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Bruce Mikkelsen, Executive Director

Other ACCC staff.

Interested parties

Approximately 95 interested parties attended the forum
Opening of forum

Deputy Chair Mick Keogh opened the forum by welcoming the attendees. He outlined that
the ACCC’s Murray-Darling Basin water markets inquiry (the Inquiry) has two key
information gathering components: firstly, the public forums, and secondly, the obtaining of
information and documents from market participants through the ACCC’s compulsory
information gathering powers.




Deputy Chair Keogh informed attendees that the ACCC would take notes of the matters
discussed and publish a summary on its website, but that this summary would not identify or
attribute comments to individuals. Deputy Chair Keogh also invited attendees to provide
submissions to the Inquiry’s issues paper, hosted on the ACCC website.

Summary of issues

Attendees discussed the following issues during the forum:

Issue 1 — Trends in water markets and prices

There was a broad range of views expressed regarding the long-term effects of the
millennium drought, including:

o Some irrigators noted that the work they did to respond to the millennium drought
helped prepare their businesses for dealing with the current drought conditions

¢ Many stakeholders were concerned that the expansion of irrigated agriculture
following the millennium drought is increasing pressure on supply and delivery
constraints.

Stakeholders shared a range of views related to trends relevant to water markets since the
millennium drought:

e There appeared to be a commonly held view that the current high water prices are
primarily the result of structurally higher demand and lower supply and are not a
one-off occurrence

e The loss of water flows from the Darling River into South Australia has removed the
traditional ‘top up’ of supply accessible to South Australian irrigators

e The expansion of permanent plantings has resulted in structurally higher demand

¢ Institutional investors and the introduction of new water products, including multiyear
leases and forward contracts, give irrigators flexibility in risk management and
forward planning. Irrigators, including small operators, have used such products to
secure sufficient supply without resorting to the allocation market

e The emergence of carryover practices as a strategy to manage risk

e The opening of trade across states and irrigation infrastructure operator (110)
networks has alleviated some market distortions created by differences in state and
[1O trade rules

e Industries have changed as a result of rising water costs and unviable end market
prices in certain industries, particularly dairy

e The increased availability of relevant market information and data, including climate
reports and forecasts from the Bureau of Meteorology, has enabled some irrigators
and other market participants to better inform themselves in managing risk and input
costs

e The recovery of water rights for environmental purposes has decreased the amount
of supply available to irrigators

o Disparity between different kinds of market participants in the levels of engagement
in the market has resulted in frustration and perceptions of inequity.



Issue 2 — Water market transparency

Stakeholders expressed varied concerns about transparency in the water market, including:

Differences in state, irrigation infrastructure operator and inter-valley trade regulatory
regimes contributed to an already highly complex institutional setting

Shortfalls in market information transparency, accessibility and usefulness made it
difficult for irrigators and other market participants to make timely and informed
decisions

Some stakeholders found that information relevant to their water trade decisions was
widely available

Many stakeholders considered that information was widely dispersed and required
significant time to collate.

Stakeholders also raised the following specific criticisms relating to information transparency:

Water usage is not reported promptly, and in any case, is reported in different
timeframes in different states and 110s, meaning that demand trends cannot be
accurately tracked

Water storage data does not distinguish between water that was carried over,
designated for environmental use or attributed to ‘sleeper’ water entitlement licences,
meaning that market participants cannot accurately estimate future allocations

Water trade information reporting by state registers is not sufficiently timely, does not
distinguish internal transfers from trades between different participants, and does not
distinguish between different water product types. These factors severely hinder the

usefulness of trade information. Some participants advocated for real-time reporting,
while other suggested next-day reporting was sufficient for their purposes

Information on inter-valley trade windows and allocation decisions are not sufficiently
transparent, resulting in a perception of arbitrariness of decision-making. In turn, this
perceived arbitrariness has caused significant frustration for market participants and
severely impacted market confidence

Information over ownership of large water right holdings is unavailable, meaning that
the competitive dynamics of water markets are not well-understood

Information over new irrigation developments is incomplete or inaccessible, meaning
that future demand trends cannot be accurately predicted

The disparity of reporting requirements, timeframes and standards between different
states and 110s undermines confidence of other published data.

Stakeholders suggested that there are two main impacts from these combined issues:

Irrigators and other market participants cannot accurately predict future market
conditions and are inhibited from making informed long-term decisions. One
stakeholder suggested that this explained why many irrigators do not appreciate the
severity of the shortfall in market supply or the high degree of competition between
allocation buyers

The time required to access and compile information means that larger businesses
with dedicated resources to collating and analysing information are strongly
advantaged over small irrigators. This has contributed to the perception of unfairness
in water markets.



Stakeholders proposed a number of solutions or approaches to address transparency
concerns, in particular:

o Early indicators and transparency processes over allocation and inter-valley trade
window decisions, which would increase accountability and predictability, and
improve market confidence

¢ Consolidating state registers into a single register to standardise information
reporting and to reduce search costs

e Blockchain technology should be applied to water allocations to increase
transparency over what is being traded and delivered.

Issue 3 — Water market regulation

Stakeholders expressed a range of views about water market regulation, including:
o Widespread criticism of the complexity of the regulatory and institutional settings

e Some stakeholders suggested that inconsistencies between the rules and regulations
of different states and 110s cause more uncertainty than the lack of market
transparency

¢ Most participants acknowledged they only had a narrow understanding of the rules
most relevant to their business.

Stakeholders raised the following criticisms of the regulatory environment:

e There is a lack of a unified approach between state regulators and policy makers in
managing water resources and in related land use planning policies. This contributes
to regulatory complexity and impacts market confidence

e The effect of regulatory inconsistencies between different states or 110s is mitigated
by the ability to trade freely across different states and 110s

e The use of the cap-and-trade system of allocations incentivises irrigators to trade or
consume water quickly

e Concern that the regulation around inter-valley trade restrictions enables
sophisticated water market participants to use their understanding of the restrictions
to make significant gains

e Regulatory change causes uncertainty and reduced market confidence

¢ New water entitlements and delivery rights are continuing to be issued despite water
shortages

e The failure to retire delivery rights as part of previous water buyback initiatives. It was
argued that this meant supply and delivery constraints are not factored into decisions
to expand irrigation use, leading to excessive strain on infrastructure and the river
system

e Loose or absent regulations relating to private dam developments. Many attendees
were concerned that private dams have increased, removing an increased proportion
of runoff that would otherwise have flowed into the river system

e Generous carryover rules do not adequately limit the amount of water that can be
carried over. Some stakeholders were concerned that these rules result in short-term
restrictions in market supply and contribute to uncertainty over future allocation
volumes.



Several solutions to these concerns were put forward, including:

Mandatory broker registration or licencing that implements standards of
professionalism and ethics is needed to increase market confidence in broker
conduct and water markets more generally

Blockchain technology to transparently and efficiently implement trade rules

Reversion of the decoupling of water and land rights. However, there was varied
opinion on this issue, for example, there was the view that decoupling had brought
greater flexibility to agricultural production and highlighted that land would not be
affordable to many prospective farmers if water rights must attach to it.

Issue 4 — Water market participant behaviour

Stakeholders raised two concerns in terms of market participant behaviour:

Flooding of the natural environment around the Barmah Choke by the Murray-Darling
Basin Authority (MDBA) in trying to deliver excessive flows through the Barmah
Choke leading to significant wastage and environmental degradation

Alleged hoarding and withholding of allocations from the market by institutional
investors, partly facilitated by carryover practices, to sustain an inflated market price.
However, some stakeholders contested that investors were actively selling
allocations and that high market prices were instead a result of market supply
shortfalls.

Issue 5 — Water market competition and objectives

There was widespread concern as to the outcomes of water markets, including the following
examples:

A severe imbalance of supply and demand in water markets, which some perceive
will continue into the medium-term future

Environmental degradation, such as rising salinity, is not being priced into water
trading decisions. This has resulted in environmental costs not being borne by
relevant water users and traders but by downstream stakeholders and communities

A reduction in agricultural industry diversity in many regions as a result of an
increasing number of industries becoming unviable, given recent trends in water
prices. One stakeholder voiced concerns that this trend towards monoculture can
increase the exposure of Australian agriculture to global market, economic and
climate risks

The possibility of hoarding of water rights by certain parties, and associated increase
in market power by these parties, because of the decoupling of water and land rights

Distortions in water markets resulting from different state and IO rules and
regulations, that result in arbitrary advantages and disadvantages for irrigators by
virtue of their location in a certain state or 110. The inequity of these distortions, and
inability to plan for sudden changes in rules and regulations, reduces market
confidence

A perception that water and agricultural investment was being transferred outside the
region and community

Concerns over industry movement towards larger and more efficient operations at the
expense of small family operations, both as a result of increased water costs and
uncertain end commodity prices. Some stakeholders perceived this competition to be
unfair. However, other stakeholders disputed this perception of unfairness, arguing



that all current irrigators either made a conscious decision to sell their water
entitlements or had the opportunity to purchase water entitlements at cheaper prices
in the past.

Stakeholders suggested the following approaches to rectify current imbalances in supply and
demand:

e Facing difficult decisions, including whether to decommission plantings or to withhold
from planting, should be part of normal business activity. These stakeholders referred
to forecasts that permanent plantings would soon require more water than would be
available under high security licences, and argued that the imbalance between
supply and demand will not be resolved in the near future. They advocated accepting
this reality and planning on this basis

e Restrictions on access to the water markets by non-irrigators is the appropriate
response to deflate water prices. These stakeholders argued that the primary goals
should include ensuring diversity of agricultural production and viability of existing
rural communities and small businesses. They challenged the suitability of water
markets to achieve these goals.
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