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Water rights in Australia –
nature, extent and 
resultant market
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Outline

Resource rights underpin any market

• How are water rights defined in Australia?
• The nature of the resultant markets (note 

markets not market!).
• Highlight some implications of rights 

structures for Australian markets:
– Property rights are incomplete generating 

uncertainty
– Transaction costs of alternative approaches
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Why - water and scarcity

• Resource scarcity drives competition for resources 
and the need for an allocation mechanism.

• Irrigated agriculture is the dominant driver of wat er 
scarcity in most systems in Australia.

• No real urban water markets (monopoly distributor 
operating uniform price systems).

• Limited industrial demand except some mining. 
• Increasing total demand may have adverse 

consequences for the environment and other users.

Establishing rights to resources and facilitating 
exchange of these in markets is one way to allocate  
water amongst competing demands.
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Schematic of physical system
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Institutional history (Tisdell et.al. 2002)

• Common law – riparian law
– access to stream = access to water

• State control via statutory law
– Right to all water use and management

• State allocation via licences or entitlements
– Water not ‘property’, linked to land and non-tradab le

• COAG and National Water Initiative
– Reforms to improve water trading 

• Ongoing specification of water entitlements 
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Institutional framework

State governments in Australia have the 
power to:

1. issue water rights 
2. influence the allocation of water resources
3. regulate water works and water use 

– This includes regulating trade!

These powers are provided for by legislation.
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Source: Productivity Commission 2004
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Figure 1 The Murray-Darling Basin
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Victoria - structures
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Victoria
Key aspects of individual water rights:
• Term = maximum of fifteen years (most 15 but Sunray sia

Rural Water now 5 years – area with quality issues)
• Share = share of available water from specified sou rce
• Access = time, rate and circumstances 
• Reliability = in overarching bulk water entitlement
• Criticism that environmental rules are not being 

implemented adequately.
• Fairly arbitrary restrictions on trade (2% annual l imit from 

irrigation areas, 20% reduction on reg to unreg tran sfers).
• Use and access licences split in some circumstances .
• Trade between towns and agriculture prohibited!
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New South Wales - structures
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New South Wales
Key aspects of access licences and use approvals:

• Term = fifteen years (20 for water utilities)

• Share = share from specified source

• Access = time, rate and circumstances (inc. locatio n)

• Reliability = specified in water management plan

• Volumetric quantity will be reviewed on a rolling a nnual 
basis after three years = uncertainty

• Significant delays in approving transactions togeth er with 
long term embargoes = transaction costs

• Appears trades between ag and towns possible.
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The Queensland allocation 
framework 

Tisdell et.al. 2002
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The Queensland allocation 
framework 

Water allocation framework defines:
• Annual volumetric limit and priority
• Location of extraction (but not use location)
• Purpose of use (agricultural or other)
• Infrastructure rules and conditions such as:

– Resource operations licence (regulated rivers)
– Maximum extraction rate (unregulated rivers)
– Minimum flow conditions (unregulated rivers)

• Rules for trade
• Trades between towns, ag and mines possible but 

subject to government discretion.
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In summary 
Two broad types of licences in Australia:
1. Regulated flows (downstream of large dams):
• Annual volumetric limit and priority 
• Actual allocation as a share of available resource
• Location of extraction (but not use location)
2. Unregulated flows (other streams and rivers):
• Annual volumetric limit
• Extraction rules and conditions such as:

– Maximum extraction rate 
– Minimum flow conditions 

� Both specify rules for trade.
� Some may have use conditions as well.
� Groundwater most similar to regulated flows.
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A necessary definition?

• 1 acre foot = 1.2334819 megaliter

• 1 acre foot contains 43 560 cubic feet or 
about 1233.482 cubic meters
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Source: Productivity Commission 2004



CSIRO SUSTAINABLE ECOSYSTEMS
Copyright CSIRO 2004

Universality - what entitlements are 
allocated?
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Nature of threats to entitlements 
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Land management
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Implications of different land 
management actions on runoff

Table 2: Land use and runoff 
Site Treatment Runoff as a proportion of 

total rainfall (%) 
Heavy grazing 57-81% Wheat Stubble 
Ungrazed 4-42% 
Heavy grazing in summer 45-48% 
No grazing and pasture retained from 
previous 2 years 

15% 
Pasture 

No grazing but pasture removed 30-60% 
Source: Keenan et.al. 2004 
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Summary of implications

Notes: Does not take into account incremental incre ases in on farm harvesting. 

This amounts to nearly 20% of total surface water r esource use!

Source: Young and McColl 2003.
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Consequences for trade in water

• Water is a variable common pool resource
• Allocation by share of an available resource is 

is accepted practice 
• But physical system constraints makes the 

problem more complex
– Water falls and runs downhill 
– Sequential allocation as you move from top to 

bottom of the catchment 
� entitlements at top get prior access over those at the 

bottom – compromises defensibility
� Priority allocation of some rights concentrates 

impacts on a smaller number of users.
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Incomplete answers …

• But how big are the transaction costs of a 
more complete allocation?

• Transaction costs are important because:
– Information and monitoring costs may be 

restrictively high
– Changes to policy could influence the transaction 

costs in already functioning markets
• Who owns the rights may be a major influence on 

transaction costs (fewer, known irrigators vs
dispersed, large number of water source managers).
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For more information:

Stuart Whitten
CSIRO Sustainable Ecosystems
Stuart.whitten@csiro.au
+61 2 6242 1683
www.ecosystemservicesproject.org


