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INTEGRATED ENERGY POLICY by S L Rao

     Despite decades of planning India has not so far looked at the Energy sector in an integrated fashion. The new draft energy policy tries to look at energy policy in a holistic fashion. What are the essential elements of such a holistic policy? It must balance the different sources of energy in relation to local availability, security of imports, relative costs, and affordability, optimizing efficiencies in production and in use, governance and regulation, to ensure that there is maximum benefit to society.

      On these parameters the draft policy is comprehensive on many counts. But it needs to deal directly with the dilemma that electricity tariffs are regulated while gas and coal are not. Gas and coal are also the main inputs and account for the largest share of costs in generating electricity. 

    The policy does look at parallel markets for l.n.g. and pipeline gas. It proposes regulation of gas and coal prices especially for power. It is not clear how it will deal with the private sector in gas; presently relatively free of tariff regulation and able to back out of supply commitments. The integrated policy has to strike a balance between incentives for investment in each sector and the viability of regulated electricity. 

    The policy addresses the crucial issue of governance of the sector by proposing an Apex Body on Energy under the chairmanship of the Prime Minister. It might have been better if a Deputy Prime Minister for Energy had been suggested to do the day-to-day coordination, with the Prime Minister considering policies at the Cabinet level. This will help to resolve the present chaos due to the many central Ministries handling aspects of Energy: Power, Coal, Oil and Gas, Atomic Energy, Non-conventional energy. There is little coordination between them and many times they are at cross-purposes. In the states there are similar scatter of responsibilities and a similar institutional solution must be created in the states as well. 

    Even new institutions like independent regulators are similarly compartmentalized. There is no attempt in the states to allow the public electricity system to function independently of the bureaucracy, to the detriment of the financial viability of the sector. The integrated policy must lay down the re-staffing and re-skilling of state owned electricity enterprises to make them more commercial and enterprise oriented.  Even the limited attempt by the Electricity Act 2003 to overcome the Constitutional impediments to a national electricity policy and plan caused by its being a concurrent subject, has not been forcefully implemented. There are already strong pressures to reverse many of the provisions.   

      Electricity and gas are largely state-owned (with growing private presence especially in gas) while coal is entirely state-owned. Apart from weak attempts to tie coal blocks to users, there has so far been no attempt to introduce more dynamic ownership into coal. This is despite the realization that we have to exploit our coal reserves to the full. This will need huge investments in coal washing, on-site gasification, deep mining, etc. The draft policy makes welcome recommendations, without amending the Coal Nationalization Act by creation of a coal tariff regulator. Amendments proposed are for private ownership as well. It might have been better if all regulation for coal, gas and power, were under a common regulator. Instead we have the compromise of a common appellate tribunal, which is unlikely to achieve coordination between energy sectprs. 

     The state electricity boards require a cultural transformation to work as enterprises. But they work as administrative departments, with more attention to procedures and paper work than to financial viability. Almost any type of organization and ownership can be made to work but there must be a determination to do so. This has been singularly lacking. The draft policy recognizes this but has no specific suggestions.  

     Only Orissa and Delhi electricity distribution have come under private control. Orissa after many years and despite the greed of the state government in appropriating the privatization proceeds for current expenditures seems to be getting much better. Delhi despite put-up political agitations, is doing better than when it was under government control. But the draft policy has no evaluation of the experiences and how the learning can be extended to other electricity distribution. Nor is there a strong incentive system to encourage more private participation. 

      The policy lacks a vision for the future of distribution. Is it for vertically integrated monopolies under government ownership? In other words does it want to prolong the state electricity boards? If so how is it proposed to make good their huge cash drains? Is it the vision to have as much under private ownership as possible and if so what are the recommended models that are recommended for replication? Are wires to be treated separately from supply and again what models are to be followed? How can new technologies help?  

     Subsidies are the bane of the energy industry: on kerosene, l.p.g., electricity. They are untargeted and are largely benefiting the undeserving. The Draft is convincing on the need to reduce the cost of subsidies while making them better targeted. This is not new. The policy has little in terms of firm actions to target them properly. There must be clear plans on what must be done. Could the central government offer to bear the financial burden of subsidies provided that they can decide on their delivery in a better and more targeted manner? It proposes debit cards for below poverty line households instead of physical delivery of subsidized goods. The problem of bogus cards is not tackled.   

     There is little attention paid to tax reform in the energy sector, integrating the charges at central and state levels. These are said to be among the highest in the world. 

     How can energy efficiency in use be encouraged? There are tariff and tax methods to redirect demand and improve efficiencies. We have improved energy efficiencies but by nowhere near what is possible, going by the examples of many others. Our system of incentives and penalties, labeling, monitoring and inspection are poor. The new Bureau of Energy Efficiency has still to make any impact. The Draft Policy does not give new teeth to this effort. 

It wants for example the promotion of railways for freight movement but has no suggestions to make the railways more acceptable to users on timely delivery and security of goods. It does not tackle the problem of distorted railway freights and the need for their independent regulation. The Policy must also tackle the development choices between a society based on personal versus public transportation, and if the latter, the methods of getting there. 

    The Report is comprehensive in stating a policy towards renewables and needs speedy implementation. It would be useful if the Policy were to focus on distributed versus Grid power for rural energy and develop the idea of its administration by local authorities. 

     The Draft Policy is a good first effort. It must be more comprehensive without fear of treading on the turf of other Ministries and develop specific proposals.   (1168)

