halving of the percentage of households in the highest income quintile. These data indicate that, overall, households in Kerang have lost ground between 1981 and 2001. Given the longevity of this trend, it cannot be attributed to the drought or to water trading. However, intuitively, it is almost certain that the drought would intensify this trend. The effects of water trading on these data are hard to interpret. Undoubtedly, some farming households that have sold water would have seen a rise in the income available to their household. Conversely, if farms are struggling on de-watered properties or they cannot afford to buy adequate water to maintain their usual productivity levels, the income to their household may be lower than it previously was.  

Table 13: Kerang household income 1981-2001 

	Household income
	1981
	1986
	1991
	1996
	2001

	1st quintile (lowest)
	35.9¹
	37.2
	37.7
	38.8
	40.5

	2nd quintile 
	28.0
	29.2
	29.2
	30.9
	30.2

	3rd quintile
	20.6
	20.9
	21.6
	20.0
	21.5

	4th quintile
	15.5
	12.7
	11.4
	10.3
	7.8

	Source: ABS -Towns in time. ¹ % of household within quintile 


Other data indicate that Kerang is holding its own in relation to many nearby towns when median weekly income is a measure. It is wealthier than nearby Barham-Koondrook, but is doing less well than Mildura (regarded by most of our interviewees as a primary destination for Kerang’s traded water). Kerang’s median weekly income is markedly less than the average for Australia overall. Data from the 2006 census confirms that average incomes in Gannawarra remain lower than averages for Australia. However, average incomes for rural areas are generally lower than those for Australia as a whole, so these data may not reflect any phenomena that are specific to the case-study site. Moreover, it is impossible in this report to stipulate the role that water trading may play in these figures. Median individual income in Gannawarra in 2006 was $372 compared to $466 for Australia as a whole, median household income in Gannawarra was $702 compared with $,1027 for Australia and median family income in Gannawarra was $960 compared to an Australian average of $1,171 (Australian Bureau of Statistics 2007). The percentage of households on high incomes (>$52,000 per annum) is lower in Kerang than in Gannawarra as a whole (RP DATA 2007). However, the average median weekly income for Kerang is lower than that for Mildura, but higher than for some nearby towns (table 14).
Table 14: Weekly Income for Gannawarra communities, nearby towns and Australia (2001)

	Location
	Median Weekly Income

	Mildura
	$600-699

	Robinvale
	$500-599

	Kerang 
	$500-599

	Cohuna
	$500-599

	Barham-Koondrook
	$400-499

	Australian Households
	$700-799

	Source: Department of Infrastructure 2006 


Other data on the socio-economic situation in Kerang are virtually non-existent. To the extent that relevant data exists it is for electoral divisions, shire council boundaries or statistical divisions. As blunt as these data are, they do provide the best picture available of local conditions. The IRSED (Index of relative socio-economic disadvantage) for Local Government Areas (LGAs) indicates that Gannawarra is relatively advantaged..
 Moreover, Gannawarra’s IRSED score improved between 1996 and 2001. In 1996, Gannawarra had a score of 999.4, indicating a degree of disadvantage. It’s score in 2001, however, had improved to 1016.6, suggesting it is a somewhat advantaged LGA (Department of Human Services- Measuring Disadvantage Across Victoria). 

Despite the IRSED data for Gannnawarra, a somewhat different picture emerges in relation to the federal electorate of Mallee, within which Kerang sits; it had the lowest average annual wage and salary level of all Australian electorates in 1999-2000. This almost certainly reflects low income levels rather than high levels of unemployment, because Mallee’s unemployment rate was relatively low at the time these data were collected (Department of Human Services). There can thus be considerable variation in socio-economic well-being within relatively small areas, but these varying economic ‘performances’ have an impact on Kerang’s well-being. Koondrook, for example, a town that is directly within Kerang’s commercial and service radius, is listed as one of the state’s most disadvantaged postcodes (Vinson 2007). Likewise, Robinvale, despite the horticultural development interviewees say water trading has brought to the district is also listed as an area that is disadvantaged (Vinson 2007). 
 While these data do not offer insight directly on the socioeconomic conditions within Kerang, they do offer some corroboration of the view offered by many of our interviewees that smaller communities are suffering under the onslaught of a range of factors, including the drought and water trading. The effects of hardship and struggling viability of smaller communities on the socio-economic vibrancy of bigger ones will not be apparent for some time and can only be conjectured upon at this stage. It may be that many of the services and commercial activities that were located in smaller communities are simply relocated to bigger population centres, such as Kerang. This may in fact benefit Kerang. Or it may be that the loss of population from smaller communities acts to leach the socio-economic vibrancy of bigger population centres such as Kerang, through reduced spending and service patronage. 

The Westpac/Charles Sturt University Agribusiness Index found that Mallee was not faring well. Mallee had an Economic Performance Index (composed of indicators of business performance, employment and investment) that was ‘negative’ (WEStpac / Charles Sturt University). On average, agribusinesses in Victoria experienced negative business performance in the December quarter of 2006. Mallee reported poor performance. While seasonal or climatic conditions were significant influences on poor EPI figures in other settings, the general economic climate in Mallee largely underpinned its relatively poor performance. Downstream industries (transport, manufacturing, wholesale and retail business) reported positive business performance across Victoria as a whole, while upstream enterprises (such as agricultural producers and suppliers), together with producers, reported negative economic performance (WESTPAC/ CSU). On average, agribusiness in Victoria reported less than satisfactory profitability in the December 2006 quarter. Producers reported poor profitability, while downstream businesses reported profits as better than satisfactory (WESTPAC/ CSU). Employment in agribusiness declined slightly in the December quarter, though some statistical divisions reported some increase in employment. On average, employment was reduced across all sectors (Westpac / CSU 2007).

6: Community effects
6.1 Population loss

The most frequently voiced apprehension is that water trading is causing farmers to sell their properties. We were told repeatedly about the disappearance of the family farm and the loss of farming families. In crude terms this represents a loss of population, which has a direct and immediate effect on local economy and society including, for example, local businesses, local services and local schools are all affected. . This is not due solely to water trading; rationalization in the agricultural sector makes large farms more viable propositions. Hence, water trading is probably intensifying a trend away from the existence of a relatively large number of small-scale family farms to fewer farms that are bigger in scale and operation. They may still be family farms, but the trend overall is toward decreasing numbers of individual farms. Malcolm, a local businessman comments ‘…the smaller farms weren’t viable…they have got to be on a bigger scale to survive and so that is one less family in that particular area….’. Jared, another local businessman, recounts how ‘…in one or two years, they lost eighteen farmers in their area….’. Michael tells a similar tale:

…I was talking to someone the other day who said that one particular area…[has] gone from say forty dairy farmers to eight in that particular corridor and that gives you an idea of how many farmers have gone.
While the diminution of the agricultural population is not a new phenomenon, some believe that water trading is accelerating this trend. Lindsay observes:

Over the years, we’ve had a drift of families away from their farming activities as they’ve aged that has not been a significant factor because the farm has gone on…you see generations grow up. But for the first time, we were actually seeing families pick themselves up, get rid of the water and move, so there’s a de-population of the community.

While the effects on the local economy and service sector are visible and relatively easy to track, many of our interviewees comment on the less obvious effects. Simon comments on the less tangible effect of water trading; local culture and the sense of loss of community cohesion: 

…that’s what the bad story is for me, the fact that there’s so much water gone out of the district and what were viable farms—they might have been milking one hundred and fifty cows—but it was still part of the culture, there was a family there, there were kids on the school bus and kids in the community. They’re not there now and those places, I don’t know who lives in some of those houses. Whereas before you knew who they were… ‘they were their kids, and she was a nurse and he did this….’

The loss of local farming families entails the erosion of a particular culture that has been a crucial ingredient in sustaining local rural communities. Farming families are, according to our interviewees, key elements in the sustainability of the smaller rural communities that make up the hinterland of Kerang. They have a deep affiliation with the area and its communities and have been the mainstay of local sporting, service, recreational and interest groups. The loss of farming families thus represents a loss of cultural, human and social capital that is not adequately conveyed by crude measures of population trends. Simon, who lives and works in a smaller community, tells of the way the loss of farming families erodes the capacity of communities: ‘…they’ve gone out of our basketball team, our tennis teams…she was a great mum in the school, in the parents’ club….’. Michael comments on the unique contribution made by long-standing farming families:

‘…you then develop a culture of society, you …get your established community of your second, third, fourth generation families who’ve established service groups and sporting groups and those sort of things’.  

Almost every person interviewed for this study considered that water trading was having a negative effect on the viability of rural communities, despite its good outcomes for individual farmers who are able to sell their water. Especially in the smaller satellite communities in Kerang’s immediate hinterland, people feel that the very existence of their community is threatened by the loss of families and many attribute this to water trading.  As Brent expresses it:

…a lot of water has gone down the river, so people see that as being taken away from their community and the ability for their community to survive, its been transferred somewhere else. I mean you saw from some of those farmers, how passionate people were about their business and their community. I think they feel it’s under threat from permanent trade, then it’s not healthy for them….if they’re seeing families with young kids sell water, sell up and move into town, with no one replacing them, then they do feel like their community is threatened… 
At the same time that people are witnessing the loss of local farming families they also perceive a pattern of in-migration they believe is also detrimental to the fabric of the community. There are two elements to this phenomenon. Due to pressure on low-cost housing in Melbourne and some provincial cities, some people are being ‘moved’ to Kerang because of the relatively cheap housing available there. In the eyes of the interviewees who commented on this, these ‘immigrants’ are disadvantaged socio-economically and thus do not make the financial contribution to the local economy that other better-placed migrants might. In many instances these new migrants are also perceived to drain the community’s resources. Frank’s assessment was one we heard frequently:

…people will come out of metropolitan Melbourne, and this is what’s happening in the west of Victoria, and taken up cheaper accommodation, but they tend to be lower socioeconomic people and the human infrastructure [in the local community]…may not necessarily be increased. And, so OK, you’ve got more people, maybe coming into um, but what’s it doing to the social infrastructure of your community….?

It is not possible to offer any evidence that confirms or refutes these perceptions, much less to conjecture on the role water trading may be playing in this phenomenon. However, it is clear that our interviewees consider that the social fabric of their community is changing in adverse ways. In their eyes, the loss of farming families is an important catalyst to this change. New people would not be able to enter the community so easily unless cheap land, left by departing farmers, was available for people to move onto. 
Equally importantly, these ‘immigrants’ struggle socially; they find it difficult to mix in the local community and do not generally participate in local clubs, recreational and service clubs and other social activities. In the eyes of some local observers the contrast is stark; farming families who made a significant social and economic contribution to their communities are replaced with people who do not offer much social or economic input into their communities. Moreover the relative lack of integration and participation damages the existing social fabric by decreasing the general level of trust within towns. One minister of religion felt they had a direct negative impact on the community because they used services and resources that he felt should more properly be delivered to farmers who are in difficult financial situations. Eric, like most of the people we interviewed, offered a negative assessment of the impact of these immigrants on the local community: 

…it’s a sad fact that a lot of the growth we’re seeing in small rural towns at the moment is from people in the cities that are encouraged to move out to the country through relocation schemes etc, etc. People that may have had spent time in prison, who the government feel are more likely to re-offend if they’re in the same environment, so they are sending them out to the country, but that’s just increasing our socio problems out here.

Whether this trend is a deliberate policy by the government and its agencies, there is a widespread perception that people with relatively few social and economic resources are being re-located to small communities, with negative impacts. Lindsay describes how they remain alienated from the community:

…there’s a sense that we’re being replaced by other families… that have come into the town…because we have cheap housing or for other reasons and those families have been disconnected not only to the school but the general community because there’s been no historical association…We are getting an increasing number of families who are antagonistic toward the school, where they’ve had bad experiences in school themselves and will not associate with the school….

The other factor related to in-migration is that the sale of water has left many properties available to purchase. The fact that they don’t have water makes them relatively cheap. This makes them attractive propositions to outsiders, who buy them not understanding much about the local ecology and farming generally. Hence, some farms are occupied by people who, at best, do not do much with the property or who, at worst, run the properties down, with negative consequences for neighbouring farms. Some of them become struggling hobby farms. In Al’s words:

…people come back onto these properties but they don’t know our country, they don’t know our climate, [they] come generally from down south. Because once, these [properties] probably look reasonably cheap, some of these farms, because the water has been taken off them…so they come up and they either lease them, which some have, or they buy them. But quite a few of them now have been here long enough to know that without water and with our pretty tough climate… they can’t make money.

One feature of in-migration that bodes well, in many respects, is an influx of retirees into the town itself. While some farmers who sell water leave the district after selling, others retire into Kerang. This is a population who are financially secure, having sold their water, and who, for the most part, are already well-integrated into local groups and associations. In addition, as human services occupy an increasingly important place in Kerang’s employment opportunities and local economy, a pool of people needing services of varying kinds is no bad thing. Kerang, because it has many of the services needed by an aging population and has lifestyle assets, such as nearby water-ways, is attracting retirees and these people do bring financial resources into the community. As Katherine sees it:

…we are having more retirees come in who are more, certainly more cashed up and so they are looking at retirement and they’re able to contribute in different ways, in a more economic way to that community.

While many interviewees talked of farming families they knew personally who had sold their water and left the district and pointed to a long-term trend of population decline, others expressed confidence that the population was maintaining itself and that the next release of census data might reveal population increase. This, however, was not a majority view. In reality, the 2006 census indicated that while the population decline has slowed down, there has been a further slight reduction in population levels with a total decline since 1991 of 9.34% (table 15). 
Table 15: Changes in population levels Gannawarra 1991-2006
	Counts
	1991
	1996
	2001
	2006
	Change (%) 1996-2001
	Change (%) 1991-2001
	Change (%)

1991-2006

	Male 
	6269
	6037
	5674
	5,638
	-4.4
	-8.6
	-9.6

	Female
	6191
	5885
	5720
	5,658
	
	
	

	Total
	12,460
	11,922
	11,394
	11,296
	
	
	

	Source: ABS, National Regional Profile, 2000-2004 and ABS 2007


The population of Gannawarra is projected to keep declining (see table 16). However, there is variability within the wider region; for example, Swan Hill, which is not in the Gannawarra Shire, is expected to experience a  population increase of 16% up to 2031 while Gannarawarra Shire is predicted to decline by 23% (RMCG: 1). The loss of young people will figure prominently in the shifting population. In the opinion of most interviewees, the loss of water contributes to this situation by providing fewer opportunities for young people in the local area.
Table 16: Population estimates for Gannawarra 2011-2031
	Year
	Population number

	2011
	11,115

	2016
	10, 625

	2021
	10, 159

	2031
	9, 284

	Source: Department of Sustainability and Environment (2004) 


Census data show that there is a gender imbalance that is particularly noteworthy in the age groups 15-24 and those over 65 years (table 17). The latter probably indicates the earlier death of men, while the imbalance in the 15-24 age group may reflect young women leaving the district in search of employment and training; a view advanced by some of our interviewees. Furthermore, census data also show clear evidence that the population of Gannawarra is aging (table 18).

Table 17: Gannawarra demographics - age and gender 2001
	Gender  and age
	0-14
	15-24
	25-44
	45-64
	>65
	total

	Male 
	1269
	663
	1351
	1482
	901
	5666

	Female
	1223
	546
	1374
	1439
	1130
	5712

	Total
	2492
	1209
	2725
	2921
	2031
	11378

	


Table 18: Gannawarra median age 1991, 1996 and 2001
	Median age
	1991
	1996
	2001

	
	34
	37
	40

	Department of sustainability and environment 2004 


The 2001 census revealed that persons aged 15-24 years made up 11.4% of Kerang’s population compared with 13.7% of the Australian population. Likewise, 25-34 year olds constituted 34.9% of Kerang’s population, while the same age group comprised 43.5% of the overall Australian population. Kerang is clearly exhibiting the ‘doughnut’ phenomenon common to many rural communities; that is, one in which the middle (years) are missing. Moreover, within the Mallee statistical division, within which Kerang sits, the population between 0 and 34 years is projected to continue decreasing up to 2031, while there is a projected increase in the percentage of the population over 45 years of age. The continued depletion of younger age groups from the area is going to pose some significant challenges to the maintenance of a vibrant and sustainable society.  In addition an aging population, while not entirely negative, does make it more difficult to provide a full range of relevant services in rural areas. If, as our interviewees assert, water trading is accelerating the depletion of younger population groups, these issues associated with catering to an aging population may become more acute.
6.2 Individual benefit-community loss

Almost unanimously, we were told that water trading, particularly trading in water rights, was a good thing for some individual farmers, but a bad thing for the community as a whole. It allowed farmers to retire all or part of their debt, to exit the industry with an adequate nest-egg or to retire with a form of superannuation. Iit was therefore held to be good for them as individuals. However, there was a near universal view that what is good for the individual is not necessarily good for the community. The community, in the eyes of our interviewees, is an entity in itself; it is not merely the aggregation of a number of individuals. The community has its own existence, its own identity and its own requirements for viable, long-term existence. Water trading policy, from the perspective of most of our interviewees, is not good for the long-term well-being of rural communities. Overwhelmingly, interviewees consider that water trading has harmed the long-term viability of their community (table 19), although a small number consider it has made no difference. . Not a single person interviewed, however, assessed water trading as improving community viability. Community viability, for our interviewees, centred on social vibrancy, primarily the existence of local clubs and groups, high levels of social participation and a sense of connectedness between people. While our interviewees considered that the local economy was a necessary condition for community viability, viability itself is a social phenomenon in their eyes.
Table 19: Has water trading made Kerang more or less viable?

	Response
	Less viable
	No difference
	More viable

	Number 
	18
	2
	0

	Based on the personal interviews conducted for this research


Farmers themselves are placed in a dilemma if they are considering selling their water. While selling creates an immediate economic benefit for them as individuals, they feel that they are betraying their community. They also worry about what a less viable community might mean for their children; it will reduce their social, educational and employment opportunities.  Lindsay also acknowledges that while most people can concede that selling water may be a viable, indeed necessary, financial decision for an individual farmer, it:
…is also regarded as something that’s to prove shame because there is a community attitude, those who take the view that if the water is sold permanently out of the town, it’s almost betraying the town

The sale of water by individual farmers also causes social division between farmers who sell their water and other community members; a finding that replicates those of Fenton (2006). ‘Selling’ farmers can be labelled ‘traitors’. Other irrigators on neighbouring properties are particularly alarmed by this because they are increasingly worried that the costs of maintaining channels and other components of the infrastructure will be shared among fewer farmers, thus raising the price for them.  It also has a psychological impact on the remaining farmers to see their neighbours leave. 

Another dimension in which water trading is creating or exacerbating social divisions in rural communities is the relationship between local farmers and water authority employees. In many instances, they live in the same location and participate in the same social and sporting events and differences of opinion can erupt in friction in the supermarket or while watching the local football. Trevor notes that the permanent selling of water does cause social tension:

It probably creates a lot of tension among the older members of the community, because the older members are the ones that are hard and fast, “We don’t want to see water go out”… a lot of people around here see that people who trade water as being the traitor or somebody…and they tend to look down upon them. 

The fact that an intention to sell water must be advertised in the local press causes them considerable embarrassment. It also gives rise to local gossip, often centring on the viability of their farm and their competence as farmers. Simon says farmers often regard putting in the notice of their sale of water as ‘…you making a bit of a public statement that “hey, I am deserting”. Katherine confirms that selling water is causing social division:

So, its not a ‘could happen’, it does happen. The process of trading means that you’ve got to put your name publicly in the paper and list it down. It is, um, humiliating. If I choose to sell the water at my house, I don’t have to say, “gee things are really tough at my place, I’m having to sell something”. This um, it sets people up…so, conversation at the footy club can be about “why is he selling?”, “look, he sold this amount”. It’s very public and it sets people up

6.3 Community cohesion and participation

One of Kerang’s economic advantages is that it has a diversified economic foundation. However, this leads to the existence of multiple social fields, but in some communities a relatively under-developed community field (Cheers and Luloff 2001). That is, the town is differentiated into sectors and for this reason there can be  a relatively underdeveloped field that links the whole community together, transcending sectoral differences. Our interviewees say that there is little that brings the whole of the Kerang community together for the good of the community overall. Different kinds of farmers, in particular, can work to advance their, and their industry’s interests, rather than those of the community as a whole. The interests of dairy farmers, for instance, do not coincide with those who pursue mixed farming and they occasionally speak disparagingly of each other.  Tricia, for instance, who is on a mixed farm, feels that dairy farmers were unduly advantaged through the process of deregulation and didn’t use the funds they were given wisely. While relationships between different agricultural sectors are not always antagonistic, they do remain quite separate. Trevor explains how this diversity can create social differentiation:

…a lot of people say to me, “oh gee, it’s a lot easier to get along with people in [that location] than it is in Kerang” and there’s a distinct reason for that…the social cohesiveness is because you have a dairy industry, so all the dairy people stick together, you have a grain industry, so all the grain people stick together, you’ve got hay, they stick together, you’ve got livestock, they stick together and then you’ve got splashings of mixed farms. So, you’ve got a lot of different types of people and I don’t care what anyone says, people tend to stick where they feel comfortable and if you’re a grain farmer, you feel comfortable about grain farming.

The loss of local farmers has also meant that remaining people cannot count on the levels of aid and support they once could. Tricia, for instance, compared the circumstances surrounding her daughter’s death some years earlier with a more recent episode when she sustained a serious injury. When her daughter died, Tricia recalled, ‘…one of those big tins of coffee… we used in a day here with people visiting us and wanting to express their support and their grief and that went on for months….. By contrast, a year ago Tricia sustained a serious injury on the farm and found ‘…you know, I was very isolated, whereas once upon a time, I would have been able to ring up ten [people] to get help’. Tricia attributes this almost solely to the departure of many long-standing farming families from her immediate surroundings. 
Almost all the interviewees articulated concerns about declining levels of volunteerism in key community activities. Most of them linked this to instrumental causes, notably population decline through sale of farms related to ongoing rationalization within agriculture and the trading of water. A minority, however, considered that there was a decaying culture of volunteerism; people were more inclined to put their individual or family interests ahead of the community’s and, therefore, to participate less. The long-held rural tradition of community cohesion and participation is eroding, according to some. However, especially in the face of the drought, the demands of the farm may make it difficult to for some people to maintain their level of participation due to lack of time and financial resources. 

Frank noted that a prominent service club had struggled in this region reflecting, in part, an inability to recruit young members. In his words:

 it is the loss of that pool of people say from twenty-five to forty-five, which is your most active group in the community. You know it’s not there, because if they are less than that they don’t tend to be thinking about the community and if they’re older, they’ve also said “…well we’ve had a bit of a crack at that”….iI you are losing a fair bit of your critical mass, that’s going to make it more difficult for it [the community] to survive in the long term as we know it. 

Data on emergency service volunteers confirms Frank’s perception. Voluntary participation in emergency services has declined between 1999 and 2004 among the 18 to 45 years age group in Kerang, and a similar pattern can be seen for emergency service volunteering in Swan Hill. In the 45 to 65 year age group, participation is at the same level in 2004 as it was in 1999 (Department of Human Services 2005). Given the loss of younger participants, it would suggest that overall levels of participation have declined.  

Michael, who belongs to a local service club, tells of seeing membership sharply decline in the last five years, with some erosion in the activity level and effectiveness of such groups. He also points to the familiar, and often talked about overload for those who do participate in community groups:

…we’ve probably lost 30% [of our service club members]...[it] reduces your ability to raise money, your ability to offer services to the community. I mean there is more and more pressure being put on fewer and fewer and I can guarantee there wouldn’t be a person in our club that’s not directly involved in another committee or two or three…

Katherine sees the effects of declining community participation across the board:

So, the numbers of people prepared to be in the Lions club, huge reduction. Apex, Rotary, I think the Lodges, I’m not sure whether they have come or gone, the primary schools, the secondary schools, all of these are number declines…if a significant part of your community either goes or doesn’t participate, it has a big impact. 

Lindsay elaborates on the practical effects of such declining participation. Not only does it have an effect on issues such as community cohesion, it can make be difficult for key local service providers to adequately undertake their mandated tasks. Says Lindsay:

We’ve been subjected to a double whammy. The farming families have been by their very nature the sort of backbone of the school. You want to run a fete, you want to run, we run a canteen staffed by parents, they’re almost always there, because very often…the wives would be working part time at the most and they tend to be associated very closely with their children at school. So, whatever you did, you could count on the farming families; they’re really the backbone of the school. As there’s fewer and fewer of those, we’ve had a smaller cohort on which we can call … [and] they’re being replaced by families…that have come into town… and those families have been disconnected. 

The local hospital reports a similar a problem; they are having trouble finding the volunteer labour on which many of their services depend. John reports:

… we have had a vacancy on our board for some time, um we are finding that volunteers are probably not as strong as they have been in the past. Um we have very strong delivered meal service in Kerang that goes out to some outer areas…so you know, um we’ve noticed in the last few years that some vacancies have occurred that we haven’t been able to fill. 

A local minister also notes that, ‘Like, for us to have ladies help out in our play-group, it’s difficult to get anyone for most of the morning’. Voluntary participation in activities like local educational, health and other services has been essential to their successful functioning. A declining pool of people who are willing or able to participate will, in turn, impact on the kinds of services, activities and supports that can be provided locally. 

However, Carmen points out that the drought is also a factor eroding community participation. She exemplifies the dilemma of many people in the current environment. Carmen jointly runs a dairy farm and  has  a full-time off-farm job. While she regrets it, she acknowledges that:

I probably don’t have as big a commitment to the community as I could have if had more time. Um, I’m involved in some local things at home. But if you think that I’m sort of working from, say, 5:30 in the morning until 7 at night and then at weekends I’m trying to catch up on other things, I don’t have a lot of time available.

Simon feels that apart from population loss having a negative impact on community participation, there is an erosion of an ethic of community involvement and service. In his words:

We had our meeting last night and there were only five of us there. And it was a great meeting, but we said, “Gee, five”. But one of the guys is on something else and he said, “well, there’s only three people there now”. So, it is getting harder, but that’s life, you know that’s people’s interpretation of what they should be doing with their time. And everybody’s got different demands… but it’s old values that you come in  and do your bit and people now want to pay and have somebody else, you know pay for everything, so that’s a tough thing. 

The loss of farming families and the negative impact this has on community well-being can be seen in the effect on sporting clubs. Lindsay observes:

…that’s where the impact is felt very often, because its almost tribal…sporting clubs play a critical role in the community…if we can’t field the team…there is a sense of grieving and a sense of loss …and when you get to the point where when there are a number of kids who suddenly can’t get a game …that starts to create problems because they’re left out.

Lindsay recalls that in the 1970s and 1980s, there were three to four times more cricketing clubs in Kerang than currently exist:

…now I think we are down to about one or two and the number of kids involved in cricket on Saturdays has been reduced quite significantly and not because they go off and play tennis, I mean that has shrunk too. I mean everything has shrunk so that’s had an interesting effect because if you get to a point where there’s only one or two teams left, there’s only places for twenty-two kids. When there was six teams, just about any kid who wanted to participate could find a team.

Among other effects, young people may not get a game because there are no longer enough clubs in which they can participate; this may influence their sense of inclusion and social value.  The loss, or down-sizing, of sporting clubs also has a more indirect impact on community well-being, since sport is often the social glue and social lubricant of small communities. In the words of a local minister of religion:

…those smaller communities, so they have lost those sort of things, because the farms have got bigger and the families less; they can’t provide a cricket club, or a cricket team or a footy team and that’s terrible because that’s what they did in the past and it was such an important part of those communities. 

Al points to the value of sporting clubs in helping people handle the stress that is besetting many farmers and rural communities:

…there’s certainly stress out there, no doubt. It’s going to be how people handle it I am afraid and I think the best way they can handle it is they get involved in their local sporting clubs and get their afternoon away from it; you know, variety, footy clubs and your tennis clubs, and they become very important.

Al’s observations are supported by a vast amount of sociological theory and evidence suggesting that social integration and participation are effective ways of mediating stress. However, apart from the evidence of our interviewees, our sources of data confirm the importance of sport in rural communities and also testify to the decline in the number of clubs. The gravity of the impact of declining sport, particularly football, on rural communities can be gauged by the fact that the Victorian Country Football League made a submission to the Victorian Government’s Rural and Regional Services and Development Committee. The submission noted that the declining number of football clubs was especially strong in the western part of the State (Victorian Country Football League 2003: 59). The League noted that while participation rates in football remained strong between 1990 and 2002, this was achieved at the expense of clubs in more rural and remote areas. The bigger regional centres are developing new teams, while smaller remoter areas (such as Kerang) are losing teams. The league attributed the number of club disappearances or amalgamations in the western part of the State as being due to:

· School closures

· Closure of other community-based services (such as hospitals, banks etc)

· The closure or relocation of farms and related businesses

· The search for greater educational opportunities

· The change in farm ownership, farming methods and farm amalgamation 
· The rural economy and drought (Victorian Country Football League 2003: 59). 

In 2002, it was calculated that one football club in Kerang itself had disbanded, while seven communities in Kerang’s immediate radius had amalgamated. Since these teams were located in much smaller communities, it is fair to suppose that many of them have lost their local team and have amalgamated with teams in nearby settlements. This adds weight to what our interviewees have told us about the struggle that nearby smaller communities have to keep their key social structures functional, which diminishes the opportunities for participation in sport throughout the region, including larger centres like Kerang (Department of Sustainability and Environment 2002: 13). If water trading does accelerate the loss of local farmers, it is likely that smaller communities will struggle to remain viable.
6.4 Indigenous perceptions and issues
One important aspect in which water trading has the capacity to heighten existing social divisions is by exacerbating differences between Indigenous and non-Indigenous Australians. Two Indigenous people were interviewed for this project and they were sharply critical of the water trading policy. It does not have direct impacts on the lives of many Indigenous people comparable to those on irrigators whose fortunes depend on water. Nevertheless, it is creating a sense that the interests of Indigenous people have not been considered. Furthermore, while some non-Indigenous people are profiting from trading water rights and allocations, Indigenous interviewees argue they are being left further behind. Colin considers that the interests, needs and aspirations of Indigenous people were barely considered in formulating and implementing water market reforms. As the consultation process was one in which Indigenous people would have felt extremely uncomfortable participating in; they provided little input. In Colin’s words:

Native title holders, or native title claimants, traditional owner people, weren’t provided much of a say. The forums were very rushed through. The majority of the forums that were run around the state were run in areas where you wouldn’t traditionally get Indigenous people going to. For example, the ones up this way, one of them was held in Kerang; a predominantly dairy area. There was one or two Indigenous people who might have wanted to have a say, but would you want to go to a forum like that, which is where you would have felt like it was a bit of a bloody lynching crew anyway? You know? The whole debate, the whole thing, the way it was set up, just excluded our mob all the way through.

Moreover, Colin feels that while local white stakeholders at least get a nominal voice in the decision-making structures of local water authorities, the opinions of Indigenous people are effectively silenced. He told us, ‘…there’s none, none of the water authorities have got Indigenous representation on ‘em…So, there’s no thinking been done around that.’ This sense of not being included in consultation has further intensified a sense of alienation on the part of many Indigenous people, leaving them feeling invisible and unvalued.
Our non-Indigenous interviewees expressed concern at the prospect of a widening economic and social gulf between family farms and corporate agricultural enterprises. For Indigenous people the prospect of being ‘left behind’ is especially acute; they perceive that enormous private wealth is being generated through water trading and the productivity that can be generated by access to water and feel that Indigenous people are locked out. While other individuals are reaping financial rewards from water trading, Indigenous people are not and this is giving rise to a feeling that there will be increasing inequality between Indigenous and non-Indigenous people. In Colin’s assessment:

I mean, you’ve got large enterprises that are backed by investors and that are buying up huge water rights and as far as Indigenous people go, you’re never going to make it into the water market… I mean the price of permanent water now which …I think up to about $1200 a megalitre. Even if you had Indigenous families that said “OK, if we wanted a property and we wanted a 80 or a 100 megalitre water right”…you know the figures just on that alone are beyond most Indigenous people.

Others concur that Indigenous viewpoints and interests have been marginalized or sidelined in the debates about water reform and in the formulation and implementation of policy related to water trade (Altman and Cochrane 2003). If water trading does benefit some sections of the non-Indigenous population and Indigenous people are not given a share in the wealth that it may produce, it has the potential to widen the divide that already exists between these groups. This could leave Indigenous people feeling even more marginalized than they currently do, which will heighten social divisions within rural areas. 
6.5 Rationalization and rural communities

Rationalization is also a dominant theme in people’s ruminations on water trading and the future of rural communities. Smaller communities, according to almost all our interviewees, will struggle to survive. Malcolm, a local businessman, comments on this:

[Kerang has] been a good little town, it’s been a solid town, without a boom or a bust type town and it will go on. You know, I feel confident that it’s big enough to survive, but there’s a lot of small country rural towns, especially Mallee towns, will probably not and that’s very sad. But I think we will continue…if we had been half that big, I think we would be under serious threat to be a viable town….
While concerned about the local long-term impact of water trading, some of our interviewees expressed confidence that Kerang’s size and diverse economic base would allow it to survive; others were less sanguine.  However, there was consensus among our interviewees that smaller communities would not be capable of meeting the multiple challenges they are encountering: drought, water trading, increasing farm size and population depletion. The loss of smaller towns will inevitably re-shape the social landscape of rural Australia. Brent’s account is graphic, but is typical of what most of our interviewees believe confronts small rural communities:

You would probably see less farms but bigger farms… the droughts tend to hasten exit strategies so people who were going to get out in 5 years suddenly get out in 1... If the conditions [continue]…for another 5 to 10 years you would see a dust bowl, you would see a lot of empty farms and a lot of broken towns unless there was some kind of massive government intervention … but God help us if these conditions continue for another 3 years; there will be nothing left.

This may mean that towns of Kerang’s size will act like a sponge and soak up some of the population leakage from smaller communities that become less viable.  In addition, as smaller communities become less viable, they will not be able to provide many of their own services, whether human services or commercial ones, and Kerang will pick them up, thus becoming a regional service centre. Moreover its size and its economically diverse base are factors that will see it survive. It hasn’t lost local clubs, businesses and services to the extent we were told many smaller communities had: the loss of such things in smaller settlements was yet another factor making these locations struggle to remain viable.  However, we were told different narratives about the movement of population into Kerang from these smaller communities. We were told that many people left their farms and the small communities associated with them and moved into Kerang because of the array of facilities it has; notably a relatively broad array of health services. While this is predominantly an ageing population, it is regarded as an asset to the community. However, we were also told that some people were staying in smaller communities, often with few resident services, because they could not afford to buy a house within Kerang itself, where property values escalated during the 1990s. Nevertheless, most people we interviewed considered that because Kerang was a service, business and commercial centre, it would continue to attract population from smaller communities and that this would ensure its future in the short term. Carmen sums up the attitude about Kerang’s future relative to nearby towns which are smaller:

We’re probably a little bit more lucky because we’ve got some regional things happening here like the [farmer’s] market, and we’ve got [supermarket chain] and we draw people in from the smaller communities. And I think the hospital is also a factor in that; people will retire into Kerang because the services are here. And certainly we are still one of the few places that does midwifery. And we do surgery as well… and the other thing we do that draws people in from all over the place is chemotherapy.

The dominant perspective on rural communities generally, and Kerang in particular, is that they are in transition. While water trading is considered to be part of this process, it is set within historical trends in agriculture and rural communities; our interviewees date the changes to farming and communities they commented on back to the 1970s and 1980s. Frank, for instance, documents a lot of the issues we heard in relation to the future of rural communities, such as population loss, withdrawal of services, an ageing population and the demand on existing services and concludes:  ‘Now what water trading does is just compounds those issues…’. 

6.6 Resilience

The longevity of the drought is eating away at the will of many farmers to continue. The vulnerability to financial stress, if not potential collapse, is spread across the board; even big farms are feeling it. Farmers from properties that appear to be viable are seeking off-farm work. People are nervous and are making different business decisions from those they made in 2002-2003. Whereas previously farmers would ‘battle on’ because of a conviction that things would eventually change for the better, our interviewees report that many farmers talk much more openly about not feeling they can endure much more of current conditions. Eric says that while off-farm work is usually the option of last resort when things get tough:

…some of the better farmers, this is the scary thing, is some of the really good farmers are doing that first [seeking off farm work]. Rather than the trend where you might think that the bloke that’s not such a good farmer, his wife goes and get some extra work, but [now] some of the really good farmers are going out and getting professional type jobs rather than staying on the farm because they can’t see the economic viability…that’s the really disturbing side of it.
Eric is disturbed because if even good farmers are seeking off-farm work, it is a telling indication of how precarious farming has become. If farming is becoming less viable as a business and a way of life, it holds potentially negative implications for the future of the community. The very poor season of 2002 and 2003 saw many farms in the locality emerge with significant levels of debt. This has made farmers reluctant to take on new debt in an attempt to survive the current drought. However it is not just a financial calculation that is driving farmers to either exit farming or to curtail normal practices as a survival option, it is an issue of psychological capacity and resilience. In Justin’s opinion, ‘…the feeling is “How long can we keep doing this stuff?” Then you get to the point of, “Well, do I actually want to keep doing it?” Many farmers are asking themselves whether they have the resilience to go through more bad seasons and many are finding they do not; they are either leaving agriculture or shrinking their business as a survival strategy. In Jason’s words:

…if next year doesn’t improve, you know, it will only be the really strong, confident people that believe there’s a big future for them in irrigated agriculture that will still be around. But, you know, who would buy the farms and who would buy the water? I don’t know. 

6.7 Young people

We asked people whether any particular segment of the population had been affected by water trading and young people were ubiquitously nominated. The concern has two facets. The first relates to the continued out-migration of young people from Kerang and the district generally because they perceive that the educational, training and employment opportunities they seek are not available locally. This raises fears among community members about the long-term sustainability of the community and its hinterland. The second set of concerns held in relation to young people is the psycho-social effects of the changes in agriculture, which includes water trading and, more particularly, the effects of the drought.  

The drought is the primary catalyst, according to our interviewees, for young people experiencing psycho-social distress; straitened economic circumstances is having a negative impact on young people. Some were forgoing the possibility of tertiary education because they knew their family could not afford it. An interviewee, who works in community health, notes that young people are tending to take on responsibility for family circumstances, even if it disadvantages them:

…a marked increase--- I don’t know that I can blame water trading for it--- a marked increase in teenagers feeling responsible for family situations… So, um, young people thinking about a university education are choosing not to want it too much because they know the family can’t afford it…the cost for families in this area isn’t so much the institution, it’s the cost of keeping the child away from home. There is a cost in the institution which is quite significant, but to be facing $15,-20,000, whatever it is now, to keep a person in Melbourne, is way outside the family’s capacity. 

Staff from the local rural financial counselling service told us that the hardship faced by many farming families is affecting the lives of their children. In particular, children were less able to participate in school and recreational events because frequently parents lack the necessary money. As rural financial counselling staff told us, ‘yeah it’s still tough and perhaps, you know, kids are missing out on school trips because Mum and Dad don’t want to have to ask somebody for, you know, $100 to send their child…”. Likewise, a minister of religion commented that his church was, ‘…careful about what we do in relation to how much it will cost the kids. We’re mindful that a lot of families, if we do something that costs too much, it’s a real squeeze….’. 
Alston and Kent (2006: 119) report that research they have undertaken in Kerang heard anecdotal evidence that school children were unable to afford basic things such as shoes. . Within Gannawarra, 20-29% of children live in low-income households, which compares unfavourably with the state average of 20.2%, despite its average ranking on the Index of Relative Socio-Economic Disadvantage (IRSED) (RMCG 2006: 5). In 2005, the Victorian Department of Human Services reported that 25% of children living in Loddon Mallee were in households with an income of under $600/week; this compares with 20.2% for Victoria overall. Of the five country health regions in Victoria, Loddon Mallee had the second highest percentage of children in households with a weekly income of under $600 (Victorian Department of Human Services 2005: 260). Within the Murray Mallee Local Learning Employment Network (MMLLEN) region 24% of the young people aged 15-19 were deemed ‘at-risk’ (that is, they were either receiving Youth Allowance or those falling into Student Family Occupation Index categories 1 and 2). This compares with regional Victoria overall, but is higher than the rate in Melbourne, which is 18% (RMCG 2006: 3). This could therefore reflect a generic ‘rural factor’ rather than implicating conditions that are specific to Kerang.
A local school teacher who has a long-standing association with the school reveals students do not report feeling connected to their peers. Says Lindsay:

At face value, you would almost, well, think that the school’s dysfunctional, so low is the degree of connectiveness. It’s not what we see…but none the less it is concerning when we look at our data and compare it to the data collected across the state because it’s extremely low.

While Lindsay finds that students report low levels of connection, he says they also exhibit stoicism and optimism about their future. By contrast, in their study of the effects of drought on secondary education in rural areas Alston and Kent (2006: 119) found that in Kerang staff reported increased bullying in schools and that a suicide prevention course had been instituted. A culture of apathy had been commented upon by their interviewees because they felt that tertiary education was not available to them and that extra-curricular activities were now too expensive for many students (Alston and Kent 2006: 119).  In a study conducted in the Murray Mallee Local Learning and Employment Network region stakeholders also voiced concern about alcohol and drug use, mental health concerns, limited youth services and Indigenous issues among local young people (RMCG 2006: 20). Approximately 75% of young people complete Year 12. An estimated 18% of 2005 Year 12 graduates and 35% of early school leavers are not engaged in ongoing education or employment; this is 3-6% higher than the rate for Victoria as a whole  (RMCG 2006: 5). However, the development of irrigation industries and manufacturing is expected to improve the employment prospects. While the unemployment rate for the region is currently 5% overall, the rate among 15-19 year olds is 14% (RMCG 2006:5). Of school leavers in 2003 under 5% were engaged in an apprenticeship or traineeship, compared with 15% or more in Swan Hill and nearby Cohuna. The percentage of school leavers engaged in apprenticeships was markedly lower in Kerang than in all the other towns nearby (Department of Human Services 2005: 65). 

The participation of young people in education has dropped quite markedly between 2002 and 2004 with enrolments falling by 50% in this time-frame and evidence suggests there has been a further significant fall (around 30%) since 2004. Nor can this fall be explained by a fall in year 12 enrolments, which stands at 6% (RMCG 2006: 23).
Conversely, enrolment in the VET sector is higher for the MMLLEN region (33%) than for regional Victoria (27%) or Melbourne (22%) (RMCG 2006: 24). 
Table 20: Apprenticeships and traineeships by sector – MMLLEN region
	Industry
	Apprenticeship
	%¹
	Traineeship
	%¹

	Automotive
	-
	-
	-
	-

	Building & construction
	15
	25
	3
	2

	Business services, finance & property
	-
	-
	31
	20

	Community services & health
	-
	-
	3
	2

	Culture & Recreation
	-
	-
	-
	-

	Electro Tech Printing Information & Co
	6
	10
	3
	2

	Engineering
	11
	18
	8
	5

	Food
	2
	3
	2
	1

	Forest
	-
	-
	1
	1

	Furnishing
	2
	3
	-
	-

	Primary Production
	
	
	42
	28

	Racing
	-
	-
	-
	-

	Tourism & Hospitality
	4
	7
	8
	5

	Transport & Distribution
	-
	-
	1
	1

	Wholesale, Retail & Personal Services
	5
	8
	49
	32

	Total
	61
	100
	152
	100

	¹ % of all trainee ships or apprenticeships respectively (Source: RMCG 2006: 30).


It should be noted that male and female participants are equally represented in traineeships (RMCG2006: 30). Trends in apprenticeships and traineeships appear to be very sensitive to fluctuating economic conditions. Within the MMLLEN region, they reduced by a considerable number in 2002/2003, almost certainly due to the impact of the drought, but they appeared to be rising again by 2004 (RMCG 2006: 30). As table 20 demonstrates, apprenticeships and trainee positions appear to be dispersed throughout many sectors of the economy, suggesting a degree of economic buoyancy notwithstanding the drought.
Table 21: Victorian school leaver destinations 2003-2005

	Year
	attending university
	university or VET
	Apprenticeships 
	employed
	unemployed

	
	R 
	U
	R 
	M
	R 
	M
	R
	M
	R
	M

	2003
	34.6
	44.5
	56.4
	72.7
	9.5
	4.5
	27.6
	17.7
	6.5
	5.1

	2004
	34.1
	44.7
	54.3
	73.0
	10.8
	4.8
	28.7
	18.0
	6.2
	4.3

	2005
	33.7
	46.6
	51.8
	72.1
	15.2
	8.1
	27.3
	15.9
	5.7
	4.0

	Source: NCVER www.ncver.edu.au, R = Rural school leavers and M = Melbourne school leavers)


Available data does suggest that rural students are less likely to attend university and are more likely to be unemployed than their metropolitan counterparts (table 21):

6.8 Services

The effects of drought, government rationalisation of services in the 1980s and 1990s, ongoing structural adjustment within agriculture and the more recent introduction of water trading were perceived by some well-placed interviewees to have consequences for some key local services. The state-funded secondary school in Kerang had suffered marked decreases in enrolment and this leads to restricted curricula, fewer options for young people and declining infrastructure. Available data confirm the steady loss of school enrolments in the past decade (table 22).
Table 22: Kerang school enrolments 1997-2006

	School 
	1997 enrolments
	2006 enrolments
	Change 

	Kerang Primary School
	205
	179.6
	-25.4

	Kerang South Primary School
	161
	139
	-22

	Kerang Technical High School
	578
	485.4
	-92.6

	Source: Hall Peter, personal communication


A staff member from the MMLLEN told us that local high schools had contracted and were now offering a narrower range of subjects than they had previously been able to provide. He considers that ten years ago, the local TAFE sector offered about 70-80 dairy apprenticeships throughout the region, ‘…now they don’t do any’. Frank considers that shire councils will have to work collaboratively to be able to plan ventures that maximise the employment and training opportunities available to young people locally if they are to stop their exodus from the region. A long-standing staff member at the local high school told us that student numbers had dropped from a peak of about 930 in the early 1980s to under 500 currently. In his words, ‘that drift is going to continue for some time’. He predicts that there will have to be school amalgamations as student numbers continue to dwindle. He finds that the contraction of student numbers and the current funding model adversely impact on the capacity of the school to provide the level of services he would like to see available for students. In his assessment:

The curriculum has shrunk…we have to reduce the offering to our students, yeah, so for example, we would have a greater number of combined classes at the senior level…simply so that we can offer the widest possible curriculum. Our middle school program has shrunk to the point where there’s no effective choice to the students….we haven’t got to the point where we’ve got to get rid of things like portables and so on, but that’s coming next. We will shut down parts of the school because we can’t afford to maintain the upkeep and maintain the cleaners…if [parents] saw what children in Bendigo or another regional centre got, they may very well start to question the equity in all of this.

Declining population numbers and changes in the population profile also pose challenges for the community’s health services. Population decline does not necessarily translate into a lighter work load for health services. As Katherine, who works in the community health sector, says, ‘…a more sparsely populated area will be more readily picked up, um, by a primary health service than an acute service. …so as far as our workload goes, no, it doesn’t actually reduce much’. In Katherine’s opinion, the loss of farming population is being offset by the in-migration of people in search of cheap housing who, as a population, are more likely to make demands on a primary health care service:

…we do have an increased demand from people whose sort of economic circumstances; I guess you’d have to say economics is the key factor in people feeling strong and able to cope. So we also know that relationships break down under financial pressure; when relationships breakdown people have poor health outcomes for some time until they are able to re-build.

Despite the widespread narrative that farmers were selling their water and retiring with an adequate nest egg, a senior staff member of the local hospital offered a somewhat different perspective. He contended that his services were affected by declining levels of private insurance in the  local population and that this was leading to less income for the  hospital. Farmers coming into aged care facilities, our respondent contended, in many instances do not have much income, leading to a lower revenue base for the hospital.

The hospital is one of the biggest employers in town and the prospect of an aging population could mean an ongoing source of business for the future. Intuitively, it might be expected that water trading would aid the influx of an aging population with financial resources that could be a source of financial buoyancy for the local health service. However, our interviewees in the health care sector do not tell this tale. They have yet to witness a financial bonus for the hospital from farmers selling their water. While the population is aging and people are retiring into Kerang, many of them still do so without great financial assets: 

…less people have private health insurance now than they have had previously and I suppose we always do aim to achieve a small target of money from privately insured patients, so we’ve certainly seen that go down in previous years…when people are moving into our nursing home, you know, their financial assessment determines their assets and their investments and you know some people have come off a farm and a lot of them haven’t got a lot of income even though they may still own the farm and their sons and daughters be on the farm, …[there’s] not always the income that you would expect from the farm because its so bad at the moment.

Population loss could, he feels, threaten the long-term viability of the service, which would have a serious impact on the community because the health service is the largest single employer in town. He fears:

…if the population reduces and there’s less people to fill those beds, then of course that will reduce our staff and by reducing our staff that reduces the money into the local community. It reduces the ability to recruit outside people to Kerang, from nurses to allied health professionals, so it has a rolling-on effect as to bringing people into the town.

However, our interviewees also note that a smaller, more sparsely dispersed population is also creating difficulties for the local health service as it drives the cost of providing services upwards. As smaller communities lose both population and locally based services, a trend probably exacerbated by water trading, the responsibility for providing services to them falls increasingly on the Kerang health service. Trying to provide outreach to small communities and sparse populations increases the overheads of the health service; longer staff travelling time, the need for more staff and increased operating costs, through increased fuel costs, vehicle maintenance etc were nominated as some factors driving up the cost of providing services to outlying populations. If water trading is a further precipitator of decline, if not demise, of small rural communities, the logistical and financial pressures associated with providing services to them are likely to intensify.
Kerang is more fortunate than many similar sized towns in having a good number of general practitioners and a wide array of specialist services available on a sessional basis through the local hospital.  In 2001, the general practitioner/population ratio ranged from 0.8 to 0.99/1,000 of population throughout Gannawarra (as FTEs), which compares somewhat unfavourably with an average ratio of 1.02/ 1,000 in metropolitan Melbourne (Regional Matters 2002: 56). However, the trend of lower GP-population ratio in rural areas than metropolitan ones is widespread and is likely to reflect factors that are not unique to Kerang. 

Other research conducted in Kerang argues that there has been a significant loss of government services, leading to a sizeable depletion of the population of people with professional qualifications; estimated to be about 200 families. This represents a significant ‘brain-drain’ for the area (Alston and Kent 2006: 117). Water trading is unlikely to have been a catalyst for such a development, which is more attributable to government policy since the 1980s. However, to the extent that water trading has a negative impact on the size and operation of other services in town, and on the population, itself, it is likely to exacerbate this trend. 

6.9 Psycho-social impacts

The community health service is seeing the impact on clients of straitened socio-economic circumstances. In the words of one interviewee:

Look, it’s very clear that financial hardships and complications, you know viability of a business and a family unit, puts incredible stress on individuals and relationships and there is a definite flow-on effect. Um, the suicide figures are certainly of huge concern.

The available data on marital status are extremely blunt measures and need to be treated with extreme caution when extrapolating from them to the psycho-social status of people in that community. Furthermore, available data likely underestimates the percentage of divorces, because it is possible that individuals leave the district following relationship breakdown. Nevertheless, the trend in divorce in Gannawarra between 1991 and 2006 does not suggest an ‘abnormal’ increase in marital breakdown (table 23); though the percentage of divorced individuals did almost double between 2001 and 2006.  These data, of course, reveal little about the stresses that may beset intact relationships, with the potential for adverse sequale related to depression, alcohol and substance use and domestic violence.
Table 23: Percentage of divorced individuals in Gannawarra 1991-2006
	Year
	1991
	1996
	2001
	2006

	% divorced people
	3
	3.9
	5.0
	9.1

	Source: ABS, 2007


There is a psycho-social cost for men in particular if farms are failing. Interviewees from the rural financial counselling service point to the existence of rural culture that can be quite punishing for those who perceive themselves as failures:

…yeah, it’s that stigma of the breadwinner, isn’t it? You know, the husband and the farm, “the farm’s been in the family for all those years and now it’s going down the drain, there’s nothing there for the son, so I’m a failure” and yeah, I think there is a lot of that out there. 

While the interviewee from the local hospital said that he didn’t think admissions for mental health problems had increased in the last five years, he did indicate that most of these admissions were people from farms. It has not been possible to gain data on service use for psycho-social problems. However, the Victorian Department of Health has published results from a survey of health status that includes data from Loddon Mallee (the health service district within which Kerang is located). It should be noted that these data derive from the period prior to the impacts of the drought being manifest (table 24). 
Table 24: Non-specific psychological distress reported in the Loddon Mallee Region
	Kessler scores for psychological distress by gender and severity
	percentage

	Males
	Moderate
	6.1

	
	Mild 
	16.8

	
	Severe
	2.1

	
	Total
	25

	Female
	Moderate
	8.9

	
	Mild
	21.8

	
	Severe
	3.1

	
	Total
	33.8

	Source: Victorian Department of Human Services 2005: 3


For scores indicating moderate and severe distress, Loddon Mallee did not have a significantly higher rate than many other Victorian government health regions. Moreover, the rate of moderate and severe distress was lower than for Victoria as a whole (table 25) (Department of Human Services 2005) 
Table 25: Moderate-severe distress scores - Victorian Government Health Regions

	Region
	Barwon-South Western
	Grampians
	Loddon Mallee
	Hume
	Gippsland
	North and west Metro
	Eastern Metro
	Southern Metro
	Victoria

	Male
	8.7
	9.7
	8.3
	7.7
	8.6
	12.5
	8.6
	7.4
	9.5

	Female
	10.1
	12.0
	12.0
	10.7
	10.6
	14.1
	11.7
	13.3
	12.6


(source: Victorian Department of Human Services 2005: 3)

However, in every age group except 18-24 years rates of help-seeking for mental health problems were higher in Loddon Mallee than in Victoria as a whole. This does not necessarily indicate a higher incidence of mental health problems in Loddon Mallee, it merely indicates a greater willingness and/or capacity to seek help. Help seeking is likely to increase an individual’s resilience in the face of stress or adversity (table 26) (Victorian Department of Health 2005: 4). 

Table 26: Percentage of population seeking mental health help by age group
	Age group
	Percentage seeking help in Loddon Mallee
	Percentage seeking help in Victoria

	18-24
	5.3
	5.4

	25-34
	10.9
	9.1

	35-44
	11.2
	8.1

	45-54
	7.6
	7.0

	55-64
	6.4
	6.4

	65>
	3.7
	3.1

	Source: Victorian Department of Human Services 2005: 2


In 2003, 5.7% of males in the Loddon Mallee region reported seeking professional help for a mental health problem in the previous year, compared with 9.6% of females (table 27). 

Table 27: Percentage of help seeking for mental health problems by health region and Victoria

	Region
	Barwon-South Western
	Grampians
	Loddon Mallee
	Hume
	Gippsland
	North/ West Metro
	Eastern Metro
	Southern Metro
	Victoria

	Male
	3.7
	5.9
	5.7
	4.7
	7.4
	7.9
	4.0
	4.9
	5.7

	Female
	9.6
	8.3
	9.6
	7.8
	7.1
	8.7
	6.3
	6.4
	7.6

	Source: Victorian Department of Human Services, 2005


Survey data from the Victorian Department of Health also indicate a high degree of community connection with Loddon Mallee and that a relatively high percentage of its residents feel confident that they could gain help from friends, family and neighbours if needed (table 28). Interestingly, however, the confidence about obtaining help was expressed more strongly by men than women. While the percentage of women who felt confident that they could obtain help was higher in Loddon Mallee than it was among metropolitan-dwelling women, it was lower than the percentage for other country health regions. This is an interesting finding and contradicts a long-standing body of scholarship that ubiquitously documents women’s greater willingness and capacity to seek both informal and formal support. This finding in itself deserves further research It is possible that issues such as drought and water trading are affecting women in ways that have yet to be fully identified and understood. 
Table 28: Percentage who could obtain help from family, friends and neighbours

	Region
	Barwon-South Western
	Grampians
	Loddon Mallee
	Hume
	Gippsland
	North/
west
Metro
	Eastern Metro
	Southern Metro
	Victoria

	Male
	46.1
	47.9
	53.3
	50.3
	53.0
	35.5
	43.5
	41.1
	42.4

	Female
	51.9
	52.0
	50.8
	56.6
	52.3
	42.5
	46.5
	39.2
	45,3

	Source: Victorian Department of Human Services 2003: 2


6.10 Suicide

Several interviewees told us that the region had endured a number of suicides, particularly by men, in recent years. The stresses of the drought were considered to be the primary driving force behind such suicides and some people thought youth suicide was a matter of particular concern. Evidence of the seriousness with which local people took the issue can be seen by the fact that we were told that a public meeting discussing suicide in Swan Hill attracted an audience of 600. Alston and Kent (2006) also reported great concern about the local rate of suicide. 

While the concern about suicide is understandable, the available data suggest that in comparison to other areas, the statistical division in which Kerang is located does not have an unusually elevated suicide rate (table 29). A number of caveats are important here. Firstly, the data used are not detailed time-series trends and as such they tell us little about the trend of suicide rates. Secondly, suicide rates are a likely underestimate of the true prevalence since they require a coronial decision to be recorded as a suicide; if there is any doubt about the circumstances of a death, it will not be recorded as a suicide. Thirdly, when people speak of ‘local’ suicides they are referring to suicides they know about and which may derive from a particular population group, such as the ‘dairy farming community’ which may be spread over a much larger geographical area than those covered by data collection districts. Hence, ‘official’ suicide statistics may not closely match local knowledge concerning suicide prevalence. Finally, a suicide rate does not indicate the subjective importance of suicide to the life of a small, close-knit community. Even a relatively small number of suicides can have a dramatic impact on the functioning and well-being of rural communities, so a comparatively low suicide rate does not yield valid information about the salience of the issue for a community. 

Nevertheless, the official suicide rate in Mallee has remained relatively low over a ten-year period when compared with other statistical divisions in Victoria. However, it does not include data that take in the time period covered by the drought. The table below offers some comparative data which allows the rate in the statistical division of Mallee to be compared with other statistical divisions. Mallee has the lowest recorded suicide rates for all the statistical divisions. 
Table 29: Mean annual number and average annual rate of suicides 1991-2001  
	Statistical Division
	Mean annual number of suicides
	Mean suicide rate / 100,000 population

	Mallee¹
	8.5
	9.6

	Ovens-Murray
	8.9
	9.8

	Melbourne
	386.6
	11.2

	Barwon
	28.5
	11.4

	Wimmera
	6.3
	12.3

	Goulburn
	24.0
	12.8

	Central Highlands
	18.1
	13.1

	Loddon
	21.7
	13.4

	Western District
	14.2
	14.4

	East Gippsland
	11.5
	14.5

	Gippsland
	22.7
	14.8

	Source: Victorian State Coroner’s Office; ¹ The region within which Kerang is located


More recent data give numbers of suicides for the postcodes covering Kerang and relevant hinterland communities (table 30). These indicate relatively low numbers of suicides and they do not indicate a worsening trend in light of the 2002-2003 drought and subsequent poor seasons:
Table 30: Suicides 2000-2006 for postcodes in Gannnawarra shire

	Year
	Number deaths

	2000
	0

	2001
	3

	2002
	<3

	2003
	0

	2004
	3

	2005
	<3

	2006
	0

	Victorian Institute of Forensic Medicine, 2007


However, it should be noted that for the postcodes that had suicides recorded within them, the postcode for Kerang listed five suicides for the period 2000-2006, unlike other postcodes which had under three deaths recorded. 

7. Conclusion

The effects of water trading on our case-study community are extremely hard to determine for two principal reasons. The first is that during the initial five years of water trading, there were only relatively low levels of trading in water rights. Farmer resistance to water trading played a significant role in the relatively low levels of activity during this period. By the time there was more active participation in trading of rights, the case-study area was experiencing a profound and long-standing drought. The drought had two impacts of direct relevance to this case study. The first was that it drove up the price of water. The second is that it began to have negative impacts on local agriculture and on the local economy. For the first five years or so, resistance to the reforms meant comparatively low levels of trade were occurring and in the second five years the drought has meant that rural communities and economies were undergoing hardship, irrespective of trading. Barr assesses the impact of trading of rights and allocations as having mixed effects. The ability of farmers to trade water during the past two years has had positive and negative social impacts. It has benefited horticultural enterprises, but very likely at the expense of dairy farmers and it is likely to lead to a reduction in the number of local dairy farms, which will  have important implications for regional economies that lose water (Barr 2005: 79). 
This project sits within a larger undertaking that examines the capacity of water trading to alleviate rural hardship. There are two elements to the disadvantage experienced by many rural communities. The first centres on their internal conditions and relates to standard measures of hardship or disadvantage, as well as of community function. The available data on aspects of Kerang’s economy are not suggesting immediately negative impacts due to trading of water allocations. However for many key indicators data are not available for the period including the worst impact of the drought and the most substantial export of water out of Kerang. Our interviewees certainly told us that some individual farmers have generated windfalls for themselves through trading of water right and that this has had some positive outcomes for the local economy. Local industry is maintaining its viability despite the drought, and the recent rises in unemployment are more attributable to the drought than to trading of water right. The profitability of local small business seems little impaired by either drought or water trading. However, it is noteworthy that property values are beginning to decline in Kerang, while nearby communities are experiencing an ongoing rise. Nevertheless, the role of water trading in this change is unclear. Furthermore, IRSED data suggest that Kerang has moved from being a community with a slight degree of disadvantage to one with a small degree of socio-economic well-being. 
The second dimension of rural hardship relates to a notion of locational disadvantage; that is the well-being of rural communities in relation to other settings. This concept does not just measure the ‘internal’ socio-economic characteristics of communities but refers to the position of rural communities relative to other settings; notably provincial and metropolitan settings. The concept ‘locational disadvantage’ encompasses factors beyond ‘standard’ socio-economic indicators (while including them in its ambit). It also refers to things such as declining population levels, loss of young people, erosion of various forms of capital, service loss or rationalization and difficulty recruiting and retaining staff to work in services and key local industries. Any evaluation of the role of water trading in responding to rural hardship must consider these attributes of rural communities. Access to adequate education, medical services, opportunity for social participation and recreation are all important components of rural community function that may be compromised even while standard socio-economic measures remain within acceptable ranges.
On these more sociological measures of community capacity and function, the long term impact of water trading is less clear. Our interviewees expressed considerable concern about these less quantifiable dimensions of community well-being and some of the available data suggest that these concerns are well founded. If rural communities cannot give their residents appropriate services and opportunities relative to those available in provincial and metropolitan settings, locational disadvantage is further entrenched. Barr argues that some types of rural community, primarily those based on ‘traditional’ agricultural undertakings such as dairying, may experience some long-term detriment due to water trading. Based on the data contained in this report, it is clear that our interviewees are adherents of the Goldschmidt hypothesis; that is, they believe that thriving, vibrant rural communities are underpinned by family-owned farms that are, frequently, smaller-scale operations than those owned by corporate entities. Corporatized agriculture, while certainly making a vital contribution to both local and national economies, according to our interviewees, facilitates rationalization and accelerates population loss, with negative flow-on for local economies and services. Some of the data outlined in this report suggest that water trading is not having short-term negative effects on local economies. Other data, however, suggest that water trading may be intensifying some trends that will see rationalization among rural communities themselves. If this scenario is realized many smaller communities may struggle to remain socially and economically viable, with larger communities absorbing some of their economic and social ‘functions’. However, if Barr and some of our interviewees are correct, communities built on traditional agricultural industries may also struggle to retain the economic, demographic and social buoyancy of communities associated with high-value agricultural produce; they may suffer long term locational disadvantage due to a number of intertwined factors, which include climatic conditions, ongoing structural adjustment, the globalized economy, fluctuating commodity prices and water policy. The long term effects of these on the capacity of rural communities to ensure viable futures for their residents will require careful, long-term scrutiny. 
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Appendix 1
Research Instruments

 a) Interview schedule for interviews with farmers
· Have you bought / sold water? Why?; Or

· What caused you to leave farming?

· What effects has the trading of water had on local farming>

· What effects has the trading of water had on your relationship with the community?

· Has the trading of water changed your community? Why? Why not?

· Has the trading of water been good for the community?

· Has the trading of water been good for the community?

· Is the community more or less viable as a result of water trading?

· If current trends continue, what will the community look like in ten years?

· What water policies could work for your community?

b) Interview schedule for interviews with non-farmer community members
· What effect has the trading of water had on the community economy?
· What effect has the trading of water had on local services?
· What effect has the trading of water had on the local community?

· Have there been effects for particular groups?

· What about water trading has been good for the community?

· What about water trading has been bad for the community?

· If current trends continue, what will the community look like in ten years?

· What water policies could work for your community?

Appendix 2

Data collection and analysis

This project sought the views of community members on the community impact of the trading of a relatively large volume of water right from a local area. Accordingly, nineteen interviews were conducted with twenty key informant interviewees: in one organization, two members of staff were interviewed simultaneously. 

Prior to entering the community to conduct the interviews and gather secondary data, members of the research team (Edwards, Bjornlund, Cheers and Kuehne) constructed a typology of community sectors from whom interview input was considered essential. It was important that sectors for whom water trading might have a demonstrable impact be included in the study. The team concluded that interviewees needed to be drawn from:
· Agriculture

· Health services

· Human services

· Education

· Farming

· Indigenous Representatives

· Business
· Local Government

· Service clubs and groups

· Local environment and Landcare groups

· Irrigator’s association

· Water authority

Table one displays the number of interviews and the community category from which interviewees were drawn.  

Table 1: Number and type of interviewee
	Interview Number
	Pseudonym
	Sector

	1
	Trevor
	Local Government

	2
	Frank
	Education

	3
	Simon
	Water

	4
	Malcolm
	Business

	5
	Katherine
	Health services

	6
	Lindsay
	Education

	7
	Cathy and Katrina
	Human services

	8
	John
	Health

	9
	Justin
	Human services

	10
	Al
	Business / farmer

	11
	Mary
	Health / farmer

	12
	Jared
	Business

	13
	Michael
	Service club / Farmer

	14
	Brent
	Agriculture

	15
	Eric
	Environment

	16
	Tricia
	Irrigator’s association / Farmer

	17
	Clarence
	Business

	18
	Colin
	Indigenous -Agriculture

	19
	Ian
	Indigenous land owner


Individual interviewees were selected on the basis of purposive stratified sampling. The Gannawarra Council publishes a thorough community guide. In some instances, individual interviewees who represented relevant community sectors were contacted by one member of the team (Edwards) through the contact details given in the guide. In other instances, sampling occurred through the familiar process of snowballing. The interviewer would outline to an interviewee the characteristics of another required interviewee (long standing resident active in the local business sector, for example). Frequently, the interviewee would offer the name and contact details of an individual who met these criteria; they would then be contacted and asked to participate in the study. Purposive and snowball sampling strategies are frequently used in qualitative research (Sarantakos 1994: 137-140; Liamputtong and Ezzy 2005: 47-48). 
All interviews were audiotaped, with the permission of the interviewees, and were analysed verbatim. Due to time constraints, two interviews were conducted via telephone; all others, however, were conducted face-to-face. The interviews were semi-structured and were guided by an interview schedule (see appendices two and three for details). Interviews ranged in time from forty to ninety minutes, though most lasted approximately an hour. Transcripts were entered into NVIVO, a widely used software package for the analysis of qualitative data and were analysed for emergent themes. Once, emergent themes were identified the research team clarified their definition and they were refined. The refined themes were then used as codes and were applied to the transcripts. All members of the research team read several coded manuscripts to establish the validity of the codes and to ensure they were being reliably applied to the interview manuscripts. To protect the anonymity of the interviewees, they have been assigned pseudonyms and information which might identify them, such as the organization they work for, is not included in the report.
� IRSED is an acronym for ‘Index of Relative Socio-economic Disadvantage’. It is derived from census data that indicate socio-economic disadvantage, such as low income, low educational attainment, high unemployment and the proportion of the workforce in relatively unskilled occupations (Victorian Department of Human Services 2003). The average score for LGAs is 1000 and a score lower than this indicates relative disadvantage; the lower the score the greater the level of disadvantage.


� It should be noted, however, that the measure compiled by Vinson is not the same measure as the IRSED instrument and, as such, the scores cannot be strictly compared. 
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