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ABARES Perspectives: Water Market Outlook April 2022. Presentation by ABARES water analyst 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.
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