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ELECTRICITY REFORM IN DEVELOPING COUNTRIES

Kumar David

he electricity supply industry worldwide has gone

through a period of major reform and restructuring
during the last decade. Some of these changes werc a neces-
sary adaptation to technological advancement and a response
to the more aggressive business climate ushered in by what is
loosely called the Regan-Thatcher era. Other changes were
plain knee jerk reactions to the ideological imperatives of the
same period. There has been considerable pressure, both
external and internal, in Asian countries, especially China,
Thailand, Singapore and to a degree India, to implement
power markets on the lines of the England and Wales system
or the California deregulation model. The pressure is being
feltin Sri Lanka in the form of proposals to privatize the CEB.
The collapse of the California power market occurs therefore
at an opportune time at which to take stock. Perhaps my 15
years of research involvement in this field may be helpful in
exploring the main issues. Actually, the literature on the topic
is now quite enormous.

The debacle in California has rekindled interest in best course
to take in reforming the electricity supply industry in devel-
oping countries. This article looks at Thailand, China and Sri
Lanka.

Introduction

he market oriented restructuring of the electric supply
industry (ESI) in the West has led to a realization of the

need for reform and an appreciation of the potential benefits of

competition in developing countries as well. However, there are
basic differences in the maturity of the ESI structure, economic
priorities and the role of the state in development. There is unfortu-
nately a tendency in developing countries to adopt the structures
implemented in the pioneering Western countries without a critical
appraisal of their suitability in the local context. These prescriptions
are: (1) dismantling key state-owned assets, (ii) decreasing national
control over sectors of the national economy, and (iii) preparing the
ground for penetration by foreign capital. The latter is quite often,
not on the basis of when and where the national economy may
benefit, but rather on terms that are attractive to the investor.
Lessons also need to be learnt from difficulties encountered else-
where, for example the collapse of the California market.

Recently, a considerable amount has been written on ESIreform in
developing countries [1-6]. The BOT/BOO (Build Operate and
Transfer ard Build Own and Operate) investment strategies have
been employed in Asia including Sri Lanka where the capital
required for power projects is too large to be met by the governments
or by contributions from multilateral financial institutions. The
BOT/BOO strategy has however contributed little to transmission,

which is growing rapidly in Asia as national grids, connecting
different provinces or regions. In big countries such as China, India.
and some APEC countries, there is also an interest in developing and
connecting regional power markets. Transmission systems, due to
their economic, technical and geographical natural monopoly fea-
tures, play a key role in determining the overall tcchanical and
business configuration of the ESI. It will be argued below that
unified non private sector decision making framework, combining
conventional system control and long term grid-investment is a sine
qua non for fast growing systems. Hence while “additionality” of
private capital may be beneficial in generation expansion, transmis-
sion development should remain state controlled.

Thailand’s Egat

rivatization in the energy sector had been planned and
P implemented gradually for several years in Thailand but
the 1997 economic crisis led the government to accelerate privati-
zation and encourage competition in the hope of reducing the
government’s debt burden by enhancing private investment flows.
The proposals included reform of the electricity supply industry and
the establishment of a power market.

In September 1998, after a lengthy examination of economic.
political and ideological issues, the government of Thailand ap-
proved a Privatization Master Plan (PMP) for all parts of national
infrastructure including communication, transportation, water sup-
ply and energy supply [6].

The restructuring of the power industry in the PMP is divided into
three stages. The first stage began in 1999 and the last stage will
rcach completion in the year 2003 at which stage, a wholesale spot
market would have been established with generation entities and
retail suppliers. The PMP envisages that all EGAT’s (Electricity
Generating Authority of Thailand) generation facilities will be
privatized and broken into different business units which would
compete against each other and against new private entrants into the
generation market. The last stage also envisages (hat the transmis-
sion system, EGAT-T , a separate transmission company, will be
cstablished as a subsidiary of a new EGAT holding company. This
holding company will be a “publicly owned corporation” [4] in
which the government will still hold enough shares to retain control.
It was clearly understood that it is unwise to transform ownership
from a state enterprise to a completely private company in Thailand
or other similar developing countries for political and strategic
reasons. A possible means to attract market capital into transmission
is transmission-BOT, but the concept is still unproven.

The government of Thailand has retained a consortium of interna-
tional consultants to advise on the design and implementation of a
competitive electricity market. At the time of this writing, the final
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report has been submitted and is being reviewed. The consultants
recommended that EGAT should retain a significant stake in the
hydro generation and transmission businesses but that all non-hydro
generation facilities should be privatized. In reality, however,
EGAT may not be able to divest its generation utilitics since there
is political and social opposition to privatizing generation facilitics
whose investment burden has been borne by the state out of public
funds.

This was the case when the privatization of Rachamburi power
plant, the largest installation in the country, was opposed by EGAT’s

labor unions in 1999. This critical situation led to a reversal of

privatization plans and crcated uncertainty in the efforts to initiate
competition and setup a power market. Moreover, risk and financial
uncertainty are also of concern in privatization because the stock
market in Thailand has still not recovered from 1997. The weak
market will have difficulty absorbing large sales of generation
assets. Hence, it is possible, if sales prices are low (lower than book
value), the government will back off, and consequently the entire
plan to create a power market may falter.

It would be much wiser, therefore, for the government of Thailand
to reconsider the arrangements for EGAT-T (transmission asscts),
separate grid ownership from EGAT (Generation), and turn entities
like Rachamburi into public corporations that are required to com-
pete in a power market. The private sector will, in this scenario, enter
the market through new plant investments, instead of attempting to
gain control of exisling state assets.

Developments in China
C hina’s electricity supply industry is divided into 15 re -
gional power grids, some covering a single province or
region, while others combine two-to-four provincial power compa-
nics. The largest is the East China grid serving Shanghai and the
surrounding region, with an installed capacity of about48,000 MW.
The other large ones are the North China, Northeast China and
Central China Power Networks, and the Guangdong, Northwestand
the Shandong Provincial Grids. Other networks are much smaller
particularly in the less developed regions.

Reform Plan

y far the greatest change in China’s power industry in

recent years has been the creation of the State Power
Corporation (SPC), as a replacement for the Ministry of Electric
Power. The SPC is a government entity, but the Chinese Govern-
ment’s decision to establish it points the way towards a greater use
of market mechanisms. Hierarchically below the SPC are increas-
ingly independent regional-, provincial- and district- level entities
running generation, transmission and distribution activities. Though
government owned in the formal legal sense, these entities (which
also operate privately financed plants) are of great importance.
Devolution of greater autonomy and authority to this level will be
a crucial requisite in invigorating ESI development in China. The
first stage, implemented in 1997-8, was the SPC taking over of the
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role of the Ministry. The second, now current, stage aims to turn
provincial power bureaus into public electric power companies,
establish a core group of independent power producers and restruc-
ture financial mechanisms. Further stages, beyond 2001 assume that
a national power market linked through a national grid system will
be available so that a competitive inter-provincial power trade can
begin to take shape.

The SPC’s role is very important in achieving long term national
goals as a matter of priority. The reforms could, however, restrict
foreign businesses entering the market as government subsidies
allow Chinese power generators to produce electricity at cheaper
prices. Forexample, National Power, UK, may have todelay its $1.8
billion investment in Zhejiang province. Nevertheless, it is essential
that the reforms be developed systematically, taking China s own
long term needs as fundamental, while the pace of power-market
innovation has to be seen not as an end in itself but only as a tool for
this purpose.

Progress of Reforms

he claim sometimes made in some provinces of compe

tition between China’s publicly owned power plants are
premature. Operators in Shanghai have indicated that the ground
rules arc not at all clear and officials in Shandong have echoed the
same. Advice from international experts and the World Bank in
respect of market reforms is completely inappropriate (simply
parroting Western experience) but fortunately the SPC does not
appear to have been misled. The debacle in California has finally
rescued other countries from repeating the same mistakes.

The ownership of the generation and transmission is like to be
unbundled at the provincial level and this will pave the way for more
power market operations in the long run and motivate some changes
in power pricing. It is essential that the reform process be controlled
and regulated. Tt is unlikely, however, that even in the more
advanced eastern seaboard this process will be completed for
another decade.

Public and private generators will bid for access to the system and
a provincial authority will purchase from the lowest bidders for sale
to consumers. The provincial organs are likely to sign five-year
contracts with the power generators and undertake to purchase 80
percent of out put. New provincial state owned transmission com-
panies would have to obtain part of the funding needed for China’s
huge future transmission and distribution expansion from surpluses
or taxes in power-market operations.

Future Growth
D evelopment of the transmission and distribution systems is
a major challenge for the future and is often lost sight of
since discussions focus on the more profitable generation sector. It
isanticipated that $15.2 billion will be required for T&D investment
in the country, one-third in urban and two-thirds in rural areas.
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The Three Gorges project, which will be completed by 2009, is
centered on the north-south and east-west portions of an emerging
national grid. The grid developments will include several major
HVDC lines, thousands of kilometers of 500 kV AC lines and
incorporate many high-tech features.

A proposal for a Xinjiang-to-Shanghai natural gas pipeline with
massive generation facilities en-route, additional hydropower
projects and expansion in pumped storage are all being planned by
the Chinese government.

The regional power markets being experimented with at this time
must, therefore be compatible with the needs and opportunities of
the future. Great care has to be taken not to set in stone, at this time,
impediments to long range national priorities. This prioritization is
notdifficult to achieve since the central and provincial governments
are the big spenders, key players and driving force behind the grid
development as China’s installed capacity approaches 300,000
MW, second in size only to the United States. There is an important
but subordinate role for private capital to play.

The Case of Sri Lanka

S ri Lanka’s monopoly national utility the CEB, owns a
relatively small system of less than 1000 MW capacity
dominated by scveral multipurpose (irrigation, power and flood
control) hydro schemes. A sparse grid covers the whole island but
penetration into rural areas. where a large portion of the population
lives, is inadequate. The distribution network in most cities is over-
stretched resulting in poor reliability and poor quality of supply.
The system, like most in Asia, faces investment capital shortfall.

The Principal Issues

he need for extensive restructuring of the Sri Lanka EST is

palpably obvious but has not been addressed because the
design of a proper alternative structure for the system has not been
thought through. The overall generation expansion programme is
not established and in recent years has proceeded by ad hoc decision
making. One problem is that at the national policy level, the role of
private investment has not been formulated unambiguously and
consensus achieved, nor has the distinction between privatization
and private sector participation been appreciated and clarified in
government pronouncements.

Privatization of the existing state owned generation assets is neither
possible nor desirable, especially in the case of hydro plant where
down stream. flows need to be regulated to service short term and
seasonal agricultural needs. There is also no reason to privatize the
remaining relatively much smaller CEB owned thermal plant and
encounter employce and political hostility. It is better to require this
plant to generate competitively against potential new investor
owned plant and the recently added BOT plant. Corporatc manage-
ment is not strong or purposeful, standards in decision making run
up against indecisive decision structures, accountability is poor,
graft is widespread at all levels and employee productivity is low.

Hence a range of managerial objectives, not simply a concern with

creating an artificial power market. make a thorough reform of the
electricity supply industry imperative.

An Approach to Restructuring

rivate investment in new generation, which certainly would
P involve foreign participation, is required. There is also a
necd for additional investment in the distribution sector to improve
reliability and technical performance and extend supply to new
customers. There is potential for commercial success in city distri-
bution business while rural electrification will continue as a subsi-
dized national infrastructure development activity. Hence reform in
Sri Lanka must incorporate the following major elements:-

1. Including seasonal and weather and irrigation dependent, state
owned, hydro-electricity in competitive power dispatch.

2. Converting state owned thermal-generating plantinto competi-
tive, public, commercial corporations.

3. Allowing private investment in new competitivc generation
plant.

4. Developing a dispatch methodology for that is acceptable to

participants in 1 to 3 above.

Creating a new national (federal after devolution) transmission

entity

6. Unbundling distribution, and vesting some that require large
additional investment, in well regulated privatc companics.
(The LECO cxperience has been positive).

7. Creating aframework to ensure that rural clectrification contin-
ucs to progress.

8. Complete corporate reform of the smaller reconstituted entities
to eleminate graft, political meddling and gross managerial
inetficiency (This, of course, easier said than done).

i

The expansion of generation capacity and including in this frame-
work a large thermal, preferably coal fired, componcnt is the major
investment need at the moment. However, there is a much uncer-
tainty in respect of both technical and geographical decisions in this
respect. This spills over dircctly as complexity and uncertainty in
long term national or federal transmission grid structuring.

Conclusion

he outlook that has pervaded this article is not hostility to the

inclusion of locai and forcign private investment in the power
sector but rather its rational participation. It has been argued that
socially necessary decision making giving priority to a long term
development strategy as in China and Thailand is neccssary in Sri
Lanka as well. The basic approach (o problems is different from that
of the IMF, World Bank and “expert” consultants, who arc all
driven by a belief that simply opening a power market is all that is
needed.  Furthermore, this article recognizes that government
policy and state interventions are major tactors affecting the success
or failure of reform in developing countries. The transmission
systems, due to its economic, technical and geographic natural
monopoly teatures, has a special role to play in determining the
overall technical and business configuration of the clectricity sup-
ply industry. China. Thailand and a potentially federal Sri Lanka are
three different types of technical and managerial challenges.
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CAT’S EYE: A FEMINIST GAZE ON CURRENT ISSUES
Edited by Malathi de Alwis

Cat’s Eye is the popular weekly column which for five years has provided a feminist point of view on the political,
social and cultural issues immediately relevant to contemporary life particularly in Sri Lanka and South Asia. Since
its first appearance the column has never failed to provoke thought and debate, while being at various times critical,
contrqversial, entertaining, irritating, funny, informative and celebratory. This selection of the best of Cat’s Eye will
introduce new readers to a range of its feminist analysis and encourage them to reflect on gender issues. For its
regular readers this book will be a return to the alternative voice and vision for society that Cat’s Eye stands for.
The book contains eleven parts devoted to the following areas:

The Rights of Wronged Women
_The Body Politic
Labouring Women
On Bureaucrats and Bigots
Sports, Sex and Silly Points
Men Behaving Badly
5 Some Sacred Cows
Feminist Readings
Free Speech and Sexism
Eye-ing the World
Tributes

Cat’s Eye is among... the most commendable of women’s pages... using an overtly feminist discourse, it is perhaps
the only column that deals with the issues of power, family, personal relationships and ideology. It was the only
women’s column... which spoke out against... ‘the demonizing of Susanthika.’
Dharshini Seneviratne
Media Monitor, Vol 1, NO 1.
Price Rs. 500/-

Available at
SURIYA BOOKSHOP

425/15, Thimbirigasyaya Road, Colombo 5, Sri Lanka
Tel: 501339 Fax: 595563 E-mail ssa@eureka.lk
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HATTON NATIONAL i More Priges for more

A eo Ie. More draws n
_more Pl1ACES. And more
Keep a date with good fortune everyday of the year! chances towin

* 19 HOUSES * OVER RS. 20 MILLION IN CASH
* A LUXURY CITROEN "PICASSO" CAR * 18 THREE-WHEELERS
* § COMPUTERS * 18 HAND TRACTORS * 54 PRIZES OF HOME APPLIANCES
* 6 GOLD SOVEREIGNS - EVERY WORKING DAY OF THE YEAR

DAILY DRAWS 6 covLp SOVEREIGNS - DAILY

"Ran Kaslye Vasiya® now pays out in solid gold every working day of the yearl
* 3 prizes of a gold sovereign each for Current account holders.
* 3 prizes of a gold sovereign each for Savings and Sitverline account holders.

BRANCH - BASED DRAWS i arRiL AND OCTOBER

Rs.60,000/- per branch, per draw
* 2 prizes of Rs.10,000/- each * 8 prizes of Rs.5,000/- each

REGIONAL DRAWS

9 REGIONAL DRAWS - IN JUNE AND DECEMBER
Regional Draws will be the special addition to 'Pathum Vimana' this year. Two draws are to be held per region, with only the
'Pathum Vimana' customers of the respective branches under each region participating in each of the draws,

The prizes listed below are per region, per draw! *

* First prize : A house worth Rs.1 million or cash

* Second prize : A 3-Wheeler valued at Rs.175,000/- or cash

* Third prize . A Hand Tractor valued at Rs.100,000/- or cash

. * Fourth prize : Home Appliances valued at Rs.75,000/- each or cash for 3 fucky winners
* 10 Consolation prizes  : Rs.25.000/- each

REGION-1 REGION-2 REGION-3 REGION4 REGION-5 | REGION-6 REGION-7 REGION-8 l REGION-9

Matara Moratuwa -Koﬁe Wottala Katunayake Avissawella Anegnn(;:ggm Kandy
Tongale Moratu Talangama Kirbathgoda Negombo Pelmaduba | Nochchiyagama |~ Gampola
Ambalontota P"a/:r\dalo Nugegoda Kadawatha Wennappuwa Balongoda | Mombutlegoma | Nawalapitiyo
vamaos | piome | e | | oot | omp | el | oo
Tesamaharama | Awthgama Dehiwela Blyogama Marawila Kohawatte Kullyaplitiya Maskelya
Emblipitiya Eipitiya Wellawath Kirindiwela Chilaw Batticaloa Mawanelic Hatton

Suiyowewa | Ambadlangoda ° Gampaha Puttalom Kalmunat Kegalle 8Bogawantalawa | pain Branch
Kottowa Bambaiapitiya Ragama Jo-ela Ampara "\‘/"afx:e‘g welimoda Darley Road
Buttala Homagama Kirllopone Mutwal Nittambuwa Akkaroipatiu ety Katugostoto C‘mim&r:( S;xevdens
Moncragala Koktara THimbHigasyoya Kotahena Minuwangode | Bondarawela Mannar Matale Pettah
Galie Maharagama

talai Pussel Emirates
Narchenptta | Dematagoda |Marandagohomula]  pagulia . ot fawa City Office

THE YEAR-END GRAND DRAW

The prizes make the wait worthwhile - and have got bigger and better this year too.
* First prize : A luxury house valued at Rs.4 million
* Second prize : Alluxury Citroen "Picasso" car

* Third prize : A computer valued at Rs.100,000/- or cash for 5 lucky winners.
* Fifty (60) Consolation prizes  : Rs.50,000/- each

ELIGIBILITY

All you need to do is maintain a balance of Rs.10,000/- in a Savings or Silveriine Account or Rs.5,000/- in a Current
Account for a minimum period of one calendar month, immediately prior to the respective draws and you're in it.

ENTRY DEPOSITS & TIME FRAME

Entry deposits should be made on or before the first working day of the respective month. If made theredfter, the
account would be eligible for the draw from the following month.

MULTIPLE CHANCES )

All qualifying account holders are entitied to multiple chances at the Draws. This depends on the amount in the

account (one extra chance for every multiple of the minimum deposit) and the period (one extra chance for every
month) during which the amount has been maintained in the account.




