
 
 

An address delivered by David McKenzie, Director of  HMC Property Group and Chief 
Executive Officer of HMC Valuers to the New Zealand  Property Institute in June 2008. 
 
HMC Valuers is the largest independent rural valuation practice in regional Victoria.  
 
We employ approximately 40 staff (including an office in northern Tasmania), and the 
business commenced trading in 1973. Our main clients include major and second tier banks, 
non bank lenders, and Government Departments, including a significant amount of work 
contracted out from the State Government Valuer Generals Office. We also provide rating 
advice to 26 councils in Victoria and Tasmania. 
 
The area of rural valuations is rapidly becoming a specialist area of practice; the majority of 
graduates in Australia are urban based, and very few have any experience of rural issues, 
and consequently little idea how to properly approach rural valuations. Now that the water 
environment is so complex, fewer and fewer valuers are willing to tackle the complicated and 
new issues which are arising daily in irrigation districts. Our firm is regarded as an industry 
leader in our understanding and approach to complex issues of water property rights, and the 
valuation of irrigated land. 
 
The topic set for me today is “Water Wars – Winners and Losers”. I will take you through an 
overview of the Federal Statutory and Regulatory environment, take you through the 
response of the Victorian State Government, and describe the effects of these overarching 
factors on irrigators “on the ground” in our district. Most of the later part of my address will be 
directed at the situation in northern Victoria, my home base. 
 
Shepparton has a population of approximately 40,000, and it is regarded as the main regional 
centre of the Goulburn and Murray Valleys. It is the epicenter of the northern irrigation region, 
and thus the base for the irrigated dairy industry in Australia. Major dryland dairy districts are 
located in southwest Victoria and Gippsland in southeast Victoria (although there is a 
relatively small irrigation district located in the MacAlister District). Shepparton is therefore 
well known to many New Zealanders who have purchased dairy farms in the area over the 
past 20 years. 
 
The Water Authority for the northern irrigation district of Victoria is Goulburn Murray Water.  
 

   
It services more than 32,000 customers across 68,000 square kilometers, mostly via a 
network of open channels, via dam storages and river systems. The irrigation industry has 
completely underpinned economic development in northern Victoria, which otherwise has a 
relatively low natural rainfall in the order of 500 millimetres a year.  
 
This area produces $9 billion in irrigated agriculture, and generates more than $1.5 billion in 
exports.   
 
The water management regime, and subsequently the irrigation industry, has undergone 
more change in the last 15 years than the previous 100 years. What was previously a very 
stable and easily understood management and security model has now become very complex 
and dynamic, with the promise of more change to come, sooner rather than later. 



 
 

 
 
The National Picture. 
 
 
 Firstly, and most importantly, why is this happening? What is driving such a raft of complex 
changes to the Australian Water Regime, which had previously been mostly settled for more 
than 100 years?  
 
In Victoria, rural water rights had always been “attached to land” so that when you purchased 
a rural holding in an irrigation district, you automatically simultaneously purchased the water 
assets – usually known as a Water Right, and a Stock and Domestic Allowance. The amount 
of water attached to the land would have been substantially the same amount as was 
attached when the district was opened up for irrigation. The local Water Authority – always 
State owned, had a responsibility to deliver you that water (subject to availability), and the 
world was a pretty simple place. This is no longer the case.  
 
There are an enormously complex set of circumstances which is driving these changes, which 
can be summed up in a simple phrase; “Climate Change”, and which is further complicated by 
a single word; “Drought”. 
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The south eastern seaboard of Australia is dominated by a complex catchment, known as the 
Murray Darling Basin. The Murray Darling Basin covers more than 1 million square 
kilometers, or about 14% of Australia’s land mass, yet produces more than 40% of Australia’s 
agricultural output. 
 
 As the name suggests the basin is largely defined by the catchment areas of two of 
Australia’s iconic rivers; the Murray River and the Darling River. In fact, the basin contains 
Australia three longest rivers; the Darling (2740km), the Murray (2530km), and Murrumbidgee 
(1690km). 
 
The basin extends over three quarters of New South Wales, more than half of Victoria, 
includes significant areas of South Australia and Queensland, and all of the Australian Capital 
Territory. 
 
About 70% of all water used for agriculture in Australia is used within the Murray Darling 
Basin.  
 
Under the Australian Constitution, which sets out the Division of powers between our Federal 
Government and our State Governments, water is a “State Issue”. A clear problem had 
developed over time; that the aims, objectives, and approaches of the different States to 
water rights and water security issues were not necessarily compatible, and conflict was 
developing in many areas relating to water. This is highlighted by the needs of South 
Australia, and particularly Adelaide, which largely relies on the Murray River for its domestic 



 
 

water supply, and is located at the end of the Basin. Full take up of water further north would 
mean that Adelaide could have no domestic supply.  
 
Due to many factors, including a long period of low rainfall in the basin, (thus intensifying and 
highlighting issues relating to scarcity and sharing of water), as well as being caught up in a 
wide range of Federal Government National Competition and economic reforms aimed at 
eliminating artificial barriers to trade between States, (grants & federal payments have been 
linked to adherence with these reforms), a new approach was needed. 
 
Part of the broader issue was overcommitment of water resources in the Basin, as drought 
meant less and less water in the storages and reservoirs, farmers were using every available 
part of their entitlements (and then some). A significant amount of the historical entitlements 
had never been taken up or used on a regular basis; however the drought meant that a much 
greater proportion of the allocated resource was now being used for agriculture. It quickly 
became clear that the big loser in this process was the environment, where river systems 
were losing their base environmental flows, with river health, water quality, and biodiversity 
effects rapidly becoming clear and acute.  
 
The Murray Darling Basin Agreement was instituted in 1992. It arose from a partnership 
known as the Murray Darling Basin Initiative, and was a response to recognition of the fact 
that no one government or group of people was able to deal with the Basins emerging natural 
resource management problems, and that existing arrangements were not able to cope with 
them. A body known as the Murray Darling Basin Commission was established; this is the 
executive arm of the Murray Darling Basin Commission Ministerial Council (which includes up 
to 3 ministers from each government which is party to the agreement). The Commission 
advises the Ministerial Council, and carries out its decisions. 
 
 
The stated purpose of the Murray Darling Basin Agreement is 
 
“to promote and co-ordinate effective planning and management for the equitable, 
efficient, and sustainable use of the water, land a nd other environmental resources of 
the Murray Darling Basin”. 
 
Restoration of environmental flows to key river systems was a crucial early decision made by 
the MDB Ministerial Council. The first part of this included a project known as “The Living 
Murray” 
 
The Living Murray is Australia’s most significant river restoration program. One of the most 
important aspects of the project is to return water to the rivers in the basin environment. 
 
The first step of the program will be implemented from 2004-2009, and focuses on restoring 
500 gigalitres of water to the river, specifically for the benefit of plants, animals and the 
millions of people who rely on the river system in different ways. Ultimately 1500 gigalitres 
must be found to restore the health of the river systems. 
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The project has identified six “icon” sites, which are considered to be Key Ecological Assets. 
Several are internationally significant sites, subject to International RAMSAR treaties. 
Environmental water must be delivered to these sites, to promote flowering & growth of River 
Red Gums, regeneration of understorey vegetation, and maintain or improve biodiversity via 
an artificial flooding regime which is designed to replicate natural conditions. 
 
This has led to much tension between water user groups, with irrigators arguing that in times 
of severe drought, the environment should be put last in the list of priorities, (environmental 
water now has the same status as ‘consumptive water’ ie. water for urban centres, delivered 
through the rural supply system); South Australians arguing that the upstream flood regime is 
not helping enough environmental water to get all the way down the Murray to save the 
Coorong/Murray Mouth & Lower Lakes district, which is under severe stress; green groups 
arguing that the whole project is too little too late, and State Governments adopting different 
levels of commitment to the project (as we shall see later). At one point, the Federal 
Government attempted to step in, and take over responsibility for water issues from the 
States, which would have been successful except Victoria refused to be party to the 
agreement, arguing that it already had the most advanced and conservative water 
management systems, and that the Federal proposal would have “dragged it down to the 
lowest common denominator” (which is generally accepted as being the Queensland or New 
South Wales approach).  
 
In order to find the first 500 gigalitres of environmental water for the base environmental 
flows, several projects have been commenced. The projects which have been approved can 
be found on the Environmental Water Register, together with the volumes each project is 
estimated to be able to deliver. 
 
There is currently only 133 GL of savings listed on the register, after near completion of the 
first 4 years of the 5 year plan. The Commonwealth Government, the New South Wales 
Government, and the Murray Darling Basin Commission are yet to lodge a single megalitre on 
the register. Victorian irrigators are the only ones to actually lodge water, in the form of 120 
GL of entitlements, with the South Australian Government buying and listing another 13 GL. 
 
The following table demonstrates the commitments of each party to the Living Murray, 
together with their current achievements; 
 

Party Target
Recovered 

Water
Projects in 

Development

Projects 
under 

Investigation Shortfall
New South Wales 249 GL 0 GL 0.67 GL 40 GL 208.33 GL
Victoria 214 GL 120 GL 0GL 0GL 94 GL
South Australia 35 GL 13 GL 0GL 22 GL 0GL
Australian Capital 
Territory 2 GL 0GL 0GL 2 GL 0GL
Australian Government  0GL 0.45GL 0GL  
MDBC 20GL

Total

500 + Aus 
Gov & MDBC 
commitment 133 GL 20.7 GL 64 GL 282.2 GL

 
 
 
Clearly, there is a significant gap opening up between commitments and reality, and volumes 
likely to be delivered.  
 



 
 

The latest update is that NSW is likely to deliver 52.5 GL in infrastructure savings, via projects 
such as piping the Darling Anabranch Stock & Domestic system. A plan to buy 125 GL off 
irrigators was not approved until March 2008, and subsequently ground to a halt following a 
Murray Irrigation Limited (the southern NSW rural water authority) decision to impose a $382 
per megalitre termination fee on water entitlement sales, which saw many pending sales 
cancelled. 
 
Victoria has delivered 120 GL to the project, and has three key water saving projects 
underway, which are not yet on the register, including; 
 

·  A channel reconfiguration program (25GL) – maybe only 15 GL by June 2009 
·  Lake Mokoan Decommissioning (24GL) – but unlikely before June 2009 
·  Shepparton Irrigation Modernisation  Project – 52 Gl – (30GL for the Murray) 
·  The Foodbowl Modernisation Project in northern Victoria – 75 GL, but not before 

June 2009 
 
South Australia is on track to deliver 35 GL. 
 
The MDBC reported buying 20 GL last year, but has lost much of this amount following delays 
in signing contracts, in the midst of skyrocketing water prices. 
 
The Commonwealth has just spent $50 million buying 20GL from willing sellers of water 
entitlements. 
 
However, one of the major impediments in using market based measures (buying water) is 
the “4% rule” which states that no more than 4% of total water available in an irrigation supply 
district can be permanently traded out of the district in any one year. 
 
This rule was bought in to try and limit the pace of change, and the social impacts associated 
with the loss of the economic multiplier that water brings to rural districts. 
 
The Federal Government, now seeing the writing on the wall that the Living Murray targets 
will probably not be met, are putting great pressure on State Governments to remove the 4% 
cap. The only alternative to simply buying water for the environment is expensive 
infrastructure projects, which cannot deliver the savings in time. 
 
This has led to more parochial positioning from the States. Victoria does not think it is fair to 
be penalized by removal of the 4% cap when it has already made the greatest inroads to 
meeting its commitments. The MIL termination fee is also seen by all other states as anti-
competitive, and against the spirit of the MDBC Agreement. South Australia is arguing for the 
removal of the cap, saying it has effectively met its commitments, but the larger States say 
South Australia’s commitment is only a small proportion of theirs, and thus easier to achieve 
within existing rules. 
 
It is probably fair to say that the Living Murray Environmental Watering Plan is under great 
pressure from all quarters at the moment. 
 
This is going to mean that all irrigation authorities, governments, and rural communities are 
going to be under similar pressure, with uncertainty as to future water security and trading 
rules. There is fear at the moment that currently known and understood rules may be 
changed at short notice, which may impact on farm business planning and production levels. 
 
 
 



 
 

The Victorian Response 
 
In 2006/07, Victoria experienced the 11th successive year of below average rainfall. This 
resulted in streamflows which were only approximately 55% of the long term average. 
 

  

Water security under uncertainty
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Drought - 10 Years of Dry Conditions
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As a direct result, rural and urban water storages have been at record low levels. Murray 
River inflows in 2006 were the worst in recorded history. Average inflows pre-1997 were 
11,631GL per annum. For the period 1998 – 2005, the average was 5936GL per annum. For 
the 2006/07 year, inflows were 925GL. 
 
 

  

Supply, Drought & Climate Change

• River Murray inflows 1891-2007
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Of the States total water resources, more than 75% goes to irrigation, rural urban users take 
up approximately 9%, Melbourne urban users are the next largest group, at about 8%, then 
rural stock and domestic users, at approximately 6%.  
 
In 2004, the Victorian Government released a White Paper document titled; “Securing Our 
Water Future Together” which was promoted as an action plan and broad policy document for 
the next 50 years of water management in Victoria. 
 
Priority programs included; 
 



 
 

·  Delivering commitments to the Living Murray 
·  Sustainable irrigation practices 
·  Ensuring water security for cities, towns, environment and industry 
·  Protecting and repairing rivers and acquifers 
·  Investing in urban water projects and recycling programs 

 
The Victorian Water Plan followed, and $4.9 billion of investment in water infrastructure is 
now underway across several projects including; 
 

·  150GL desalination plant at Wonthaggi in Gippsland, to secure Melbourne’s urban 
supply 

·  A north-south pipeline from the Goulburn Irrigation district, to supply urban Melbourne 
with 75GL, deemed to be one third of the water savings associated with a major 
upgrade of the GMW irrigation system (the balance being 30% to the Living Murray, 
and 30% returned to irrigators, on completion of a 10 year roll out) 

·  Expansion of Victorias “water grid” with pipelines being built to secure urban supplies 
to major centres such as Ballarat and Bendigo 

·  Upgrading Melbournes Eastern Treatment Plant, to boost water recycling 
·  Decommissioning of Lake Mokoan, an irrigation storage which has suffered up to 

50GL of evaporative losses annually in the past 
·  A range of urban water conservation programs 

 
Following the “unbundling” of water (ie. the breaking of the nexus between land and water) in 
July 2007, rural water rights have now been converted from the previously described Water 
Right, Sales Allocation, and Stock and Domestic Allowance, into High Reliability and Low 
Reliability Water Shares, a delivery share, and a Water Use Licence. 
 
Sales Allocations were previously made available to irrigators once they had received 100% 
of their annual Water Right, and once there was enough water saved in the storages to 
deliver 100% of Water Right for the following season. As you can see from the following 
graphs, farmers in northern Victoria had long been used to having 200% of their water right 
delivered on a regular basis. 
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As you can see, that expectation has had to change rapidly. 
 
Part of the political sweetener in achieving a deregulated State Water regime (to conform to 
National Competition Policy, as previously mentioned), was to convert the previously 
opportunistic Sales Allocations into a tradeable and legal entitlement, known as Low 
Reliability Shares, on the basis that 20% of the volume would go to the environment, and 80% 
would remain with the irrigator. This was controversial; irrigators saw Sales Water as already 
their “right” and in any case, the environment would not get any of the “new” water unless a 
very wet year eventuated. 
 
A water share can now be separately mortgaged from land (previously impossible), sales and 
purchases are (in theory) more easy to transact, and long term leasing of water can be 
undertaken, in addition to permanent, and temporary (annual) sales. 
 



 
 

Delivery share determines the maximum volume of water that the Water Authority can deliver 
to your property in an irrigation season. It is also separately tradeable from land, but must 
notionally rest with land. 
 
One of the most significant projects in our district since the very advent of irrigation itself is 
currently underway, known as the “Foodbowl Modernisation Program”. 
 
Again, a very controversial project, this is aimed at upgrading the open channel system in 
northern Victoria by means of piping, more efficient metering, and possible retirement of 
fringe irrigation areas.  
 
It has been calculated that the GMW Irrigation District runs at only 67% efficiency (based on 
115 years of historical inflow and outflow data), which equates to more than 700GL lost 
annually through evaporation and seepage. 
 
Various State bodies have committed to a $1 billion first stage of the program. Following a 
change of Federal Government last year, the second stage will now be funded by the Federal 
Government, to the tune of a further $1 billion. It is argued that this investment will enable the 
system to run at 85% efficiency. 
 
It is argued that approximately half the total losses across the GMID can be captured through 
this program, which equates to 450GL under an average inflow scenario, or 390 GL under a 
reduced inflow scenario.  
 
The State Government has adopted a conservative saving target of 225 GL for Stage One. 
There are no voices opposing the investment in infrastructure; it is universally recognized as 
being urgently required, and is understood as being crucial to helping northern Victoria 
continue to attract investment to remain at the forefront of agricultural production in the MDB. 
 
The controversy arises from the State Government requirement that of the first 225 GL, the 
first 75GL must go to Melbourne via the north-south pipeline (breaking a long standing 
bipartisan policy that “no water will ever be taken south of the divide”), the next 75GL will go 
to the environment, and the last 75 GL of “new” water will go back to irrigators to improve 
water security. 
 
Northern irrigation communities see this proposal as “stealing their water” at a time when they 
cannot even get their basic water right, and argue that to remain viable and to be able to 
continue to produce the food and export dollars that benefit the State and the Country so 
much, they should get the first share of the savings, and Melbourne and the environment 
should only get their savings when they have been proved to have been won, via an 
independent audit. 
 
The anger and bitterness that this proposal has provoked in northern irrigation communities is 
significant. Crucially, the State Labor Government holds no seats in the conservative north. 
 
Many more clear thinkers realize the opportunity that this project presents, and understand 
that it a significantly superior outcome for irrigation communities than a simple purchase, or 
buy back, of water entitlements, which leaves a simple direct loss of water to the community, 
and an immediate loss of the economic multiplier that that water generates. 
 
These proponents and supporters of the scheme see it as a lifeline for the future of irrigation 
in our area, which has otherwise been losing water annually via permanent trade out of the 
system. 
 
 



 
 

Winners and Losers. 
 
For more than 100 years, the environment has been the loser in the Australian Water 
Management Regime. Irrigators, rural communities, downstream businesses, and the 
Government via export dollars, have been the big winners. 
 
The complete thrust of the change in approach to Australias water management systems is to 
redress that longstanding imbalance. However, any change to a system which has had so 
many winners is bound to be difficult and controversial. This is clearly proving to be the case. 
The river red gums, native fish and wildlife have had a hard time advocating for themselves in 
the past. 
 
The damage that has been done to the river systems and riverine plains has had to get to 
such a severe stage that no-one can ignore it any longer. Salinity on soil types that were 
probably always inappropriate for irrigation is advancing. There are areas of backstream 
waters on the Murray which are now more toxic than battery acid. Some areas of the Lower 
Lakes near the Coorong in South Australia are being exposed to the air for the first time in an 
estimated 7000 years, and the lake bed is turning acidic. When water returns to these areas, 
it will be poisonous. The effect on migratory wading birds etc, is obvious. These problems are 
therefore upsetting a global balance. 
 
Even the most ardent defenders of irrigations historic right to water now acknowledge that the 
environment is being damaged by our practices. However, they argue that we should do 
something about it once rainfall patterns return to normal, and there is plenty of water. These 
people seem to be the same people that fall into the “climate change sceptic” cohort. 
 
The best advice that Government can commission suggests that whilst Climate Change is 
real, and that we must prepare ourselves for more hot days, more dry days, more storms, and 
generally less water; 
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But we are nonetheless in the grip of a severe drought, and that the rainfall patterns of the 
last decade should not be the baseline case going forward. 
 
So, if Governments follow through on existing policies and commitments, the environment will 
eventually be the big winner. The question for the environment is whether we have pushed it 
so hard that it cannot recover? Whether it is past the point of no return? Only time will tell, but 
we have no option but to give it the best chance to heal itself. 
 
Where are the losers? 
 
Governments will clearly be political losers. The decisions they are now making are difficult, 
and largely unpopular. Many see our current problems as reflecting a lack of forward 
planning, (which may or may not be fair – our previous Prime Minister was an avowed 
Climate Change sceptic until late in his term, but the problems have come forward at a rate 
that has surprised nearly everyone). Many people do not believe that the environment should 



 
 

get such priority in times of such severe water crisis. Many rural communities who had 
become very comfortable with the old regime do not recognize that it was unsustainable. 
Many are still arguing that water should still be attached to land, and not tradeable at all. 
 
Many argue that the government should be building more dams to catch what rainfall does 
occur. This ignores that dams do not create any new water; they just change where it is held 
up, and that it should be beyond doubt that our natural systems cannot yield any more water 
losses. 
 
Communities are being divided by water issues.  
 
In northern Victoria, the two largest irrigation districts are known as the Goulburn supply 
system, and the Murray supply system. Over the past several years, the Goulburn system 
(fed via a different catchment and storage than the Murray system) has been suffering lower 
water right allocations. A proposal to link the two systems via a canal was vigorously opposed 
by Murray irrigators (as they had sufficient water in their storages – a coincidence of where 
the rain had fallen). Now that the Murray system storage is at record lows, and the Goulburn 
system has recovered to some extent, there has been a change of heart. 
 
Similarly, northern irrigation communities resent water being sent to urban users in 
Melbourne. Government studies show that if, record low inflows continue, Melbourne may be 
in danger of running out of water in 2010/2011, before the desalination plant comes online. 
How can anyone deny 3 million people the opportunity to secure their water supply?  
 
With all the different interest groups and conflicting positions, I sometimes think that the only 
saving grace is that we are an island continent, and we do not have any international 
neighbours to argue with. It is difficult to see how Asian, African and European countries can 
ever deal successfully with such issues. 
 
There is no doubt that many people in irrigation communities are feeling disenfranchised, and 
unsupported. These people, if they cannot accept that change is inevitable, and that we can 
probably never go back to the way things were, will be the big losers. 
 
Many irrigation communities do not recognize the fact that they have enjoyed a great windfall 
via the value of their water, which has been created by the trading market. This has been a 
significant factor in helping them to stay on their farms at all over the past 10 years, as 
incomes have dropped and costs and debts have risen. The value of a megalitre of Goulburn 
system water has strengthened from $1000 to $2500 per megalitre in the last 6 years. 
 
Irrigators who have decided that they want to stay in the industry, have accepted change. 
They have availed themselves of a range of government grants and funds to help develop 
their farms to seek water use efficiencies, and are finding innovative ways of managing their 
water resources to their benefit, such as sale and long term leaseback of their high security 
water shares, thus releasing capital for farm development, but still securing the water to 
underpin their production into the long term. 
 
They understand that the enormous capital being invested in the northern irrigation area is not 
a threat or a political payoff, it is the foundation on which irrigated agriculture will be built over 
the next 50 years. 
 
The significance of the management flexibility and resource security which this infrastructure 
investment will deliver can hardly be understated. Opponents of these schemes have 
revealed themselves as “yesterdays men”  and there is little doubt that while they are “arguing 
the toss” about decisions already made, and while they refuse to accept that the clock cannot 
be turned back, they will be the big losers from the changes underway. 
 
Rural communities in fringe irrigation districts, in areas which probably always had 
inappropriate soil types to support irrigation, and where costs of water delivery are high, will 



 
 

continue to come under great pressure. Changes of land use and agricultural practices will 
see continued population decline, and a wind down of services and amenities. 
 
Winners will include irrigation communities in ‘core’ irrigation districts, where assets, 
infrastructure and support services will further aggregate, and where investment from 
processing businesses will continue to grow. These areas will be those with appropriate soil 
types for ongoing irrigation, those areas where water resources can be most efficiently 
delivered, and those with a population and demographic profile to meet the needs of 21st 
century irrigated agriculture. 
 
The winners will be those progressive and forward looking farmers and irrigators who, while 
perhaps not welcoming change, certainly accept it, and look for the opportunities it presents. 
 
I believe that irrigation in Northern Victoria has a sound future. The wider Shepparton region 
is the core of the core northern irrigation area. The soil types, infrastructure, location of major 
food processors, and population profile are all ideal for the continued practice of irrigation. 
The level of corporate investment in irrigation districts is at an all time high, while asset prices 
(except water) are at a relatively low level. The global food shortage and rising commodity 
prices (particularly notably dairy products) represent further opportunities for our farmers. 
Northern Victoria has all the necessary attributes to remain the agricultural powerhouse of the 
Murray Darling Basin, and we can deliver on our environmental commitments, and continue to 
maintain and increase production levels and output.  
 
The two goals are not mutually exclusive. 
 
 
 
   
 
 
 
 
 
 
 
 
 
  
 
 
  


