
The Rainmaker 
 
Scotland’s real boom industry may not be oil or green energy – but water, says Tom 
Miers 
 
It’s going to be the worst drought since 1976.The Environment Secretary, Caroline 
Spelman, hosted a summit on Monday to plan for the crisis. She met water firms, 
environmental agencies, weather experts and farmers as water levels fell to record lows in 
the South and East of England.  
 
A spokesman for Thames Water said “it’s not a question of whether we’ll be having a 
drought this year, it’s a case of when and how bad.” In parts of East Anglia and the 
Midlands the drought has already begun after another winter with little rain. 
 
The news prompted the usual warnings of rationing, hosepipe bans and desiccated fields 
– as well as speculation about long term solutions to the problem. 
 
One perennial idea is to pipe water from elsewhere. It seems obvious that, in a smallish 
island with a rain-swept North-West and a relatively dry South-east, the answer must be 
to transport the precious liquid from one side of the country to the other. 
 
Yet in reality this is not so easy. The water network is geographically fragmented 
between river basins, making transfers from one region to another difficult. Building the 
major pipelines needed to supply the required capacity would be expensive. Water is 
heavy, costly to pump in large volumes, and still too cheap to make the project 
worthwhile. 
 
For the time being remedial action is more cost effective – linking regions together with 
smaller pipes, reducing leakage and improving reservoirs. Thames Water has even 
invested in a desalination plant. 
 
However the problem is not going to go away. The trend appears to be for drought 
conditions in the South East to become the norm as a result of changing climatic 
conditions and growing demand. As the population of London expands and the economy 
recovers, local water companies will find it harder to cope. The premium on new supplies 
of water will grow, making large scale transfers from the North ever more commercially 
viable. The potential opportunity for Scotland is obvious. 
 
Yet there could be even more. For Scotland’s abundance in water is as evident as its 
water industry is obscure. The truth is that this most unglamorous of commercial sectors 
is at the forefront of global innovation and potential. Arguably Scotland’s water industry 
is one of the few world beaters that we have in our economic armoury. If it takes a 
drought in the South East of England to draw public attention to it, then so be it. But it is 
certainly a story worth telling. 
 



Over the last decade, something remarkable has happened to the Scottish water industry. 
They key was legislation in 2005 that established a fully independent regulator – the 
Water Industry Commission for Scotland - with a remit to introduce retail competition for 
the business market.  
 
The idea was to create a system whereby customers could shop around looking for the 
best deal in terms of price, quality and convenience. In response competing water 
providers would find new ways to win businesses by innovating and improving their 
service. 
 
Since 2008 this structure has been in place and now 130,000 Scottish businesses can 
choose from five different suppliers. For the moment the retail arm of Scottish Water still 
dominates the market, but customers now hold the whip hand and can negotiate better 
terms and better service. At the same time the industry enjoys a reputation for stable 
regulation that ensures stringent price controls combined with quality improvement and 
value for money for domestic customers. 
 
The result is a sector that is one of the most advanced globally in terms of processes and 
structure. It is of one of the few real policy successes of devolution. 
 
It may seem a bland and unrewarding canvass on which to innovate. But ironically it was 
the conservatism of the water industry in Scotland that originally laid the foundations for 
this new approach. 
 
Hostility to privatisation in 1989 saw a separate regulatory regime established for 
Scotland that would lay the foundations for distinct legislation and the current pioneering 
approach. The flipside is that the main producer and distributor of water – Scottish Water 
itself – is still in public hands, unlike its English and Welsh counterparts. Additionally, 
domestic water payments are still collected by municipalities alongside Council Tax, 
which makes it difficult to involve private enterprise in this part of the market.  
 
But the liberalisation of the business market gives Scotland a unique edge. It is no 
exaggeration to say that Scotland’s water industry is the most advanced in the world, 
certainly in terms of its structure and scope for innovation and progress.  
 
This is an excellent base for building the Scottish water industry into a world leader and a 
major economic asset for Scotland by implementing further cutting edge reform. 
 
But there is much more to be done if the industry is to exploit its potential. Scottish Water 
itself still plays a dominant role in the industry because it owns and maintains the water 
and sewage piping and treatment works. The company has performed well enough under 
the supervision of the regulators. But it needs to be able to access new sources of funds so 
that it can invest. The trouble is that, being state owned, it is dependent on the Scottish 
Government budget for its borrowing capacity. The last thing a company with long term 
investment plans needs is to be reliant on the annual vagaries of political budget setting, 



particularly at a time when the Scottish Government is cutting capital spending to meet 
the squeeze. The prospect of a new link to the south is remote under these arrangements. 
 
Meanwhile, competition could be extended in more directions. A multiplicity of 
producers, each owning different reservoirs could compete to supply water into the grid. 
New entrants could offer innovation on connections, distribution and waste water 
disposal, particularly in new housing and commercial developments. 
 
Competition could be extended to domestic households too, so that ordinary consumers 
could shop around for the best deal, driving down costs and improving quality. The 
potential gains are significant, but there are serious obstacles to overcome. Every 
household would have to move to a metering system, with safeguards to ensure that 
everyone had equitable access to water.  
 
Unfortunately there is little political impetus for further reform, with Holyrood seemingly 
paralysed by the constitutional debate. There are numerous options to set Scottish Water 
free, from outright privatisation, to a mutual model, or even a ‘public interest company’ 
like Network Rail. All of these would allow Scottish Water to access the financial 
markets while at the same time increasing investor pressure for further efficiency gains. 
At the same time hundreds of millions for pounds would be released for alternative uses 
by the Scottish Government. 
 
Yet, despite the obvious advantages, Holyrood ministers have set their faces against such 
a move. It is almost as though their hostility to anything from ‘South of the Border’ 
precludes reform if it will in any way resembles UK policy.  
 
The danger is that a policy of neglect to the water industry could squander the 
opportunity for global leadership which is on offer. Already policy makers at 
Westminster are looking at ways of opening up the market in England and Wales to 
competition, and this could extend to the domestic market. Scotland could loose its 
unique edge. 
 
Political neglect is not the only problem faced by the water industry in Scotland. The 
ongoing row about independence is not just a distraction from innovative policy making. 
The more Scotland diverges from the rest of the UK, the harder it becomes to reap the 
advantages of market integration across Britain. So if the economic case for piping water 
from north to south is made, what influence will Scotland have in the decision making 
process? 
 
A worrying precedent is being set by developments in High Speed Rail. Scotland’s 
disengagement from Westminster politics has left the project without plans for the line to 
be extended to Edinburgh and Glasgow, even though the economic benefits become 
greater over longer distances. It is possible that UK plans to integrate the water network – 
allowing producers in the North and West to ‘export’ to the South-East – could stop well 
short of the Cheviots if Scotland goes its own way politically. 
 



Alex Salmond places most of his emphasis on renewable energy and North Sea Oil as the 
basis for Scotland’s future success. But in truth neither industry is based on particularly 
solid foundations. Renewable energy owes its commercial viability to heavy subsidies 
from consumers in England. As environmental concerns about windfarms grow and the 
development of shale gas promises a new era of low energy prices, green energy may not 
provide the bonanza ministers expect. Meanwhile North Sea Oil is a finite resource that 
will be expended in a couple of decades. 
 
So a greater focus on water by policy makers in Scotland would be welcome. After all, 
this is the ultimate renewable resource, and if Scotland has stolen a march on the rest of 
the world in the development of its industry, opportunities for future growth should be 
seized. 
 
According to Richard Marsh, an economic consultant who has studied the industry, the 
potential for Scotland to do well is enormous: 
 
“Scottish Government data suggests annual transactions within the Scottish water and 
sewage markets amount to around a quarter of billion pounds, slightly larger than 
transactions between banking operations in Scotland. And there is growing evidence that 
we are attracting inward investment from companies that need a stable and competitive 
water market. If you want to set up a factory that uses a lot of water, the Scottish market 
structure is very appealing. It is open, you can negotiate a deal that suits you, and the 
regulatory framework is stable, customer focussed and transparent.” 
 
If Scotland played its cards right, there is even a chance that we could become the centre 
of a global industry. As Marsh says, “the potential is there for Scotland to develop 
expertise in terms of regulation, finance, legal processes, contractual norms, policy 
making, market governance and so on that could become a highly marketable segment of 
the service industry. Scotland could develop as a global or regional centre of water 
services, just as London did in the financial sector by pioneering the development of that 
industry.” 
 
Water may be one of the basics of life. But with any commodity there is a certain magic 
in getting it from a natural state to something usable by millions of people. To turn a 
raindrop into water for drinking, washing and cooking, not to speak of its myriad 
industrial uses, is a work of art in need of a master. Scotland can be that rainmaker. 
 
 


