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Why water?

• If there’s one industry in England where it should be 
possible to make a strong case for renationalisation, 
it’s surely water 

• The water and sewerage utilities:

- provide an essential service

- have many features of a ‘natural monopoly’

- need high levels of investment that could be
financed more cheaply by government



‘We will… replace our dysfunctional 
water system with a network of 
regional publicly-owned water 
companies’



A brief history of water

• 19th century – network of privately built and operated 
water works and sewerage systems

• By early 20th century – partly due to quality concerns, 
most companies taken into public ownership, run by 
local authorities

• 1945 – fragmented system of over 1,000 water boards 
and 1,400 bodies involved in sewerage disposal

• 1973 – ten regional water authorities (RWAs) created 
in England and Wales



Privatisation

• 1987 – Julian Jessop joins HM Treasury’s Public 
Enterprise Analytic Unit as a (very) junior economist…

• 1989 – ten RWAs privatised, mainly due to lack of 
appetite for public funding of investment needed to 
upgrade infrastructure and meet higher standards

• Companies floated on the London Stock Exchange

• They are, in effect, regional private monopolies, but 
licenced and regulated by ‘The Water Services 
Regulation Authority’ (‘Ofwat’)



Today

• Three of the nine regional water and sewerage 
companies in England are still listed on the stock 
market

• The rest have been bought out by other businesses, 
including consortia of private equity and 
infrastructure funds, pension funds, sovereign wealth 
funds and foreign utility companies

• Welsh Water reverted to not-for-profit status in 2001, 
and is now run on essentially the same basis as 
Scottish Water, which is a public corporation



How is the water industry different from…?



Arguments for renationalisation

1. One of life’s necessities

2. ‘Natural monopoly’

3. Capital-intensive

4. Poor performance of privatised companies

5. Precedents elsewhere

6. Relatively cheap and easy to finance



1. One of life’s necessities

My view: this argument could be made about food, or 
housing, or healthcare, or any other necessity. Should 
the government be the only body trusted to provide 
these vital goods and services too?



2. Water is a ‘natural monopoly’

• The supply of water is a ‘natural monopoly’, where 
high fixed costs and other barriers to entry make it 
much harder for private companies to compete 
against each other…

• My view: this is a familiar problem for regulators. For 
example, Ofwat sets maximum prices as part of a five-
year review, and monitors quality.

• Ofwat recently imposed a record financial penalty of 
£126m on Southern Water. Could view this either way, 
but fines more likely to work if firms privately owned?



3. Water is capital intensive

• The water industry is capital intensive, so there could 
be large savings from financing new investment at the 
relatively low cost of borrowing by government.

• (Question – why does it cost the government less to 
borrow than a private company?)

• My view: again, could this not apply to any industry? 
Lack of appetite for spending public money was also 
what led to privatisation in first place

• Cost of finance for privatised water companies is 
relatively low (why?)



4. Water companies have performed badly

• ‘Water bills have increased 40% [in real terms] since 
privatisation’ (Labour Party Manifesto)

• ‘For 30 years, the private water companies in England 
have ripped us off, polluted our rivers, dodged taxes 
and let our water drain away through leaky pipes…’ 
(‘We own it’)

• My view: most of the increase in water bills took place 
before 1995 and were needed to finance higher 
investment; since then, water bills have been little 
changed, and are due to fall.



5. Precedents favour renationalistion

• Water is already run on a not-for-profit basis in 
Scotland and Wales, and in most other countries

• There have also been cases when performance has 
improved after a failing private provider has been 
taken over by a municipal authority (Paris and Berlin)

• My view: evidence is inconclusive. Performance of 
Scottish and Welsh Water not obviously any better. 
Lower bills in other countries also reflect higher 
taxpayer subsidies.  And a better private sector 
operator could have replaced a failing one.



“30 Years of Progress: Cleaner, Safer, Better Water”



6. Renationalisation could be cheap

• The government might only have to compensate 
shareholders for the money that they originally put in, 
not the current value of their investment

• Debt could easily be refinanced at the government’s 
lower cost of borrowing, offset by the acquisition of 
assets. (Gross public debt rises, but not net debt.)

• My view: under-paying shareholders (who include UK 
pension funds and employees) would damage 
confidence and drive up interest rates. And would the 
assets be worth as much under public ownership?



Conclusion
• My view: there might indeed be a decent case for 

public ownership of the water industry if England 
were setting one up from scratch. 

• Natural monopoly and cost of capital arguments are 
the best (Network Rail?). Water also a relatively 
simple business with less scope for efficiency gains?

• But in reality, the choice is between continuing to 
strengthen the regulation of an industry whose 
performance is already improving, or a disruptive and 
costly renationalisation with no certain benefits. 



Alternative views

• Kate Bayliss and David Hall, ‘Bringing water into 
public ownership: costs and benefits’

• George Turner, ‘Money Down the Drain’

• www.weownit.org.uk

• The Labour Party, Green Party and GMB trade union 
have all argued in favour of renationalisation – see 
their websites too


