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: The fmure vabxlny of irrigated agriculture in the Noﬁham imgation Fiegfmn
;(NXR} of Victoria will depend on the ability of farmers to pay for irrigation water,
frrigation infrastructure refurbishment and environmental and resourc tection
S oar management, Fifty (50) percent of irrigation water in the region \(3 |

megalitres) is used on marginally profitable mixed grazing farms with prn 'aﬁy o
nnual irrigated pasture and a small area of imigated cropping. Dairying,
horti o (orchards and vines) and vegetables are potentially more profitable,
pmwdeﬂ il and water managemeni is efficient and market demand is noi
exceeded. Dairying is enjoying a very buoyant period at present, with prices at the
farm gate some 20% higher than two years ago. New investment by Goulburn
f Vatiey dairy farmers it improved irrigation layout and milking shed upgrades is
jisibly obvious. The profitability of horticulture depends very much on the iree
ty mix in orchards and the wine grape varieties. The Pear industry is facing a
potentially serious downtumn at present. Vegetable growing is very volaule.
Processing tomatoes are currently facing low international pmces and many of the
small operators have left the industry.

The profitability of farms in the Northern irrigation Region depends on good
technical and financial management by aperators who have access 1o sufficient
land, water and financial resources. Mang of our natural resource planners believe
that normal market forces will result in the movement of land and water rasources
mm the more profitable enterprises, particularly dairying, because dairying is
already a large water user and has the greatest potential to use more water. 1t i is
happemng to some extent, but is it enough to utilise the 1 million ML currently
being used on annual pasture beef and sheep mixed farms? The question that
must be asked is ... if half of the NIR's water is being used unprofitably, how can
the long term viabil |ty of the irrigation industry be maintained?
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. pmmﬁtm from e ymental degradation due fo
increasing strea nt loads and that the irrigation:
in good operational condition. This requires profitable farms.

The Distribution of Farm Profitability

The key to farm profitability is to produce enough of a product, that is in
demand, at a price that generates sufficient gross income to exceed all costs. both
variable and overhead. The key to long term sustainability is that the gross income
must also allow for investment in resource protection, replacement of depreciating
assets and the provision of adequate household income on the farm. On many
farms ia the ragion, the net househeld income ncludes a varying component of
non-farm tncome. - This is of great importance to the mixed farms in the region as
they are typically too small (av. 80ha} and use nsufficient irrigation water o
generate enough gross income to cover all costs.

; On most farms in the region, water is the most limiting production input.
Therefore, those farms which can generate the highest gross margin per megahtre
of total water use, using the greatest number of megalitres as possible on that soil
for that crop type. will have the greatest chance of meeting all overhead costs and
making a profit. Under the current commodity price situation, for the same amount
of water used, a dairy farm should generate a higher total farm gross margin than a
mixed grazing farm, in spite of dairying variable costs also being high.

The returns from orcharding enterprises can be higher per ha and ML than
dairying and is very dependant on having a fruit variety mix that meets the market
requirements. Orchards are mostly small holdings, representing 4% of the total
area irrigated in the Shepparton Region, using 4% of the irrigation water and
irrigating approximately 8460ha, They generate a very high gross income but also
have a very high cost structure, The orcharding area has fluctuated in the range
between 6540ha to 9958ha over the last 24 years {Goulburn Valley Regional
Study, Dec. 1998). The marketing of horticultural products is very sensitive to
supply and demand relationships; a slight oversupply of the variety and the market

can crash overnight. The fruit processors are very price sensitive to competition
- from overseas products, ;
 Economists (Cynthia Mahoney and Olive Monticello) from the Salimty
Planning and Economics Research group at ISIA, Tatura and Shepparion,
undertook a financial survey of 30 farms (18 dairy and 12 mixed), covering an area
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. Thes lﬁtigs‘, irdicate that there is an 2normous apéorﬁunﬁy cost associated
“with not being a dairy farmer in this catchment {and elsewhere in the region).

 Ifthatis the case ... Why haven't all the mixed far:mexsmmferted to dairying
or sold their irmgation water entittements to dairy farmers? This action is a major
~exp :

ctation of many water policy makers who sit remote from the operational
‘environment. '

‘What Rationalisation of Resources is Oceurring at Present?

Permanent Transferable Water Entitlement (TWE) became available in the NIR in
February, 1992, By the end of 1992 calendar year, approximately 3500ML had
b nsterred within the region and applications for a further 1300ML had been
: ed (MDBC - Goulbumn Valley Regional Study, Dec.1992). Approximately
IL} of the permanent transfers was from the high salinity environment
Pyramid HilliTragowel Plains area to the low salinity Shepparton
Region/Goulburn Valley. The transfer price ranged from 8300 to $400/ML or a
regional investment in permanent TWE of $1.5-$1.9 million in six months. )

In addition to the above, there was also temporary transfers of 15,117 ML,
within and between districts in the NIR. There were 174 individual cases, with the
price ranging from $0/ML to marginally less than the delivery price of about S14/ML
i.e. a maximum investment in temporary TWE of $200000, but more likely less than
$100000. It should be noted that the sale price, permanent or temporary, is a
private arrangement and publically available statistics are difficult to access.

- The major proportion of the permanent water transfers went to dairy farmers.
At the above rate of permanent transfers it would take 208 years fo transfer the 1
million megalitres from mixed to dairy farmers (assuming it is necessary for all of it
to move). ‘ ,
~ There is evidence in the region that a small number of mixed farms are
converting to dairying, These tend to be the larger mixed farms which may be
profitable in their own right now (due to scale of operation and good management)
“and are capable of aftracting investment funds from city business sources or from
large scale dryland farming operations, either from within or outside the NIR. This
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~ There have been a number of semi green-field establishments of dairy

enterprises in the Shepparton region where investors have p urchased large mixed
farm blocks of 256 ha f(the old square mile), purchased the additional water
requirements through TWE and established a highly efficient, well layed out,
irigated dairy farm with all the necessary improvements. Such a farm could run
500-700 cows and generate a daily gross income of from $3000-$4270 during the
- milking season. These operations have a high capacily to service the necessary

capital investments. : ‘

The need for careful planning is highlighted by the case in the Shepparton
region where investors purchased land, started constructing the fixed improvements
and purchased a large volume of additional water, only to be informed by the local
water supply authority that the existing public supply channel infrastructure was not
capable of delivering that volume of water to the property. To do so would have
required an investment of several million dollars in new channel construction, at the
landholder’s expense - poor planning? ,

The other common method of rationalising the transfer of water to high value
dairying is for a dairy farmer to buy out a neighbouring mixed farm block which has
a good water allocation. ' The water can then be transferred internally to the most
productive pastures of the combined properties. or the dairy farmer’s financial
resources can be used to improve the productivity and water use efficiency of the
newly purchased property. In this case, there is no duplication of milking shed
assets but there may be a need to upgrade existing assets.

What are the Barriers to a Rational Movement of Water Allocations to the
Higher Value Irrigated Farm Enterprises?

Technical Constraints -

~ As highlighted in the green fields example above, but by no means restricted
1o that type of situation, channel capacity is a major constraint on the movement of
additional water allocations into many parts of the NIR. Many supply channels are
now running above designed supply levels, with serious implications for future
increased repairs and maintenance needs. It has been estimated {MDBC -~
Goulburn Valley Regional Study) that total deliveries could be increased by a
maximum of 10% (less in most districts) if peaks and troughs in demand were
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Market Constramts
Many :ed farmers are re!zmtam to sell their water allocation thmugh fear
ing able 1o respond 1o future commodity price upturns - wool and wheat in
particular. The demand for TWE from dairy farmers is far greater than the supply
available from mixed farms, ‘
Even in the most saline parts of the Werang Lakes area, farmers are
reluctant to sell their water, in case “science” or "the government” fixes salinity in
those areas at some fime in the future, Neither science nor government have
much to offer these individuals that is technically or economically feasible (pipeline
to the sea??). Market forces may yet see these individuals “adjusted” out of
agriculture,
. One consequence of an mdwlduals choosing to sell the farm's water
allocation is, that if the water supply is via a small branch or spur channel, the
economic viability of that spur channel may be compromised, i.e, the operating and
maintenance costs have to spread over fewer megalitres of water. The new water
supply authorities will be forced to make a decision as to whether they can afford
to maintain supply to a small number of farmers on a low volume spur channel,
There is currently a high level of liaison occurring between the Rural Water
i@gtpon&'ﬁéns sup, ply channel refurbishment planners and the Department of
Agncu!tures irrigation design whole farm planning ce-ordinators.  This liaison aims
to identify, in advance, potential supply channel rationalisation options that could
‘ the co-ordinated planning of irrigation supply needs. There have been
nples recently where uneconomiy spur channels have been eliminated,
fol iow ng tiaxson between the RWC, farmers and their irrigation design consultants.

of not




farms jave heen miaﬂy depandam on a mn{mua{son mf bigh water
irs {» 200% of water right),
the case discussed above, the TWE water being purchased by the dairy
~ farmers, whilst moving water from mixed farms, is not necessarily additional water
- for the dairy farms, Le. the dairy farmers are substituting some °risky” sales water
- with guaranteed water right. The net impact on revenug for the water supply
- authorities may be nil and there may be no increase in regional productivity.
~Clearly, where TWE purchases by dairy farmers is to allow expansion of ex:s!mg
operations, the net regional benefit will increase.
The final market constraint o a rapid transfer of water from mixed to dairy

farms is the development capital required to fully benefit from the change. The e

purchase of iand; water and cows, the need for improved, labour efficient irrigation
layout and milking sheds, plus the neer for additional labour, technical and financial
management skills, all consume financial resources and, potentially increase
operational risk. Whilst market conditions are buoyant for dairying at present,
many of the “old hands” recognise the cyclical nature of all commodities and are
cautious in their development strategies,

Conclusions

In order to achieve the aim for long term viability of irrigated agriculture in
‘the Northern Irrigation Region of Victoria, an on-going and accelerating process of
structural adjustment must occur.

The goal of achieving more profitable use of irrigation water, particularly that
1 million- megamres currently being used on mixed tarms, requires a large capital
investment in the land, water, specialised plant, new technology and training and
the use of research and investigations to overcome technical constraints to new
crop alt&rnanves.

1t is unlikely that dairying, alone, can absorb all of the 1 million ML curremly
being used on mixed farms,

Some of the water moving to large and profutabie dairy farms will come from
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f the sluding a high proportion
,(armers whe wer,.t:apabfe of adapfmg thelr iarmmg’ systems, “There will
ne land retired from irrigation, If not traditional dryland agriculture. Some of
‘the 1 muhon L. will become avanlabie for environmental and recreational flows in
- the region's rivers and lakes systems. Who pays for that water and how much is
payed wilt continue to prowda fuel for debate as many will try to argue that the
opportunity cost of the water is zero, i.e. the supply far exceeds the demand (for
irrigation).

The final conclusi on is that it the major users of Jand and water in the
irrigation regions of Northern Vieloria and elsewhere are not profitable, the future of
the irrigation sector and all that flows from it will be very uncertain. This would
place the massive ($billions) public sector investment in irrigation mfrastmcture in
eopardy of collapsing, with serious environmental consequences.
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