1. Can the unai ded mar ket ensure Public Benefits?
1.1. The power of the market (the good news)

The market is an excellent allocator of manpower,
capital, technol ogy and resources.

1.2. To pronmote public benefits and sustai nabl e devel opnent,
t he market nust ensure several objectives

. conpetition
. bet ween ol d generators and new i ndependent
power producers (IPPs) to supply whol esal e
power to distributors (a pre-requisite for this
is that all generators (including |IPPs) nust
have open access to grid

. bet ween generators and distributors to supply
power to | arge consumers
. bet ween t he expansi on of supply to consuners

fromdistributors and the inprovenent of the
efficiency with which they use the supply

. bet ween energy service conpani es (ESCGCs) and
di stributors to provide these efficiency
i mprovenents

. wi deni ng of access to electricity and protection of
interests of econom cally weaker consuners
. Increasing the spread of electricity to cover
t he whol e popul ati on
. Protection of poor segnent outside market
. Protection of captive market segment
. environmmtal | y sound energy technol ogi es
. transition to "cl eaner" technol ogi es of
generation fromfossil-fuels
. transition to renewabl e non-fossil-fuel sources
and efficiency inprovenent
. Non-fossil fuel obligation (NFFO)
. Fossil -fuel Levy
. I mproving the efficiency of production and use
of energy
. decentralized sources for rural areas
. current energy decisions being part of long-term
strat egy

1.3. The limts of the market (the bad news)

. Economi c i nefficiency

. Limts to conpetition in electricity sector
because vertical integration of generation-
transm ssion-distribution is a necessity of the
system whi ch pronotes therefore a natural are
nonopol y

. Faulty capital allocations and stranded
i nvestnments (for exanple, nuclear power) tend
to restrict conpetition in electricity sector



The i
hand

. End-use efficiency opposed by market (because
profit maxim zation requires sales maxi m zation

whi ch neans unai ded market will not pronote
conservati on)
. Private sector uses higher discount rates than

public sector; hence, bias against
capital -intensive projects

. Hi gher discount rates nmeans higher prices, and
therefore political hurdle
. Establ i shing and nmi nt ai ni ng conpetition

requires large state intervention (conpetition
requires regul ator)

Equity

. mar ket ignores those outside the narket

. mar ket is biased in favour of those with strong
mar ket power

. mar ket bi ased towards rich regions

. mar ket bi ased towards urban areas

Envi ronnent al soundness

. mar ket consi ders environnental inpacts as
externalities

. mar ket di scount rate biased agai nst the |ong
term

Enmpower nent
. mar ket not concerned about strengthening
self-reliance and enpowering comunities

Long-term
. mar ket bi ased against |ong-terminvestnents on
R & D and infrastructure,

Mar ket al one cannot ensure that electricity systens
wi | | advance public benefits and sustai nabl e
devel opnent

nvi si bl e hand (market) needs help fromthe visible
(regul ation)

. to increase coverage of electricity

. to protect captive segment of market (single
commodi ty-two segnent market with conmpetitive
and nonopol i stic segnents)

. to protect those outside market

. to lay down rules (absolute conmpetition = no
rul es)

. to establish level playing field

. no conpetition w thout regulation

. renoval of governnent from market and ownership
change by thensel ves won't produce conpetition

. private nonopolies need heavier regul ation

. to specify type and |l ength of contracts (I ong

contracts are good for planning, and short
contracts are good for conpetition) between
generators, distributors and | arge consuners
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Scope of Regul ation

Restructuring of existing Institutions and Introduction
of New Institutions

Br eaki ng up nonopoly generator into n>1 generators
Permtting | PPs and DECENTs (grid-connected and

st and- al one)

Guaranteeing grid access to |IPPs or separation of
grid transm ssion from generati on and ensuring open
transm ssion access to any generator

Creation of ESCOS to conpete with utilities to
supply efficiency inprovements to consuners

Pronoti on of Conpetition through creation/ maintenance of

LPFs

LPF bet ween FI PPS and Rl PPS

LPF between | PPS and n>1 CGenerators

LPF between Centralized and Gi d-connected DECENTS
LPF between Gid-based D stributors and St and-

al one DECENTs

LPF between Efficiency Inprovenents and Distributors

W deni ng Access and Pronoting Equity

Making it an obligation for generators and grid
transmtters to supply distributors adequately to
neet needs of small consuners

Guar ant eei ng access to small consuners

Preventing politically influential "free riders”
(for exanple, irrigation punpset owners)

Making it an obligation for rural areas to be
electrified through the grid-based distribution
and/ or Stand-al one DECENTs

I nt egrated Resource Pl anni ng

IRP is necessary to identify a socially-beneficial
m x of Centralized, Gid-connected DECENTS, Stand-
al one DECENTs and Efficiency | nprovenents

Such a mx will suggest what LPFs nust be
establ i shed and what are the rules of the gane that
nmust be prescri bed

Research and Devel opnent and Denonstration

IRP will identify the technol ogies of centralized,
grid-connect ed decentralized and stand-al one
decentralized generation and of end-use efficiency
i nprovenents that can benefit fromresearch and
devel opnent and denonstrati on

These technol ogi es nust be assisted to go through
the | earning process
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Envi ronnental Protection

Internalizing the externalities
Correcting for the bias of the market discount rate
agai nst the long term

ng

Maki ng electricity prices nove towards true |ong-
term margi nal costs of generation + transm ssion +
di stri bution

Ensuring in the transition that consumner

expendi tures do not increase by nmaking efficiency
i mprovenents and reduced consunption of fset

i ncreasing prices

Monitoring prices to ensure that they are not
increased to skimprofits

Protecting State-inspired Stranded | nvestnents

Several nmssive state-sponsored investnents in the
electricity sector (e.g., nuclear power stations)
have been stranded by newer technologies (e.g., gas
tur bi nes, cogeneration, etc.)

Since they cannot w thstand market forces, they have
to provided a "safety net" and a transition to

survi val

Actors involved in Regul ation

Est abl i shed Generators

ad and new | PPs

DECENTs (Gi d-connected and Stand-al one)

Transm ssion grid

Di stributors

ESCOS

Consuners (Large and Small) of various categories
(including politically influential "free riders”
such as irrigation punpset owners)

Envi ronnment al organi zati ons (Governnmental and non-
gover nment al )

Pl anners involved in | ntegrated Resource Pl anni ng
Research and Devel opnent organi zations

Regul at or



