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“ARGUMENTATIVE INDIANS AND DECLINE OF THE POWER SECTOR” by
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   Amartya Sen wrote about the Indian tradition of skepticism and heterodoxy of opinion that led to high levels of intellectual argument. The power sector in India is a victim of this tradition at its worst. Instead of forcefully communicating, supporting, honestly and firmly implementing policies, they continue to be debated.   

   After electricity generation was opened to private investment in 1995, so was transmission in 1998, but resulting only in the deeply flawed Dhabhol project and one joint venture of the interstate transmission monopoly, Power Grid with TATA Power.   

   It is argued that central undertakings produce power at lower tariffs and must therefore build most of the required extra capacities. This is a delusion. Central undertakings have had very low cost of capital and are not under the same pressure as private enterprises to show continuing improvement in financial parameters; they also themselves set up the projects, not under EPC contracts, which are more costly. Central undertakings no longer have access to low cost government financing. Limited human resources also limit their number of projects. Public sector capacity additions over fifteen years have been inadequate. Private investment remains unavoidable.  

    Uncertainty about payment remains a reason for the hesitation of private investment. They had to sell only to SEB’s. SEB balance sheets are cleaner after the “securitization” of the Rs.40000 crores or so owed by SEB’s to central government undertakings now shown as debt instruments. But state governments have not implemented agreed plans to ensure repayment when due. The current annual losses of around Rs. 28000 crores make repayment highly uncertain. Current dues are being paid out of cash accruals plus subsidy reimbursements by governments. The central undertakings that are their main suppliers have payment security because government will again find a solution. Private enterprises do not have such assurance and are concerned about payment security. Payment security is a prime concern that must be resolved.

    By the late 1990’s, improving the financial performance of SEB’s was recognized as fundamental to power reform. Unbundling into generation, transmission and distribution companies were to enable each to be transparently managed. The capability of the principal buyers, the state distribution utilities to pay their bills had to improve, or the central government had to guarantee payments. Guarantees were ruled out because of their negative effects on government finances. Vertically integrated government monopolies have worked efficiently in France and elsewhere but have failed under state ownership in India. India is peculiar. Unbundling state electricity boards, working under corporate discipline and even privatization and not vertically integrated state enterprises, are necessary for efficient and financially viable electricity enterprises. 

       Since government will not distance itself from managing them, privatizing is an option. The Delhi model has worked. But it receives no public support from the Prime Minister downwards. 

       The Electricity Act 2003, the APRDP (accelerated power reform and development programme) with its incentives and penalties, and the creation of independent regulatory commissions were the means to bring about reforms to improve financial viability of electricity sector. Implementation has been half-hearted and results disappointing.

        The concurrent nature of electricity in the Constitution impedes power sector improvement. State governments are more responsive to populist pressures than central government, and less inclined to take drastic action against electricity thieves. The Act innovatively increased coordination between central and state jurisdictions. 

        Captive generation would add significantly to capacity. Payments were assured since supplies were to be to associates in the captive network. However, captive generation three years after the Act enabled it has added little to capacity because rules for open access were delayed.

       Redefined captive generation avoids state vetoes on purchase or sale of electricity except to state electricity enterprises. Mandating open access on state-owned wires to power regardless of ownership and customer would encourage electricity trading. The Act recognized electricity trading as a separate activity. A surcharge on transmission charges will pay for cross-subsidies. These were to be eliminated in time. 

        Rules for open access and the quantum of surcharge by each state commission (under broad principles defined by the central commission) have yet to be announced by some Commissions. The few who have announced the surcharge have kept it so high that no trading can take place.

      The tardiness in setting out open access rules and the high surcharge indicate the mindset among many regulators of protecting state enterprises even at the cost of holding up power sector progress. State regulatory commissions, state electricity enterprises and state governments, have prevented the innovative purposes of the Act from fructifying. 

     The central commission now has the authority under the Act to put pressure on state commissions. By trying for consensus, there is delay.

        A penal charge (called UI) had been imposed by the CERC on any supplier or user in interstate transmission who violated his forecast of the power he supplies to or draws from the Grid. This has stabilized the till then wildly fluctuating electricity frequency that caused expensive damage to equipment. UI has been used by clever state undertakings to make profits, many times by depriving their own state’s customers of power. Regulatory Commissions could have regulated this but have not done so. 

                The APRDP was also innovative. It incentivized distribution reform and better measurement of electricity supplied and consumed. Thefts and poor billing and collection could then be controlled. The programme has spent only a part of its budget and achieved disappointing results. The central and state governments need more thoroughly to manage the implementation of the programme. 

         The electricity regulatory commissions have not been able to significantly improve distribution utility performance, improve efficiency and cut thefts. Transparency, consultation and electricity quality have improved. The commissions set improvement targets but 

did not insist on the utilities submitting plans to achieve them, nor do they monitor performance over the year. They have not enabled predictability in tariff setting, tariffs being set annually and not for a few years at a time. The state government utilities have not always obeyed commission orders, many times at the behest of their governments.

      Regulatory Commissions must be independent but also be accountable to some authority. Their progress in achieving objectives, success record on appeals against their orders, must be monitored so that they act decisively in implementing the Act.

     The packing of regulatory commissions with retired or retiring government employees has skewed membership to older men with administrative experience but no management skills. Nor is there a managerial mindset in state electricity enterprises. They function not as enterprises but as government departments. Governments have done nothing to correct this.  

The electricity system in India is today a heavy burden on society, on state government finances and an obstacle to growth and social justice. Instead of perennial debates and reversals, government must keep reiterating policies and aggressively implementing them. For example, there was surprising lack of public support from the central government to the Delhi privatization when it was being attacked. Delhi is one success in state electricity reform. 

The enablers exist within constitutional limitations for achieving early viability.    But regulatory commissions, central and state governments must aggressively support and implement the Act and policies, effectively monitor them, introduce stronger incentives and penalties, staff state enterprises to become more enterprising, and proffessionalize regulatory commissions.  (1200)  

