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KEY MESSAGE

Water is not only fundamental to 
our quality of life but to our economic 
growth, now and in the future. 
Without an adequate supply of water, 
population growth and productive 
output is restricted and business 
investment curtailed.

Most Australians believe the nation’s 
water resources are in scarce supply.

Eighty per cent of Australians who 
live in our cities are now subjected 
to long-term water restrictions. Poor 
water access or declining rainfall in 
some areas of Australia have also 
reinforced a perception of water’s 
growing scarcity.

Unavoidable water scarcity is one of 
Australia’s great myths. This myth has 
enabled Governments to avoid or neglect 
practical solutions to the problem.

Australia’s water problems are a direct 
result of a poorly planned and managed 
water system that has conspired to turn 
a suffi cient supply of water at the source 
to scarcity for end-users.

Australia’s water system can and should 
be signifi cantly improved and better 
managed so a lot more of our water 
resources can be made available to 
where they are needed most.

Water management practices have 
turned suffi ciency into scarcity in 
a number of ways, including:

 * Poor Government planning for 
future needs.

 * Lack of proper water markets to ensure 
water fl ows to its highest value and 
those that need it most.

 * Barriers to investment in new water 
infrastructure.

 * Barriers to water re-use.

 * Ageing and leaking infrastructure.

Australian Governments and their water 
authorities have many options available 
to fi x these problems. The steps to 
improve rural water systems have 
been agreed by all Governments. The 
challenge is to implement them with 
a sense of urgency. In the case of urban 
water there is a broad understanding 
of what needs to happen, but what is 
missing is the political will. If Australia’s 
water system is reformed to make 
the most of its water resources, 
we can have: 

 *  Suffi cient water to our cities on 
a sustainable basis.

 * Healthy rivers and groundwater 
systems, sustained by adequate 
environmental releases.

 *  A vibrant irrigated agricultural sector 
contributing more to Australia’s 
productive output than it does now.

This paper outlines the extent of the 
problem, identifi es how and where 
our water system turns suffi ciency 
into scarcity, and proposes a range of 
realistic solutions to fi x the problem.

As with any outdated and ineffi cient 
system requiring a major overhaul, 
reforming Australia’s water system to 
end man-made scarcity raises diffi cult 
adjustment challenges.

But it is vital for Australia’s economic 
and social future that these challenges 
are tackled now.
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EXECUTIVE SUMMARY

We know water is fundamental to our quality of 
life and our economic future but that rainfall has 
in recent years become increasingly unreliable, 
causing serious drought in parts of the country. 
But these self-evident truths have blinded us to 
the range of opportunities and options Australia 
has available to deliver water to where it is most 
needed. Contrary to perceptions, access to 
water can be improved and it can be provided 
in suffi cient quantity to many areas where 
supplies are currently unreliable. Nevertheless, 
Governments have allowed myths about 
unavoidable water scarcity to hide not only the 
pressing need for our water supply system to be 
fi xed, but the many options available to address 
the problem. Governments have been slow to 
consider the range of options to improve supply 
and instead have relied on consumers’ efforts to 
reduce demand.

Fundamental water reform is now one of the most 
urgent tasks facing Australian Governments. This 
is because the benefi ts of fundamental water 
reform are large. Fundamental water reform could 
boost Australia’s GDP directly by around 1% (see 
Section 2), or $9 billion. While this is very large by 
the usual sectoral reform standards, there are also 
a number of crucial wider benefi ts.

By continuing to view the problem in terms 
of unavoidable scarcity of water at the source, 
instead of a problem with our water supply 
system that can be fi xed with practical solutions, 
Australia’s water supply, and in turn its growth 
and productive output, will increasingly be 
constrained. For example, Brisbane’s dam levels 
are below 30 per cent. Without systemic change 
to Queensland’s water system and expanding 
the range of options for additional water supplies, 
increasing water restrictions will inevitably extend 
from residential to business users, creating a 
direct constraint on the economy of south-east 
Queensland – one of Australia’s fastest 
growing regions.
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While there has been no shortage of rhetoric 
around the seriousness of the issue, past efforts 
by Governments and other authorities to fi x 
the problem have been inconsistent. In 1994 
the Council of Australian Governments (COAG) 
agreed to a strategic framework for water resource 
policy and reform. In essence, COAG ‘ ... agreed 
to implement sustainable water management 
arrangements that account for all uses of 
water (agriculture, industry, household and the 
environment).’1

This objective has not been achieved. Indeed, 
in some respects Australia can be seen as being 
further away from ‘sustainable water management 
arrangements’ than it was 12 years ago. As the 
National Water Commission (NWC) has said: ‘If 
anything, the risks to Australia’s water resources 
are increasing – especially in the form of growing 
demand and reducing reliability of supply.’2

At the same time, improvements have been made 
in some key areas where Australia could be said 
to lead the world in water reform. 

Temporary trading has increased dramatically 
to make better use of our rural water; rural water 
planning has markedly improved in many areas 
(albeit from a very low base); and the key steps 
for permanent water trading and protection of the 
environment and river and groundwater health are 
now well accepted, at least in general terms.

A quick glance, however, at current water 
outcomes, and the pace at which Australia could 
grow over the coming decades, illustrates the 
pressing need for fundamental reform and the 
extent of the task still to be completed.

Australia’s surface and groundwater systems 
remain under considerable stress. The impacts are 
signifi cant, not only on the health of our rivers but 
on the reliability of water supply, productivity of 
the agricultural sector and the recreational amenity 
of the environment.

Essentially, all of Australia’s major cities are likely 
to grow in the coming years but are already facing 
water usage restrictions that are fuelling calls for 
curbs on economic growth. The problem with 
urban water is not so much to do with unreliable 
rainfall as it is to do with the inability of our water 
supply system to keep pace with our growth.

To quote the Water Services Association of 
Australia, the peak body of the Australian urban 
water industry, ‘ ... over the last 20 years, with the 
exception of Perth, no new water sources have 
been developed for our cities. At the same time, 
the urban population has increased dramatically.’3 
This is despite a range of well-recognised new 
supply sources for each of our cities.

For the past 20 years our major water utilities and 
the relevant politicians took the ‘easy’ way out and 
focused purely on managing demand.

Restricted water use and other demand 
management practices have become a 
proud boast. In fact this situation should 
have been seen as a failure in public policy. 
This one-sided approach is unsustainable 
if there is to be economic growth and 
adequate standards of living.
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WATER UNDER PRESSURE

As the National Water Commission’s Chairman, 
Ken Matthews, has said: ‘For too long, water 
has been the forgotten cousin of infrastructure.’4 
Water reform has lagged behind the reforms 
undertaken over the last twenty years in energy, 
road, rail and Australia’s ports. 

There is much to be learned from the reforms 
in the energy market. Both water and electricity 
are essential services. Both have been subject 
to public ownership, a lack of competition and 
no interstate trading. In the 1980s it was believed 
fundamental reform could not occur in either 
sector for a range of political and technical 
reasons. Yet one sector – the electricity sector – 
did embark on a fundamental reform journey. 
Whilst the reforms are still being progressed 
there has been major change – increasing 
competition, opening up trading between states 
and changing ownership arrangements. The water 
sector now needs to actively embrace a similar 
reform agenda.

Australia can improve its water supply 
system to make better use of its water 
resources so that it can continue to grow 
and increase its productive capacity. The 
solutions are clear, and can be readily 
implemented over time.

FIXING WATER SCARCITY 
IN AUSTRALIA’S CITIES

As Malcolm Turnbull, the Prime Minister’s 
Parliamentary Secretary responsible for water 
reform, has said: ‘ ... there is absolutely no 
excuse for our cities, especially those on the 
coast, not being drought proof.’5

In the case of urban water, therefore, 
Governments must move away from the myth 
of water scarcity and focus on the measures 
required to rebalance demand and supply. 
The impediments to new water supply need to 
be addressed, supply competition needs to be 
introduced, and prices need to refl ect the cost 
of these new supply sources. The key steps 
that need to be taken are summarised overleaf.
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STEPS REQUIRED FOR REFORM OF URBAN WATER

KEY STEP EXPLANATION

End the myth of water ‘scarcity’ – replace physical 
water restrictions with properly functioning urban 
water markets.

 We need to remove the arbitrary impediments 
(as distinct from appropriate environmental limits) 
to the many new sources of supply. Water pricing 
should then result from the costs of the new 
sources of supply. Equity measures should be 
available where appropriate.

Introduce competition into water supply, and 
develop effective access regimes to water pipes 
and other relevant monopoly infrastructure.

There is no logical reason why urban water 
supply should remain a monopoly, just as 
there was no justifi cation for an electricity 
supply monopoly.

Introduce national regulation of water. Currently there are a number of different 
regulation regimes. A national regime will be 
more effi cient and be less subject to political 
interference.

Disaggregate water utilities into their monopoly 
(pipes) and competitive (supply and retail) 
segments and consider greater private ownership.

Disaggregation will provide the basis for effective 
competition and provide opportunities for private 
sector investment.

Allow temporary and permanent water trading 
between rural and urban areas, and provide 
adjustment assistance where required. 

Such trading will provide a cost-effective source 
of supply in some areas and at the same time 
provide an economic return to the farmer and 
farmer groups who would be able to participate 
in the water trading system.

Farmer groups would be able to compete against 
existing water authorities and so control their 
own destiny.

Remove the various impediments to 
water recycling.

Impediments range from providing access to 
sewerage and stormwater to low urban water 
pricing. Removal of such impediments will allow 
for availability and appropriate pricing.

Do not seek to ‘pick’ new supply ‘winners’, 
e.g. there are no logical reasons not to embrace 
desalination if it is the most economical option 
and meets relevant environmental criteria.

 ‘Picking winners’ is very costly. It is essential to 
allow the market to operate in a way that allows 
for the consideration of all possible sources.

Conduct a national review of water pricing in our 
cities and towns.

There is signifi cant price variation for water and 
not always a link to costs and quality. What is the 
logic for the price differences between our capital 
cities and many regional centres and towns? 
What are the impacts of ‘postage stamp’ pricing?

Examine the effi ciency and effectiveness of the 
institutional structure of urban water authorities.

Across Australia there is a range of different 
organisations managing urban water. Which 
is the most effective and effi cient model?

For example, are there compelling economies 
of scale or other logical arguments to have fewer 
and/or larger authorities rather than the hundreds 
that exist in some states now?

By working together, Australia’s Governments can 
fi x our urban water supply system to ensure the 
sustainability of our water supplies into the future.
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STEPS REQUIRED FOR REFORM OF RURAL WATER

KEY STEP EXPLANATION

Agree to national standards for the key market 
building blocks of water accounting, metering 
and measurement, and registers of all water 
access entitlements and trades; and agree to 
an immediate timetable for meeting them within 
every Australian jurisdiction.

The National Water Initiative (NWI) includes 
references to these key building blocks. However 
the NWI refers only to ‘compatible’ registers and 
arrangements. This is open to wide interpretation.

 Many people close to these issues believe we 
will see ‘compatible’ but different standards, 
which will frustrate water fl owing to its highest 
value use.

Boost resources in the relevant state institutions 
responsible for the development of these 
‘building blocks’ and for water planning so 
as to speed up progress.

 It is crucial that this work is done properly, 
yet there seem to be too few resources devoted 
to it.

  Remove all barriers to trade, for example:

* exit fees

* fi xed trading limits

* local catchment structures/rules.

 There are many direct barriers to trade that 
were long ago removed in other infrastructure 
and industry sectors.

Remove the barriers to new private sector 
investment.

 This will create more high-value options 
for agriculture.

Where assistance is required for structural 
adjustment, use more of the available 
Government funding to address this need. 
This could be through improving effi ciency 
or compensation.

 Major structural reform in other sectors has 
been supported by such fi nancial assistance. 
One example is the structural adjustment 
payments that accompanied tariff reductions.

 Government water funds are being allocated 
to projects that allow for publicity opportunities 
but do not advance fundamental reform in the 
key areas where it is needed.

Conduct a national review of rural water pricing.  More transparency in price setting is required, 
in particular to reduce wastage. 

Ensure surface and groundwater health by taking 
advantage of effi ciency gains or purchasing water 
for environmental use.

 We can reduce the current stress on our rural 
water systems using market mechanisms.

WATER UNDER PRESSURE

IMPROVING RURAL WATER SYSTEMS

In the case of rural water, we need to put the water we have available to the best use. The steps to 
achieve this are well understood. The key challenge is to now implement these steps with a sense of 
urgency. The essential building blocks for effective water trading must be put in place, barriers to trade 
removed, environmental allocations increased and adjustment assistance provided. The key steps that 
need to be taken are summarised below.
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IMPROVING THE MANAGEMENT OF WATER

To achieve fundamental reform, governance 
changes are needed. These go to the heart 
of the way our federal system operates, as water 
markets do not respect state boundaries and 
the focus by Governments is usually on ‘process’ 
over ‘outcomes’. The key changes required are 
summarised below.

STEPS REQUIRED TO IMPROVE WATER REFORM GOVERNANCE

KEY STEP EXPLANATION

Expand the National Water Initiative to cover 
urban water issues in the same depth as rural.

The NWI currently has little focus on urban issues 
but our analysis suggests they are as important 
as rural issues.

Make the consideration of rural and urban water 
issues and progress a standard agenda item at 
regular COAG meetings.

At the ministerial level (federal and state), 
responsibility for water policy is diffuse, 
leading to complexity in policy development 
and implementation. For this reason, COAG 
(made up of the Prime Minister, Premiers and 
Chief Ministers) should ensure water policy 
reform occurs. COAG needs to meet more 
frequently and regularly, and needs to increase 
its focus on water to ensure progress is being 
made and any impediments are being removed.

Establish explicit action milestones and clear 
outcomes, both of which can be independently 
assessed and monitored by COAG or the COAG 
Reform Council.

Action milestones can, for example, include 
common rural water metering and registration 
standards, removing trading impediments 
and the introduction of effective urban water 
access regimes.

Outcomes can, for example, relate to reducing 
stress on rural water systems and achieving 
urban water supplies that can meet future needs.

Water reform requires much clearer action 
milestones and undertakings. It demands a 
strong focus on outcomes – not just on process.

Tie incentive payments to the achievement 
of the agreed milestones and outcomes.

The National Competition Policy payments have 
now ceased, yet they had demonstrably important 
effects on behaviour that we cannot afford to lose.
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With water reform the policy concepts are clear 
enough. Virtually all water policy experts agree 
that we can have:

*   Suffi cient water to our cities on 
a sustainable basis.

* Healthy rivers and groundwater systems, 
sustained by adequate environmental releases.

* A vibrant irrigated agricultural sector contributing 
more to Australia’s productive output than it 
does now.

While Australia does have an unreliable rainfall 
and receives much of its rain in areas well away 
from urban and agricultural development, it is 
possible to manage the water supply system 
more effectively.

The problem lies in the politics of water. For 
too long myths have substituted for fact-based 
analysis. The public now needs to be heavily 
engaged in assessing the available options, 
and they need to have the facts made available 
to them. All policy changes require public 
acceptance. The tariff reductions of the late 
1980s, for example, were only possible because 
the public became well versed in the issues. 
Facilitating well-informed debate by the public is 
now the responsibility of politicians and relevant 
organisations in relation to water reform.

In some ways water policy reform should be 
easier than other reforms. The adjustment costs 
should be small in the case of the urban water 
reforms, and water trading should be seen as 
providing farmers with more options, not fewer.

Whatever process is followed a key lesson from 
other reform areas is that the more reform is 
delayed, the greater the eventual adjustment 
burden. Australia must approach water reform 
as a matter of urgency.

Through this paper the Business Council 
of Australia is contributing to reform in this 
crucial area.
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