MIHIR GUPTA: Hi everyone, welcome to the Water Market Outlook part of the ABARES Perspectives webinar series.

My name is Mihir Gupta. I'm a senior economist at ABARES leading the Water Research Team.

I'd like to start by acknowledging the traditional custodians of the land we are meeting on, the Ngunnawal people. I acknowledge and respect their continuing culture and contribution they make to the life of this region. I extend that recognition to the traditional custodians of all other lands on which we are gathered today and to all Aboriginal and Torres Strait Islander people attending this event.

A couple of quick housekeeping things before we jump into the webinar.

During the session, if you have a question, you can use the chat feature in Microsoft Teams. You can also ask questions anonymously via Slido. Just navigate to slido.com in your browser and use the code #WMO to access the Q&A feature.

Please also note that the session is being recorded and will be made available on our website at a later date. 

So, for those joining this webinar for the first time, the ABARES Water Market Outlook is published twice a year and takes into account all of the latest information produced by the state water agencies and the climate forecasts put out by the BOM. This data is plugged into an in-house model called the ABARES water trade model to estimate the likely water market and irrigation activity in the Southern Murray Darling Basin for the year ahead. The latest outlook was published on the 7th April and is available on the ABARES website.

To discuss the findings, joining me today are panellists Rhys Downham, Paul Cooper, and Ben Williams.

Rhys is a water economist at ABARES with an extensive research background in natural resource topics. Paul and Ben are senior water brokers at RuralCo and are also the current Secretary and President of the
Australian Water Brokers Association.

So we'll kick things off with a short pre-recorded video summarizing the ABARE Outlook presented by Rhys.

RHYS DOWNHAM: Thank you for joining me today to go through the latest ABARES Water Market Outlook for the southern Murray–Darling Basin next year in 2022–23.This presentation will provide a summary of our outlook for the year ahead.

Our forecasts incorporate the most up-to-date information from the Bureau of Meteorology and state water agencies. We provide forecasts under four different scenarios, which are: wet, average, dry and extreme dry conditions.

But for this presentation, I’ll be focusing on the average scenario which we think is the most likely.

The key points that I’ll be covering in this presentation are that:

There is a high level of certainty around the water that’s available to irrigators next year.
Water allocation prices are forecast to remain low for a third consecutive year.
Inter-valley trade limits will continue to restrict trade and cause price gaps between regions.
And the production of irrigated crops will be supported by high water availability and low water prices.

This table shows water allocation percentages as provided by the state water agencies for each of the major entitlements in the southern Basin. On the left, we have the forecasts for next year under the average scenario. In the middle, we have the current allocations for this year. And on the right, we have the 20-year average.

We can see that most of the major entitlements are forecast to reach 100% allocation next year, on the back of the exceptional year we’ve had in 21–22. It’s quite unusual to have this much certainty about next year’s water availability this early in the year.

The high allocation forecasts are mostly due to the large amount of water that’s currently sitting unused in dam storages, along with an expected return to average rainfall next year across much of the southern Basin. One thing to point out is that Murrumbidgee general security entitlements are forecast to receive 48% allocation in the average scenario. This is conservative and is reflective of the dam management strategy used by NSW.

This figure shows ABARES forecasts for total water available for irrigation use in the southern Basin. This includes water allocations and water carried over into next year. 

Total water availability is forecast to decrease next year. However, this is coming from a very high base this year where all major entitlements have received 100% allocation, and even low reliability entitlements in the Victorian Murray have received 100%. We can see that the wet, average and dry scenarios are quite close together, and this is because, under these scenarios, allocations are forecast to reach 100% in Victoria.

The variation between the scenarios is mostly due to the lower allocation outlooks for NSW. We’re also expecting the amount of water carried over into next year to be at or near carryover limits. We’ve seen back-to-back years with high water availability and rainfall, which has led to reduced irrigation water demand in the current year, therefore allowing more water to be carried over into next year. Overall, the high certainty around total water availability next year will allow irrigators to make more informed planting decisions.

This figure shows water allocation prices across southern Basin for the past three years, as well as the ABARES forecasts for annual prices for the year ahead.

It’s worth noting that, in practice, water prices will fluctuate around the annual price forecasts during the year. If we take a look at the price forecasts for next year, we can see that prices are remaining low, similar to previous years. In the average scenario, the price is forecast to remain at around $80, only marginally above this year’s price of $77.

We’re also seeing a relatively small difference between our forecast scenarios, with only a $93 difference between the wet and extreme dry scenarios. Inter-valley trade limits are expected to continue to play an important role in determining market outcomes next year. 

This figure shows the difference in prices between two regions where trade is restricted: the Victorian Goulburn and the Victorian Murray below the Barmah Choke. As you can see, price gaps are forecast in all scenarios, with a $70 difference in the average scenario.  The production of irrigated crops next year will be supported by high water availability (particularly at the beginning of the year) and low water prices.

The value of irrigated production is forecast to remain around $6 billion in the average scenario.

It’s worth noting that commodity prices for most irrigated commodities have been higher than previously predicted, which has led to an increase in the value of the irrigation sector this year. There will be some regional differences in production.

Lower water allocations and higher water prices in NSW, particularly in the Murrumbidgee, will affect the production of annual crops (such as cotton and rice), as this is where most of this production occurs in the southern Basin.

To summarise our outlook for the year ahead: We’re expecting a high level of certainty around the water available to irrigators, which is unusual for this time of year. The high level of certainty is helping to keep water prices low for a third consecutive year and high-water supply and low water prices will support the production of irrigated crops next year

Thank you very much.

MIHIR GUPTA: That was Rhys Downham, water economist at ABARES presenting the latest Outlook for water markets in 22-23. 

Just a reminder, you're welcome and encouraged to ask questions via the chat feature in Teams, or by using the code hashtag WMO through slido.com at any time.

Now we'll go over to Paul Cooper and Ben Williams from RuralCo to present their views for the year ahead.

PAUL COOPER: Thanks, Mihir. Just wait for our slide to come up. Fantastic, thanks, John.

So, if I was to summarize the water market for this season so far, the temporary market is primarily driven by climate and closely followed by people. So, the temp market started off around about the $190 - $195 mark and then dropped throughout the season as rain continued, or started and continued, in a lot of cases above, a lot of expectations, and that's that to the pricing softening to where it is now around about the $70 mark, and then it may move further depending on the sales strategies of people holding allocational accounts at the moment. If we look at the entitlement market, we'll cover off the effect of rule changes and IVTs as we go along, but it has led to significant increase in below choke demand for entitlements, so Victoria Murray, and NSW Murray and SA in high security, high reliability entitlements and also an increasing demand for low reliability in Victoria and NSW general security and from that we can garner there was a significant appetite for secure carryover space over the next few seasons for a few reasons, which we'll talk about in a bit.

If we look at how this season has affected commodities, it's probably no surprise to learn that the annual crop production has increased significantly, readily available when cheaper allocation and good growing conditions across many regions is always going to result in that type of behaviour.

And as far as perennial plants goes, they continue on. They're not without their challenges. Grapes, for example, have concerns about export to various countries and processing constraints, as well as nut production, say almonds, there's significant volumes of or areas coming into mature trees and fruit production, and that is leading in some areas to production bottlenecks with just a finite capacity for production. And that's something that we monitored and will be developed as we go along.

That gives you a snapshot of where we're up to now and I'll hand over to Ben to talk about, well, bit of a peek behind the curtain and how our next year is starting to shape up there.

So, I can jump over to the next slide please, John?

BEN WILLIAMS: Thanks Paul, thanks John.

OK, so the season ahead. Clearly, we're going to start the year with high, high water in storage and that's going to underpin high allocations. And we've had an announcement today from South Australia that the opening allocation there is 100% so and it is expected to be 100% throughout Victoria in the Murray and the Goulburn and even NSW Murray is broadly expected to get to 100% given where storage is at, there.

I guess the only question is the Murrumbidgee and that's obviously going to require some extra inflows after some early season use.

As far as the outlook is concerned, all of the models, weather-wise look, are pointing to La Nina finishing and moving more into neutral conditions, so we could be looking at more average conditions. But neutral conditions in the Pacific don't necessarily always mean that. They could go either way still. 

As far as pricing, the, I guess for entitlement markets, Paul mentioned the below Choke demand that has come on for various reasons. It is interesting because a lot of irrigators would have expected the high availability of water and cheaper allocation prices to result in some softening in the entitlement market, and, broadly speaking, we have not seen that. It will be interesting to see if a third year running of lower prices might add a little bit of softening to the prices for entitlement. Paul mentioned about the low reliability and New South Wales general security from more of a carryover perspective and the demand for those entitlements and, I guess the question, particularly with regard to Victorian low reliability in zone 7; are we reaching the price limit there at the $1700 to $1800 mark? It would seem so. 

Uh commodities for next year? Water is not really going to be the major issue for irrigators, for no matter whether they're perennial or annual. Fuel, fertiliser and chemicals, as far as price and availability go, particularly on the last two, are going to be the major concerns. So, obviously prices for water are going to be at a point where everyone should be able to make money.

Working in, particularly if we talk about almonds, working in their favour is the ongoing drought in California, so the prices for almond should remain fairly strong, and that should be positive for Australian growers, there. And we would expect another big year given the water availability for annuals, both rice, cotton and all the other annuals. 

Umm, challenges going forwards, obviously climatic changes. Uh, we know how quickly those things can change, or be it, it's unlikely that we would head into an El Nino. But, IVT limitations are going to present challenges, particularly for below Choke irrigators. We've seen that’s an issue more and more over recent seasons, and it's very likely to continue with high demand in the below Choke area and those limits being reached very quickly.

Uh, obviously the DELWP in Victoria reviewing the interim Goulburn IVT rule, and we watch with interest to see whether that becomes a permanent fixture or whether it is changed slightly and that may have some impacts on entitlement values in that market. 

And that's probably about it. Ohh, other than, I guess where irrigators are thinking at the moment. If they’re looking at, not so much next year, but starting to turn their eyes to the 23-24 and beyond? And looking at ways in which they can position themselves for those seasons, be it carry over, forwards or lease products.

MIHIR GUPTA: Thanks Paul, thanks, that's uh, a lot to think about there.

So, we have time now for a live Q and A discussion for around 15 minutes with our panellists and I can see some questions starting to come through in chat, which is fantastic. And we'll go to those shortly. But I might just kick off with a question for you, Rhys. 

What's the ABARES thinking behind the average scenario being the most likely of those four different scenarios that you've found?

RHYS DOWNHAM: Thanks Mihir. Yeah, so Ben touched on it before in regards to La Nina. So, our choice around the most likely scenario is predominantly based on the climate outlook from the Bureau of Meteorology. So, we take into account the climate drivers, so, La Nina being one of them, there's also that negative Indian Ocean dipole we've seen in the last few years, so, we've had back-to-back wet years
due to the La Nina and the Indian Ocean dipole and the outlook suggesting that we're gonna be returning to neutral conditions. So, uh, given that La Nina is associated with higher-than-average rainfall in Eastern Australia in the southern Basin, then you'd expect that if we're coming back to neutral conditions, then we'll come back to average rainfall as well.

MIHIR GUPTA: And keen to get your thoughts as well Paul and Ben. How well does that sort of align with your expectations for the year ahead?

PAUL COOPER: Yep, I think that's it is very much in line with it. We obviously keenly keep an eye on the forecasts and whether, uh, whether the actual climate next year stays on the slightly wet or the slightly dry sided average. It feels like it's going to be within that type of bracket there. With the volumes of water in storage, I think the price expectations are reflected in your forecast there. There's not a big spread of prices, all things considered, so that translates to a fair degree of confidence in irrigators minds where there's no, there's no panic for lack of a better term, that we have seen in years past where there was a real concern as, storage is dwindling. However, I wouldn't even call it concerned, it was just a case of see how it rolls out, but whether we see some price fluctuations on the temp market as we're heading to the warmer months, particularly if it is slightly on the dry side of average over winter, but I still don't foresee that to be any significant cause of concern or panic by people.

MIHIR GUPTA: So, I might go to a comment that I can see in chat that perhaps speaks to, uh, you know, the fact is that different irrigation sectors have to consider, so this is a comment from Chris Joseph about how in dry times the capacity to pay will determine the price and a dairy farmer may not have the same
capacity to pay as a nut tree farmer.

Rhys, I might just go to you first just on your thoughts on, I guess, the different price points that different irrigation sectors are able to handle and how that sort of factors into our outlook for the year ahead.

RHYS DOWNHAM: Yep, so dairy is one example. Other examples would be more opportunistic
irrigation activities like cotton and rice.

So, we definitely factor in, when we're looking ahead at the production of different irrigated commodities and then the flow on demand for water that we're looking at, so, when you're factoring in the amount that they can pay for water, you know, there's gonna be certain irrigating activities where they're more likely to not commit too much to water that year, if prices are higher and then in years like we're expecting this year and next year where prices are low, they can afford to water those types of crops.

And yeah, so it depends on the profitability of different irrigation activities, so you know, we've seen that cotton is a highly profitable commodity, with commodity prices rising to a point where they can afford to
pay for water and then in terms of ongoing demand for water and say regions below the Barmah Choke with almonds, same kind of situation with high export prices for almonds they can afford to pay them
for that water.

MIHIR GUPTA: And Ben, I might go to you with the question next. It's on, uh, sort of forward and leases,
which is something you sort of spoke a little bit about during your part of the presentation. So, this is a question from Nathan Donnelly “With entitlements likely to be tightly held, are you predicting a shift in the focus towards more sort of forward and least trade?

BEN WILLIAMS: So, we have seen, we were talking about this before we came on, the consolidation of entitlements on issue, and they are more tightly held, particularly an issue again below the Barmah Choke. I guess the major, the major issue with forwards and leases, isn't so much of an availability, an entitlement availability question, it's more of a, I guess a capital decision and how businesses spread their risk across their water portfolio, and most sophisticated users will be splitting between you know, owning some entitlements, having some leases, long term leases tied up, and looking at potential forwards, and also some exposure to the spot market to take advantage of years like we've just had, and we're likely to have next year.

So, look, I think that both forwards and leases are going to remain a very strong fixture in the water market going forward as they do provide good water security and a different option for irrigators
to ensure that security. 

MIHIR GUPTA: And I guess just going to that point about sort of people wanting to hold on to their entitlements, is that a result of, you know this realization that water is becoming more and more scarce in in terms of it's sort of availability for irrigation use? Is that a reflection on sort of, you know, the preference of not holders, not actually growers to sort of have more secure water supplies? Or is it a combination of
those things and perhaps other factors that are going on there?

BEN WILLIAMS: Yeah, I think it's a little of everything, you know. We've also had, quite a few reports that banks are being much more stringent on their mortgage holders to have a significant, more significant water security be that via release or forwards or owning entitlement.

Yeah, so it, and obviously the returns that water have made in the, over the past few
Years, have been pretty healthy, particularly in comparison to other opportunities in financial markets.
If you like or in the stock market so. It's it has been a more popular pure investment option as well
and I don't mean that just for institutional investors, but also irrigators themselves exiting or indeed adding to their own holdings by way of a self-managed super fund.

MIHIR GUPTA: Thanks Ben. Uh, Paul might go to you next, uh, we've got a lot of questions coming in so this one's a bit of an interesting one: Do you have any insight into the effect that I guess input prices play in people's decisions to buy and sell water?

PAUL COOPER: Yeah, absolutely, that's been a keen point of discussion in just the general discourse between our clients at the moment, between the cost of fuel, obviously urea fertilizers and its price, but closely related to that, the availability of it as well.

So, I guess, I think there's a lot of bald farmers out there because of the amount of time they pull their hair out, because when water comes down you see other inputs go up. So you tend to see there's just constantly ebb and flow and so on.

So, it does have an effect when it does come to extreme levels like we saw with the urea pricing earlier in the season where you know there are people who deliberately make decisions to focus their attention on what's going to provide the highest yield for them, and that’s more for the sake of the discretional planters, the annual croppers and so on.

For your permanent plantings it's a case of being very careful about how things are purchased and managed, and that may be just rethinking their purchasing strategies for other inputs to mitigate the costs, I guess, and I guess a bit of an irony in that is that they would probably apply a strategy that they used two or three years ago in a water market scenario where when the pricing was at extreme levels through the temp market and they transfer that buying strategy to their other inputs there to mitigate costs across the board.

So yeah, it certainly has a bit of an impact there, most definitely.

MIHIR GUPTA: Thanks Paul. This one might be a question for you, Rhys. So, I know ABARES has done some research recently and presented at Outlook recently. Sort of discussing the effects that IBTs are having and will continue to have on water markets. And this is a question from Slido: How viable is reform to IBTs around the Choke and how much room is there to move considering you know the physical limitations of how much water can move through, for example, the Barmah Choke. So there's certainly hydrological reasons for having the IVTs in place, so how do those factors sort of play into our ability to reform?

RHYS DOWNHAM: Yeah, so as an example with the Goulburn IVT, um, the Victorian Government's been looking closely at the trade-off between trade opportunity and environmental concerns around erosion of riverbanks, and things like that. So in a similar vein, when you're looking at the hydrological constraints with the Barmah Choke, yeah, there's these trade-offs you have to consider. So, you have to factor in (that) currently we have traditionally what we think of demand below the Barmah Choke as being quite significant, but we're actually starting to see some new changes within the market. So, recently in the last four years, we've seen at least 10,000 hectares of almond plantings come on in Murrumbidgee.

So, as things like this start to happen and the demand for water changes, there's gonna be shifts in the
pressures in the river system. So, factoring in the demand side as well, in terms of demand for water. But yeah, as the questions alluding to, there's always going to be the, you know ‘7 gigs per day’ kind of restriction on the Barmah Choke and things like that that you have to consider.

MIHIR GUPTA: Paul and Ben did you want to add anything further on that question? I know IVT is something that you spend a lot of time thinking about.

PAUL COOPER: Yeah, absolutely, um, there's been a really interesting journey this season, particularly in relation to the Goulburn IVT and their interim trade rule introductions. It felt like at the start of the year, with the bringing in of the interim rules, there was a bit of a step back from be it investment or placing water in the Goulburn. And people looked at other alternatives, whether it’s above the Choke or the Murrumbidgee, but given the lack of trade through the Choke this year and the very constrained aspect of the Murrumbidgee, it seems like there's been a sentiments shift back to the Goulburn and the conclusion has been, from a lot of people, well, the Goulburn to Murray IVT is going to be more constrained, but it is going to be more structured, therefore it's more predictable.

So the initial thoughts when we're thinking about the value of Goulburn entitlements, initially, there was the suggestion that we'd probably see the price softening there because of that closer restriction. 

However, the evolution has been the pricing is maintained, in fact probably increased a little bit for high reliability, and in fact increased significantly for low reliability, and that's where you have people looking at more of a long-term option for the Goulburn where they're looking at multi-season carryover strategies. If you think about Goulburn low pricing, roughly it went from, call it 400-450 a meg. I think we're seeing it consistently over $700 a meg at the moment, so as a percentage it's a significant increase. And that is purely to provide people a long-term vehicle to park their allocation, get it out to the Murray during the season whenever the IVT opens, or, if need be, either use it in the Goulburn or indeed trade it in the Goulburn and rebuy it in the Murray. So, the effect of the IVT rule changes, even on an interim basis, has certainly had a market reaction,

And as far as the other IVTs and the Choke balances there, it's probably in seasons like this where we see the most restrictions where, uh, there's just naturally water coming through the system. So, therefore there's no need for authorities to call water through, therefore opening IVTs. So I would imagine you would probably see further openings as to whether it does tend to dry out, which certainly, statistically, it is more likely to do over the next few years.

MIHIR GUPTA: Thanks Paul. I'm I know there are still a few questions coming through, but we're a little bit over. So just to wrap things up, could I just get a comment from each of you on, I guess, the longer term output for the Basin, you know, some of the trends that you think are going to play a role in the next three to five years? And Ben, I might start with you on that one.

BEN WILLIAMS: Yeah, okay, so, as I mentioned before, with irrigators, at the moment I’m looking at strategies for multiple years. We’re obviously in the trough of the longer term cycle, so we're likely to see another drought come around soon. As far as, you know, we're going to see more plantings come on board below the Choke, there's going to be increased demand from that section of the system, but I think longer term we'll see investors starting to look outside of that area, and we're already seeing it now to some extent. But looking at areas like the Goulburn and changing the productivity use in the Goulburn and above Choke that may end up increasing or seeing capital growth in entitlements in those areas also.

MIHIR GUPTA: Thanks Ben. Rhys, a quick comment from you?

RHYS DOWNHAM: Yeah, just building on what I was saying before in in terms of improvement of IVTs. So there's still certainly things that can be done in terms of the market mechanisms that are used. So yes, factoring in the physical limitations and the hydrological constraints, but there's definitely improvements and we're seeing that in the Goulburn IVT review, but also in the Murrumbidgee IVT. They're putting out ideas that they're looking for consultation on that. And then, in terms of changes in the supply and demand dynamics within the Basin, you know I've sort of hinted at changes within the Murrumbidgee, and, you know, as demand starts to change in regions like that, we might start to move away from the typical narrative around significant demand always being below the Barmah Choke. But yeah, and then as we go on longer term, as we get more dry years, potentially with climate change and things like that, you're going to see pressure on these opportunistic cropping activities.

MIHIR GUPTA: Thanks, Rhys. And Paul, just to finish up?

PAUL COOPER: Yep, absolutely. Both Ben and Rhys used the words I was going to and that was, that is simply, climate change. I think if we're going to see a shorter interval between extremes of both wet and dry, that's going to cause an impact on almost every segment of the water markets, from rethinking, be it dam strategies; that we're going to see storages fill up and deplete on a quicker basis or changing the cycle of things. You're going to see the demand for crops in areas that we haven't seen, as Rhys and Ben touched on as well, and I think we're going to see both people shift their thinking and therefore opportunities created. And whether it's said, if it's not production in areas that otherwise wouldn't have been thought of before, or cotton in Victoria or whatever happens, I think there will be opportunities created. And I think we'll all, both authorities, irrigators, all market participants, I think will need to be keenly astute or keenly aware of the changes and so enabled to respond to them effectively.

MIHIR GUPTA: Thanks, Paul. So we're a little bit overtime and I realize we haven't managed to get through all of the questions that we got through chat.

Please do feel free to get in touch with us.

Our contact details will be up on a slide in a sec and you can reach out and shoot us an email if your question didn't get answered.

I just want to thank our panellists Paul Cooper, Ben Williams from RuralCo and Rhys Downham from ABARES for their insights today.

And thanks to you, our audience, for joining us today and for your interest in this webinar series.

If you have any feedback or suggestions, please do get in touch. We’d love to hear from you.,
And if you have a few seconds, please do complete the poll that will be up on Slido before you leave.

Thanks everyone.

