
CHAPTER FIVE

SUBSIDIES FOR IRRIGATION, RURAL
WATER SUPPLY AND CATCHMENT

CONTROL SCHEMES
Irrigation and Rural Water Supply Schemes

a Current Policy
Current policy, approved in October 1982, is for irrigation scheme head
works and off-farm distribution works to receive a 70 percent grant. The
remaining 30 percent of headworks and off-farm distribution works is funded
via water charges on a table mortgage basis with an interest rate at the Rural
Bank development loan rate (currently 7.5 percent) and, usually, a 40 year
term. On-farm irrigation expenditure, for both community schemes and
private development, is eligible for concessional Rural Bank development
loans, with the repayment of principal and capitalised interest commencing
after three years. The interest rate is currently 7.5 percent and the term is
usually 13 years. Rural water supply schemes receive a 50 percent grant
and are eligible for Rural Bank development loans on normal terms.

b Government Assistance
Estimates of most of the Government's expenditure on irrigation develop
ment and rural water supply schemes are detailed below.

MWD Programme VIfI, Water and Soil

(Draft Estimates 1984j85-$m)

Irrigation Construction
Irrigation Investigation
Rural Water Supply

Horticultural

7.0 (35%)
0.85

Rural Bank Loans

Pastoral

13.0 (65%)
0.85
3.0

Total

20.0
1.7
3.0

24.7

Normal development loan
Suspensory loan'
3 year deferred payment

(Outturn 1983 j84-$m)
Private

Development

6.50

27.59

34.09

Community
Schemes

2.28
1.28

3.56

Total

6.50
2.28

28.87

37.65
,
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In effect a grant-this remains from the policy applying to schemes approved prior
to October 1982.



The current assistance policy for irrigation development raises a number of
issues. As in other areas of assistance policy the issues can be separated into:

• the overall level of assistance

• the disparities in the levels of assistance given to different groups

1 The Level of Assistance

The subsidy regime for the construction of community irrigation schemes
has two notable characteristics:

it provides a very high level of assistance in relation to that given to
other forms of agricultural development; and

it is targetted to specific groups i.e. it attempts to 'pick winners'.

Under existing policy, assistance provided for community irrigation schemes
is estimated to amount to between 70 percent and 85 percent of the total
cost of installing irrigation. Returns on the farmer's portion of the invest
ment (i.e. 15-30 percent of the total cost) therefore have the potential to
be very high. A recent report (in draft only) by the Agricultural Economics
Research Unit of Lincoln College gives the following provisional results for
a pastorally-based irrigation scheme on the Amuri Plains in North
Canterbury.

Economic return from the national point of
view
Private Returns' under different levels of
subsidisation

Current policy; 70% grant; balance on
concessional loan terms including deferred
capital and interest payment and 7.5%
interest rate

With removal of concessional loan terms,
interest rate at 11 % ..
Farmers bearing full capital costs (i.e.
removal of 70% grant) by way of loans at:
- an interest rate of 11 %
- an interest rate of 14%

• Pre-tax

Net Present Value
at 10%

-$413,369

Internal Rate of
Return

9.8%

25.7%

21.5%

18.2%
14.7%

As the study described above illustrates, the current subsidy policy provides
very high returns to cropping and pastoral farmers. Indeed, if the 70 percent
subsidy for headworks and off-farm works was removed entirely and Rural
Bank concessional loans were unavailable, the return to farmers would still
be high. The high levels of subsidy for irrigation schemes do not have the
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same impact on the returns from horticultural development. Investment in
irrigation development is only a small proportion of the total development
costs for an orchard. Removal of irrigation subsidies for horticultural
development would be expected, therefore, to have only a minor effect on
the private economic returns from such investment.

The existing level of assistance is commonly justified as being necessary to
encourage farmers to undertake schemes which are in the "national interest"
and which they might not otherwise undertake. This rationale, however has
not been tested. In Treasury's view there is only one possible reason why
it might hold that private returns from irrigation development are less than
national returns, implying a 'public good' element in constructing a com
munity irrigation scheme.

Unlike other projects traditionally undertaken as public works, such as roads,
flood controls, etc. the benefits from community irrigation are captured
entirely by private landowners within schemes. There is no evidence to
indicate that the benefits from irrigation investment are of any more value
to the nation than the benefits from other types of investment. Put simply,
the 'public good' aspects of investment in irrigation schemes are the same
as those of any other private investment. Indeed, it is more correctly stated
that a social cost is involved in those instances where irrigation schemes use
scarce water resources for which they are not charged. Overall the char
acteristics of investment in irrigation indicate that the private returns from
irrigation development are unlikely to be less than the national returns.
Moreover, as evidenced by the results from the Amuri Plains case study,
the contribution from other forms of agricultural assistance means that pri
vate returns from irrigation investment, even without direct government
assistance, are likely to significantly exceed returns to the nation from such
investment. Termination of these subsidies would be a very abrupt change
given their present exceptionally high level. However, it would mean that
farmers would have to assess investment decisions on the basis of market
criteria, and would place irrigation investment on a similar basis as other
farm investments.

11 Disparities in the levels of assistance

• Between Land Uses
Land uses for which expenditure on irrigation development is a large pro
portion of total development expenditure (e.g. pastoral farming) receive much
higher levels of assistance through the existing subsidy policy than do land
uses where irrigation costs are only a minor part of total development costs
(e.g. horticulture). In recent years the economic return to the nation from
investment in horticultural development has exceeded considerably the return
from investment in development based on pastoral farming. However, the
majority of assistance for the construction of community irrigation schemes
and to a lesser extent the investigation of new schemes continues to be given
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to pastorally based schemes, mainly in the South Island. The construction
of many of these schemes is not in the national economic interest. Moreover,
the continued promotion of low yielding schemes creates demand from
farmers for additional government assistance and hence in the future may
further reduce the national economic return from investment in irrigation.

• Between Community Schemes and Private Irrigation Development

As a consequence of the 70 percent grant for headworks and off-farm costs,
community irrigation schemes are eligible for much higher rates of assist
ance than are private irrigation developments (often based on underground
water). The effect of this disparity in assistance levels is to encourage farm
ers to seek community schemes rather than undertake private development.

Because of the planning complexities of community irrigation schemes and
the limited availability of funds (the high subsidies lead to a high demand)
the completion of community schemes usually takes many years. In com
parison an entire private irrigation development can often be completed
between irrigation seasons (i.e. in one winter). Hence an unintended effect
of the existing assistance policy is that by providing incentives for farmers
to wait for community schemes it inhibits the development of private irri
gation-this results in a loss in national economic welfare. The recent
announcement of investigations into the feasibility of irrigating 100,000 ha
of predominantly pastoral land on the Canterbury Plains at an estimated
cost of $100 million provides a good example. Officials from the Rural Bank
expect this announcement to significantly reduce the demand for loans to
develop private irrigation from farmers with land in the area under
investigation.

• Between Irrigation and Other Forms of Agricultural Development

Irrigation schemes are one of many forms of investment for agricultural
development. However, the rate of assistance given to the construction of
community irrigation schemes is considerably higher than that available to

other forms of agricultural investment (e.g. fencing, machinery, buildings
etc.). In part this disparity may be attributable to the Government's admin
istrative structure. Advice on all forms of agricultural assistance, other than
irrigation schemes and soil conservation, is the responsibility of the Govern
ment's chief agricultural advisers, the Ministry of Agriculture and Fisheries.
However, advice on assistance levels and priorities for irrigation scheme
development rests primarily with the Water and Soil Division of the Min
istry of Works and Development. Treasury does not support this situation.

We consider that it would be n-lore logical for !v1AF to be responsible for
advising on assistance levels and priorities for irrigation scheme develop
ment. This would allow the weight to be given to this form of assistance
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to be determined within the Government's overall agricultural assistance
policy. In our view, however, there is no evidence to suggest that the level
of assistance given to community schemes needs to be, or should be, higher
than that available to alternative agricultural investments.

c Conclusion

Treasury is of the view that:

• there is no clear economic rationale for granting special government
assistance to irrigation development;

• current assistance levels for irrigation development lead to unnecessary
and inefficient use of the nation's resources;

• if government assistance to community irrigation schemes and private
irrigation development is to be delivered, it should be at the same level
as that available to other forms of agricultural investment;

• the direction of the majority of the Government's irrigation investment
into low yielding pastoral schemes result in a misdirection of these
resources and a consequent loss of national economic welfare; and

• responsibility for advising on the level of assistance and on the priorities
for any Government investment in irrigation development should reside
with the Government's principal agricultural advisers, the Ministry of
Agriculture and Fisheries.

Government Assistance for Catchment Works and Catchment Activities

The Government provides assistance for land protection both through
catchment authorities and through protection forestry. The latter is dis
cussed in Chapter 3 on forestry. Programme VIII of Vote: Works and
Development provides government grants to catchment authorities. These
grants make up over 40 percent of catchment authorities' revenue with the
proportion differing between authorities-as low as 16 percent and as high
as 81 percent in 1982/83. A summary of the grants is presented below:
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I

II

III

IV

V

VI

River control and drainage works
Catchment schemes
Soil conservation works
Administration grants
Special surveys
Water allocation and general resource planning

1983/84
($m)

11.886
11.486
3.782
2.779
0.639
1.935

32.507



Similarities exist between the grants for catchment works (categories (i) (ii)
and (iii) of the above) and the subsidies available for irrigation schemes:

the level of grant -in 1983/84 approximately 90 percent of catchment
works, in terms of value, received grants of 60 percent and above.

the high returns to landowners -grants are given to works which have
net national benefits exceeding the Government's 10 percent internal
rate of return criterion. In general, most of the benefits from catchment
works accrue to private landowners in the form of increased agricultural
production and avoided production losses or, in the case of urban areas,
a reduction in flood risk. Because of this, the high grant levels can result
in a very high rate of return to private landowners.

In some cases benefits from catchment works accrue to the region in terms
of saved maintenance to regional roading, reduction in flood inconvenience
etc. Benefits classified as having value to the general taxpayer, such as the
maintenance of the state highway system, make up the smallest category.
Clearly the existing policy provides an uneven distribution of costs and ben
efits. Generally, private landowners pay, through the rating system, a dis
proportionately low sum in relation to the benefits they receive. As benefits
from catchment works are almost wholly confined to individual regions, we
are of the view that the costs for these works should also lie within the
region. The existing property rating system is available to fulfil this task.
In view of the sum of money involved (approximately $30 million annually)
we consider a review of the level of grants available to catchment authorities
should be given high priority. Before this can take place, however, the
Government will need to establish the principle underlying the amount to
be contributed by each group of beneficiaries. We are of the opinion that
contributions should be distributed according to benefits (i.e. 'user pays').
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