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Overview 
One view of water regulations and ownership is that they follow a cyclical pattern 
oscillating between common and private ownership.  Some substance to this view can 
be offered in these days of privatisation and attempts to loosen regulatory controls by 
the knowledge that one of the earliest large scale irrigation programs was constructed 
by one of the earliest sophisticated governments.  This was the Assyrian system of 
3000 years ago interconnecting the Tigris and the Euphrates, and named“Hammurabi 
the Abundance of the People, after the founding monarch”.  The highly efficient 
irrigation system made possible by government control, eventually decayed into 
disuse once the power of government weakened.   
 
This view would see the present reforms of water and the utilities generally as a 
zigzag of policy strategies with each change from private/deregulated to 
public/regulated simply reflecting a new generation which has become disillusioned 
by the deteriorating effects of the reforms of their predecessors.  In many cases, 
simply giving businesses a radical shake up, rather like the cobweb clearing exercise 
this provided to defeated nations after World War II, can be effective.  This would 
certainly appear to have been the case in water industries around Australia.  These, 
under new management have risen from the ashes of their tradition bound 
conglomerate predecessors and taken on a whole new consumer orientation.   
 
Another view sees history as a progression.  On that view,  the possibility of  
improvement stems from technical and organisational changes that mean market 
coordination is now better where previously a unified control was essential.  This 
view carries considerable weight in the utilities other than water, where the essential 
facility of the poles and wires has become to be less of a monopolistic bottleneck.   
 
In each of the utilities there are also forces driving reforms that have more to do with 
politics and organisational theory than technology.  These include the wish on the part 
of governments to take capital spending out of their budgets and the prevailing notion 
that private ownership offers greater certainty that the service will be supplied 
efficiently.   
 
The reasons why the utilities were either subjected to strong government control or 
made into government monopolies is their inherent natural monopoly nature.  As 
Klein and Roger say in a World Bank Note Back to the Future, common facilities that 
do not face head to head competition will inevitably face control–the first monopoly 
franchises in gas and water started in the 1820s and rates of returns on gas, water, rail 
were introduced by the mid 1850s in England and North America.   
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The network nature of utilities with high start up costs and low incremental costs is 
their most distinguishing feature.  The regulated nature of the network, where there is 
no actual or possible competition, is inevitable.  In the case of utilities other than 
water, a major driver of reform is the knowledge that much of the operation is not a 
natural monopoly.  For electricity, gas and telecommunications, the regulated part is 
likely in the future to be confined to the local distribution network.  That is already 
contestable for larger customers and may even prove contestable for households in the 
case of telecommunications.   
 
In the case of water, there are fewer possibilities for creating direct competition in 
supply.  With some 60% of the total cost of electricity comprising generation and 
retailing functions where there is no natural monopoly, there is considerable scope for 
businesses to compete head on.  A similar situation is found with gas, while 
telecommunications has great capacity for competition between different services and 
the rich array of value added services and convergence with the entertainment 
industry that is taking place.   
 
Water, by contrast is cheap.  Virgin water trades at about 2% of the 60-70 cents per 
kilolitre that constitutes the price at the tap.  And although this is magnified somewhat 
by the costs of storage, it would still not approach the cost level of gas at the wellhead 
or electricity at the generator gate.   
 

Cost Savings in Supply as Stimulants to Reform 

The Search for Savings 
New and cheaper production methods are developed in three ways: 
• by analysing needs and capabilities and applying them incrementally to the 

business; 
• observation of how others have undertaken the task more cheaply or to the better 

satisfaction of consumers; 
• and from reacting to challenges by changing ways of doing things.   
 
The undertaking of this search for savings and more particularly its application 
requires drivers to stimulate the take up of more effective methods of service delivery.  
Fear and greed are, as ever, the main stimulants.   
 
The improvement in outcomes emerges from: 
• “comparative” competition, involving gathering information on outcomes across 

similar businesses and to ensure cross fertilisation of ideas through venues such as 
this; and 

• border competition and for greenfields. 
 

Achieving Efficiency Gains through Privatisation 
Comparative competition in water supply can be a potent means of generating reform 
where there is privatisation.  In the UK, OFWAT collects and publishes information 
on a range of matters including 
• Raw water availability 
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• Pressure of mains supply 
• Interruptions to water supply 
• Flooding from sewers 
• Response to complaints and queries 
 
The sort of sibling rivalry this promotes is also seen in Australia.  In fact, Russell 
Cooper will be able to tell you tomorrow how South East Water Victoria has 
outperformed its fellow suppliers in Victoria.   
 
But these comparisons have sharper teeth where there is privatisation.  This allows 
capital market competition to reinforce the comparisons by offering incentives for 
businesses to act on the information revealed or to punt on their own interpretation of 
it.   
 
The marriage of capital and comparative market competition is particularly important 
in the water industry where there will never be consensus about the true meaning of 
what comparisons reveal about the relative efficiency levels.  Capital market 
comparisons with the threat of takeover allow rival firms to try to make the changes 
they see could profitably make.  Such contestability for ownership also ensures the 
firms themselves maintain efficient operations to avoid predators.   
 
In the UK the original number of licensed companies has reduced from 39 in 1989 to 
29 as a result of mergers.  Five proposed mergers were referred to the MMC. Two 
were allowed subject to price reductions and, in one case, the introduction of ring-
fencing provisions in the licence. The last three, involving proposed takeovers of 
South West Water and Mid Kent, were not allowed on the ground that price 
reductions and ring-fencing could not compensate for the loss of comparators.  
 
Even though prices have risen in the UK and last year’s drought gave the industry 
some adverse P.R., the outcome of privatisation is generally regarded as being a 
considerable improvement in efficiency compared to the pre-privatisation days.  The 
price increases were, of course, required as part of the increase in water purity the UK 
acceded to under European Union agreements.   
 
In order to translate potential to actual gains in efficiency a credible reward and 
discipline system is needed.  It is difficult to create such a system in the bowels of 
government.  Capital market competition is the best way to ensure that economies and 
consumer orientation are adopted.    
 
Although public ownership may be arranged so that great economies are created, they 
seldom maintain these disciplines.  We have seen with reforms under publicly owned 
electricity and gas industries in Victoria that considerable progress can be made at 
bringing commercial disciplines with businesses that are corporatised or operated by a 
determined management.  But to maintain this pressure constantly is difficult unless 
there are the sort of external pressures present with the ability of someone who sees 
underperforming assets to buy them and improve their performance.    
 
The immunity of public sector businesses from takeover tends to lead them to a lesser 
degree of cost vigilance.  It also tends to bring incentives to over-capitalisation, 
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especially where the costs can be recouped because of the monopolistic nature of the 
business.    
 
Of course, the main objection to privatization remains the notion that businesses will 
stint in the search for profits.  This issue is achieving prominence in health care at this 
time.  Under scrutiny, this argument makes no sense.  All those who say that private 
ownership will bring lower standards in health, utilities or any other service, should 
try substituting that most essential good “food” into the equation.   
 
And public ownership is readily married with standards of safety and purity.  Indeed, 
the need to raise such standards in the UK was what prompted to that country’s 
privatisation of water.  Private ownership is actually associated with higher quality 
standards in part because the quality approver does not have to face a conflict in 
policing an organisation under the same government ownership and usually the same 
Minister.   
 

Achieving Efficiency Gains While Maintaining Public Ownership 
The combination of the search for gain and competition by individuals who can figure 
out improved ways of doing things is the key.  Privatisation allows the whole business 
to be taken over by parties that can manage it better.  But other means of injecting 
competition can also be effective.  Eggers and O’Leary in their book Revolution at the 
Roots: Making our Government Smaller, Better and Closer to Home, discuss the 
outcome of private sector management in Indianapolis.  Though the city’s waste water 
system was considered to be one of the best in the country, a consultancy 
commissioned by the mayor estimated that 5% savings could be achieved.  Instead, 
the Mayor put the business out to tender and made savings of 44%, together with an 
85% reduction in water quality violations , a 70%  improvement in accidents and an 
end to poor labour relations.   
 
Similarly, the Industry Commission’s report on Competitive Tendering issued last 
year found that savings of between 10% and 30% were the outcomes of this form of 
privatisation in over half of the services studied.  This was the case even where the 
tender was won by in-house bids.  (The Commission cites the case of F-111 
maintenance at Amberley where the in-house team won by halving their previous 
costs.)  Interestingly, the report also instances a case where the cost of meter reading 
at Sydney Water fell from $2.80 per meter to 77 cents.  This is a matter where there 
are considerable economies likely to be made as a result of the multi-utility.   
 

Competition Through Supply 
In the UK, notwithstanding the commercial edge to the interfirm rivalry and the 
country’s relatively compact population, there has been little development of 
competition in the water industry.  Only one inset appointment has been granted by 
the Director of Ofwat- for a cross-border supply from Anglian Water Services Ltd to 
Buxted Chicken Ltd (formerly in the area of Essex and Suffolk).  
 
The opportunities for direct competition in the supply of water (or the removal of 
effluent) are expected to continue to be limited. The provision of water and sewerage 
services is a natural monopoly, combining considerable sunk cost in the infrastructure 
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with high transportation costs. It is a rising cost industry, where cheap resources have 
generally been exploited first, and where the incremental costs of supply are generally 
above average costs. 
 
The UK Department of the Environment and the Welsh Office published a paper in 
April 1996 (Water: Increasing Customer Choice) which considered ways of extending 
opportunities for competition in the water and sewerage industry. The paper proposed 
legislative changes for inset appointments, cross-boundary supplies, common carriage 
and liberalising the making of connections.  These matters will doubtless be explored 
in the future. 
 
Competition through supply is now the norm in electricity.  Even though water 
businesses are different from to electricity businesses, they do have some similarities.  
In particular, the dams are similar to the power stations and the pipes have their 
equivalence in the high and low voltage wires.  This would seem to offer the potential 
for the reservoirs to be bid into the system just as power stations bid into electricity 
supply industries.   
 
Indeed, the Norwegian electricity system is operated on a similar basis to that of NSW 
and Victoria.  Generators make power bids into a pool and those that offer the lowest 
bids get to operate.  The difference between the Norwegian power industry and that of 
Australia is that in Norway all the power is hydro.  In essence, therefore, the 
Norwegian electricity generators are bidding their water.  But the potency of this 
competition is dependent on the importance of the component within the overall 
product package.  Where the component supplied by rival businesses is a small part of 
the product, the influence of competition is correspondingly small.  Douibtless 
though, we shall see a considerable number of structural models for water reform 
examined once the process begins in earnest in Victoria.   
 

Competition and Private Ownership as a Means Improving Water Use 
One of the great myths around Australia is that we face a water shortage.  What we 
actually face is a poor allocation of water supplies.  Pricing water in ways that 
recognise its true value is one much needed approach.  Actually the better approach is 
to vest the ownership and to allow those with ownership to trade in water.   
 
With these sorts of policies, we would rapidly see the end of such egregious water 
uses as rice growing in arid parts of Australia which just happen to have the Murray 
flowing through.  If water were fully tradeable, we would see fewer pressures for 
expensive capital equipment in dams and considerable savings in scarce capital.   
Private ownership forces these cost savings out into the open as businesses seek ways 
to improve their profits.  Private ownership and pricing flexibility tends to temper the 
engineer’s natural proclivity to build things with the economist/accountant’s zeal to 
avoid premature or unnecessary capital expenditures.  Pricing action and buying rights 
off those who can readily conserve usage of water – for example irrigators who can 
substitute less water intensive crops or improved irrigation – offers lower cost 
alternatives to dams.   
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Legislative Reforms 
The injection of competition into the process of reform was solemnised in CoAG’s 
Strategic Framework for Water Reform which gives some specific substance to the 
Competitive Principles Agreement.  Explicit in these measures was the need for 
separation of service delivery from regulatory functions.   

The Multi Utility 
The multi-utility is a recent development.  In Australia, the activity of AGL in 
electricity distribution is perhaps the first example but other utilities are also moving 
out of their established businesses.   
 
In the UK North West Water (now United Utilities) and Welsh Water (now Hyder) 
have bought Norweb and Swalec respectively. Southern Water is now part of the 
Scottish Power group. The water companies are now subsidiaries within much larger 
groups and this has potentially adverse consequences.  To remedy these, Ofwat, the 
UK regulator, secured changes to each water company's licence to strengthen the ring- 
fencing of the appointed business. 
 

Regulatory Control Difficulties 
Ofwat has expressed considerable concern about the multi-utilities where one part of 
the business, electricity, is subject to competition but the other part, water, is a natural 
monopoly.  Ofwat considers there to be important issues the allocation of costs 
between the two businesses.  But these are issues already present both in the UK and 
Australia where monopoly electricity (and in the UK, gas) distribution businesses are 
also competitors for retail business.  There has been a remarkable absence of claims 
of the two arms of the same business in electricity colluding so that the retail arm 
wins business either by having an excessive amount of shared costs loaded on to the 
monopoly or by using information to its competitive advantage.   
 
The benefits of requiring a separation for electricity, while conceptually present, are 
less apparent in practice.  If the incumbent distributor/retailer were to enjoy strong 
market advantages, we would expect to see little change in market positions where 
customers are made contestable.  In fact, the experience in Victoria and the UK has 
been that some 40 per cent of customers have switched retailer once given the 
opportunity.   
 
It may be that an even higher degree of churning would have occurred had the nexus 
between wires and retailing been forcibly severed.  But there have been few voices 
claiming this in Australia.  There is, in addition, no apparent call for such separation 
in either the US or UK.  Indeed, neither the Californian nor the Federal US 
regulations even discuss a need to disaggregate retail activities from distribution.   
 

Benefits from the Multi-Utility 
The concerns the regulators hold for competition mirror the advantages likely to 
follow from the multi-utility. The economies from the combined multi-utility include 
call centres, perhaps maintenance staff, reporting requirements and so on. AGL has 
estimated that requiring separation in NSW gas business is adding three percent to its 
costs.  Inevitably such cost increases are passed on to customers.   
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Beyond these economies are those from meter reading especially where this can be 
undertaken electronically without entering premises.  There are also economies from 
billing and possible advantages being extended to customers in the form of regularity 
of utility payments.  A recent editorial in Public Utilities Fortnightly (Sept 15 1997) 
has cited some marketing research to indicate that the greatest area of consumer 
interest in the multi-utility is in the one-bill concept.  We have seen the development 
of United’s EnergyOne as a franchise in association with AT&T and PECO Energy.   
 
Other advantages are to be derived from common maintenance especially where 
utilities share ducts or other rights of way.  Into the future, and probably not too far 
away in our present era of exaggerated opposition to overhead cabling, we are likely 
to see the water pipes which serve every house carrying fibre optic cabling inside of 
them.  This is a real example of synergy.   
 
A government would not permit its agencies set up for specific purposes to diversify 
into these sorts of activities.  There are considerable risks involved in embarking on 
new ventures and Governments in Australia, still smarting from the adventurism of 
unruly government businesses bringing down administrations in South Australia, 
Victoria and Western Australia, would not permit their entities to take such risks.  
Moreover, the entrepreneurial role sits uneasily on government entities that are more 
used to distributing wealth than creating it.  
 

Concluding Comments 
We are clearly going to see considerable change in traditional utilities.  Some of the 
savings from metering and remote reading will alone mean a radical transformation.  
The possibilities of wheeling water through rival business’s pipelines is also likely to 
ignite change within the industry, while there also remains the possibility of building 
upon the present private ownership of some water storages and dams and creating an 
electricity type of market.  All of this and coalescing of utility industries is likely to 
mean the intensification of the buccaneering approach to water which reform to date 
has engendered.   
 
But should be wary of expecting too much.  There has been considerable discussion 
of fusing gas and electricity marketing and adding value with asset optimisation, fuel 
management, reliability through diversity and risk management.  The outcome has 
been less than spectacular.  Many of the expectations were fuelled by thoughts that 
energy provision could be built upon with value added services.   
 
The fact is that energy remains a commodity.  In the recent round of contracts for the 
contestable customers, I have yet to come across a purchaser who has opted for a 
supplier on grounds other than price.  And why should they?  Reliability is a function 
of the monopoly wires service, while advice is a trivial element of the overall cost.    


