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Extending Competition and Trading by S L Rao

Today it is difficult to remember the past restrictive attitudes to consumption. The Jaswant Singh Budget demonstrates its approval of consumption by trying to stimulate the economy through selective reductions in indirect taxes. 

It used to take years to get allotted a telephone connection. An ugly and heavy ITI instrument came after a few weeks. The linesman was then ready for his bakshish. But the telephone number would take more weeks. To use the line good lungs helped to be heard over the disturbances in the line. Wrong numbers were common, and frequent disconnections. Telephone bills were often excessive but had to be paid. STD was another source of illegal incomes for telephone employees who tapped STD connections to offer free or cheap calls to their clients at your cost. Today, tariffs have dropped, quality and services are excellent and there are many operators in the market, all wooing the customer. Competition and information technology have transformed the situation for Indian consumers for most products and services. The past sounds like horror fiction. 

There are more satisfied consumers today for most products and services. They have choices and exercise them as suppliers try to improve over their competition. These are good measures of development and economic growth.  

Remote rural shops even fifty years ago, despite no pukka roads or rail heads, would have in stock all the products from many parts of India that their local consumers wanted. Products reached the remotest places, by rail, road, bullock carts, handcarts and head loads. The trader knew who to order from. Sellers got paid though much of rural India had no bank branches. More than the “iron frame” of the ICS, it was trade that knitted India together. 

Long debated new laws will now hesitantly, enable the beginning of competition and trading in electricity. Limited competition among suppliers will provide choice, break monopolies among buyers and sellers, improve supply quality and prevent price gouging of the consumer. This is also to happen in oil and gas.  

There are some preconditions. Transportation should be adequate through transmission and pipeline facilities. Like passengers paying for their tickets and traveling by any train or bus or airline if seats are available, so also any supplier of electricity or crude oil or other petroleum products must have easy access to transportation. Transmission and pipelines are monopolies and access charges must be monopoly prices. The producer must be able to sell to anyone who wants to buy, be it trader or consumer, and not be compelled to sell only to a single buyer. There must be entrepreneurial agents and brokers who search for pockets and moments of surplus that they can sell to customers who need the supply at the time it is available. Thus sales will be both for immediate delivery and for future delivery. However the major part of demand for energy products being stable, most sales will be on long-term supply contracts. They will have ‘take or pay’ clauses, with the buyer paying all fixed costs whether he takes the supply or not. Such buyers may then resell their unused contracted quantities. Since they are committed to paying the fixed costs any price above variable costs will reduce their outgoes. There will still be enough momentary surpluses (for hours, days, weeks and over seasons) to enable trading. This will develop a market. Markets will ultimately determine prices. Regulators must be in place to ensure that the markets work to a set of rules. They must keep accounts of the many suppliers and buyers from the electricity transmission line or oil or gas pipeline to ensure system security, accounting and billing. Regulators must set the prices for transportation, see to it that contracts are honoured, and that the consumer has choice and quality. These regulators must be beyond influence and function transparently. All these are new to India. But governments must stop interfering in tariffs and licensing and leave it to the regulator. Support to the weak and vulnerable must be a direct charge on government, not on suppliers. Not all these conditions are satisfied by the new legislation in electricity and even less in oil and gas. But it is a beginning. 

Will trading lead to exploitation of consumers as in California? That was a failure of independent regulation and cheating by operators. Energy products cannot be easily stored and must be used when they become available. There is a long supply chain and shortages cannot be allowed to develop. Trading will make best use of limited supplies. But it is a supplement to long-term supply contracts, not a substitute. Removing restrictions on production, purchases and movement will benefit consumers. Governments must let independent regulators oversee and not interfere with them. (788)         

