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FARMERS are pay-
ing too much for irri-
gation water, a lead-
ing economist has
found.

The report has been
funded by the Dairy Re-
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Water costs to farmers slammed by economist

search and Development
Corporation, the
Victorian Farmers Feder-
ation and United Dairy

Farmers of Victoria.

Leading rural econom-
ist, Dr Alistair Watson,
has criticised the econ-
omic rationale behind
present water pricing pol-
icy and has called for a
restructured pricing sys-
tem in his report — Con-
ceptual Issues in the pric-
ing of water for irrigation.

He has called for policy
makers to move away
from the “user pays” and
“full cost recovery” phil-
osophy which is the pres-
ent thinking for pricing
irrigation water.

“The overriding motiv-
ation in water pricing
should be to obtain the
highest national benefit

from Australia’s irri-
gation water,” he said.

“Numerous official re-
ports used as the basis for
current irrigation pricing

policy are based on dubi-

ous economic reasoning
and unsubstantiated as-
sumptions.

“Unfortunately many
major policy changes in
irrigation water pricing
cannot be justified on
economic grounds and ap-
pear to be little more than
a way of raising revenue.”

VFF Water Resources
Committee chairman
Max Fehring said the
impetus behind the re-
port was irrigator con-
cern that many of the

changes being imposed on
the water industry in the
name of micro-economic
reform were based on a
very superficial analysis
of the economic principles
involved.

He said farmers were
particularly troubled by
proposals to recover the
past capital investment
in dams via water prices.

Dr Watson strongly ob-
jected to incorporating
the original capital or
“sunk” cost of an Irri-
gation scheme in water-
pricing formula.

“Given that the vast
majority of irrigation
schemes were built years
ago, it is irrelevant to

consider the ‘cost’ of exist-
ing assets in the prices
paid for irrigation water
today,” he said.

“Irrigators should only
pay for the full annual
cost associated with oper-
ating and maintaining
the supply system as well
as a separate de-
preciation charge to
finance the maintenance
of essential assets with a
life of less than five
years.”

Rather than setting
prices for “cost recovery”,
Dr Watson said water
prices should be used for
“rationing” water be-
cause 1t was a scarce
resource.

But he was critical of
the way authorities were
attempting to change
water pricing policy
under the guise of ad-
dressing environmental
problems such as salinity
and algal blooms.

“This approach as-
sumes higher water
prices will cut overall
consumption but over-
looks the fact that en-
vironmental problems
are often site-specific,
with the damage occur-
ring away from the farm
which uses the water and
are dependent on soil
types and water tables,”

he said.
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