WATER SUBSIDIES SHOULD ALSO GO

By Prof Dr Chan Ngai Weng, President Water Watch Penang

10 Brown Road, 10350 Penang (nwchan1@yahoo.com)
On 24 May 2010, The Star reported that the government will be holding an open day to get feedback on the issue of removal of government subsidies. This was because the Government had to go back to the people on its plan to cut subsidies, which ballooned to a staggering RM74bil in 2009. Malaysians are indeed a pampered lot. The government has all these years been subsidising its residents (Malaysians and foreigners) in food (sugar, flour, rice, etc), medication, toll, education, agriculture and fisheries, healthcare and more. Apparently, the government subsidised on average RM12,900 per household per year and this is unsustainable as it is putting a heavy toll on government finances. Some have expressed the opinion that cutting these subsidies is necessary as the country could not afford to rely on subsidies after 53 years of independence (The Star, 25 May 2010). Others said that savings from government subsidies can be used to spur Malaysia’s goal of becoming a high-income nation (The Star, 25 May 2010). However, nothing was said about water subsidies. Perhaps people are taking it for granted that water subsidies are their birth-right! To be fair, however, politicians also do not have the guts to mention, let alone review and increase water tariffs. Selangor is subsidising its consumers a staggering RM11 million/month or RM132 million/year as a result of giving “free water” (first 20 m3) to about 1.5 million households (The Star, 13 June 2008) due to its senseless election promise! This is totally ridiculous as Selangor is a State that is running out of water as it has already been forced to transfer/buy raw water from Pahang. It is ludicrous, to say the least, when government give free water or subsidise water tariffs heavily given the water scarcity and high amount of wastage in water use in the whole country. It is even more mind boggling as to why politicians are so afraid of removing the subsidies from water and charge consumers at least at cost (i.e. the cost of production). Water is vital for life. There is no substitute or alternative for water. There can be no life without water. Needless to say, there will be no industry/manufacturing, agriculture, construction, hotels, tourism, etc without water.  
The main reason why Malaysians use so much water is the free water (in the case of Selangor) and low water tariffs (in Penang and many other states). The Malaysian national average water consumption is about 300 litres/capita/day (LCD). This is almost twice the UN recommended benchmark of 165 LCD. Singaporeans are only using about 150 LCD, Indians (in India) use 100 LCD, and the average African uses only less than 50 LCD. Trade/industrial tariffs are also intentionally kept very low in Malaysia to attract foreign industries and businesses. To top it all, farmers pay next to nothing on irrigation water supplied by the government. Few people realise that domestic, trade/industrial; and agricultural water consumers do not pay even the cost of production of the water they get. In short, the government, be it federal or state, heavily subsidise all water consumers. 

While I do agree that subsidies in some critical fields such as education, agriculture and fisheries, healthcare and welfare should be maintained in order to protect the poor, water subsidies should be removed and consumers must pay at least the cost of production (for government water suppliers) and pay the market rate (for privatised water suppliers). The main aim of removing subsidies, in the case of water, is to reduce wastage or abuse as is the situation now. In the case of Penang, despite water supply being fully privatised to PBAPP Sdn Bhd, the water tariffs are deliberately kept the lowest in the country (for both domestic and trade consumers) by the State Government. For the record, the Penang State Government can apply to SPAN to review water tariffs, but it did not have the guts to do so. In 2009, the Penang State Government subsidised domestic consumers a whopping RM43,823,752 and trade/industrial consumers another RM740,861 giving a grand total of RM44,564,612 (Source: PBAPP Sdn Bhd). It is really beyond my comprehension why the Penang State Government is so reluctant to review its ridiculously low water tariffs, despite the fact that market survey studies conducted by both PBAPP Sdn Bhd and Water Watch Penang indicate that the vast majority of water consumers are willing to pay for any reasonable tariff increase as long as the service is maintained at a high standard. I myself have been paying RM5.00 for my bi-monthly water bill ever since I moved into my house in 1997. Hence, I am paying only RM2.50 per month. This is actually the minimum charge. My actual water bill based on litres of water used per month is about RM1.50! So, even if the tariff is increased by 10 times, I will still only pay RM15.00 per month. This is because I am considered a “water-saver” using < 20 m3 per month, and am charged 22 sen/m3 while the unit cost of production is actually 65 sen/m3 . The State Government subsidies me 43 sen/m3 but I don’t really need this subsidy as it gives Penangites the wrong impression that water is cheap and it does not encourage water saving amongst consumers. Penang rewards consumers who use < 20 m3 per month, as the bulk of the water subsidies in Penang is for them (amounting to RM32 million or 71.8% of the annual subsidy).
Whether it is Penang, Selangor or other States, water subsidies must go. Water must be charged at cost. I know I will be very unpopular by suggesting the removal of water subsidies for now. But in the long run, our children and grandchildren will thank me as they will still have adequate, clean water for all their needs, if the federal government [via SPAN] and State governments heed my warning and revise tariffs to such an extent that makes water saving worthwhile. If not, excessive water demands will deplete and ultimately destroy our water resources, leaving our descendents with hardly enough to drink! When revising the tariffs to the level of cost recovery, the poor (who use < 20 m3 of water) would not be burdened. Even if they pay at cost, it would only be RM13.00 for 20 m3 of water. Beyond the first 20 m3 of water, the tariff should increase at a very steep rate – e.g. RM10.00/m3 for the next 20 m3 of water or RM200.00, and RM20.00/m3 for the next 20 m3 of water or RM400.00, and so on. If this does not make people save water, I rest my case! Likewise, there should be no subsidies for water tariffs for trade/industry (In Penang, it is RM740,861 per year – Why should the State Government subsidise industries/businesses/trade that are making money?). Similarly, agriculture water tariffs should also be reviewed by following similar principles but government should be very careful here as farmers represent one of the poorest sections of Malaysian society. 
