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IN two previous articles on these pages (Oct 10, 2011 and Nov 4, 2011), we identified some structural issues that plague Pakistan’s power sector. These revolve around a) a fuel mix tilted towards oil and gas-based generation while ignoring much cheaper locally available hydel and coal resources and b) misguided and overly generous power policies enacted during the 1990s which were more or less continued through the 2000s.

Vested interests and neoliberals have, for far too long, conveniently kept the public discourse focused on symptoms (circular debt) rather than the problem. They have blamed circular debt on non-payments, theft and line losses, and have prescribed passing the ‘true cost’ of generation on to consumers — in other words, taking the price of electricity to even higher levels thereby crippling industry and imposing an unsustainable burden on the people.

We argued previously that circular debt has more to do with the exorbitant prices being charged by IPPs and now RPPs (due to structural issues mentioned above) than subsidies to the people. In this article, we discuss the way forward.

Let us begin with policy shifts most people would agree with. For example, most reasonable individuals would be in favour of correcting the current energy mix. The overarching policy goal should be to achieve at least 70 per cent generation based on indigenous hydel and coal resources within the next decade or so with the balance coming from existing oil/gas-based thermals plus new bagasse, waste-to-energy, wind, solar thermal (through locally developed technology) and nuclear power plants. This means building new dams (a number of viable sites have already been identified) and exploiting Thar coal on a war footing (ideally using labour-intensive means).

Most people would also agree that while large hydel projects come online (seven to 15 years), a number of run-of-the-river hydels, small and micro hydels (under 50MW) — which take considerably less time (as little as three years if the state wants) — should be set up immediately. A vast majority of the hydels coming online in Turkey over the last two decades both in the public and private sector have been of this variety.

Let us also get another relatively non-contentious issue out of the way. The government should require that all lighting fixtures be replaced with energy-savers (CFLs). In rural areas water pumps need to be made more efficient. These pumps, CFLs and other fixtures should be produced locally and subsidised thus giving a boost to local industry.

Let us now come to the more politically tricky shifts that need to be made. First, in the short-term (within two years), to alleviate the suffering faced by industry, we need to utilise existing installed capacity. Since circular debt is blocking this option, it needs to be cleared. However, this should not be entirely done by printing more money since that fuels inflation. A more optimal way of doing it is by taking out funds currently locked with those non-performing RPPs which have clearly breached their contractual obligations.

But this too does not solve the fundamental problem. Given the high cost of electricity due to the issues discussed earlier, circular debt will accumulate again. Generation cost must be lowered and the margins given to all future IPPs brought down.
To do this, several plants need to be shifted to gas/alternative fuels from the more expensive oil. Work thus needs to be expedited on the Iran-Pakistan gas pipeline along with quickly conducting a cost-benefit analysis of setting up the infrastructure for importing LNG into the country. Turkey produces almost no gas, while almost the entire thermal generation mix of the country comes from gas-fuelled power plants relying on pipelines from Iran, Azerbaijan etc while we have been succumbing to outside pressure and resisting this option.

Since buying gas at international prices is still suboptimal, we need to accelerate oil and gas exploration immediately. The government should not treat OGDC and PPL as dividend machines. They should be investing in prospecting/exploration.

Finally, and most importantly, the fundamentally inequitable industry structure needs to be changed. The common man should not have to pay for the continuation of unscrupulous policy choices made in the past. Privatisation of this sector has proved to be a disaster. With the private sector asking for equity return of 15 per cent or more in USD terms and a debt cost of 15 per cent and more, and with the government paying for 75 to 80 per cent of the project cost anyway by guaranteeing debt repayments of the IPPs through monthly tariffs, there is simply no material advantage of private power. With the state’s ability to raise substantially cheaper funds, it makes sense to shift the responsibility for satisfying the vast majority of base-load demand back to the public sector. Simultaneously, all future IPPs need to be contracted in the form of a hybrid merchant market, i.e. they will not be provided any guaranteed return apart from ensuring that debt repayments can be made and their ability to maximise profitability will depend on their cost of production.

This implies that the power off-taker (National Transmission & Despatch Company) will only despatch them in the order of merit in their cost of the production. This will force the new IPPs coming online to look at issues of fuel mix/scale/technology upfront.

If private power really is more efficient than the public sector going forward, then it has nothing to fear from this policy shift.
However, for the merchant market to work properly, there has to be sufficient low-cost generation capacity in place in the public sector so that the merchant plants don’t end up charging a pound of flesh, which will defeat the whole purpose.

The provision of guaranteed equity returns irrespective of the cost of generation has resulted in structural inefficiency in the system. Again, the above model has been used quite successfully in Turkey. This is easier said than done, of course, but is necessary nevertheless for reaping the benefits of private sector.

These problems are in no way insurmountable, nor do they require a magic wand to overcome. All they require is political will and a robust defence of public interest in face of the neoliberal policy onslaught, something our governments have been singularly unable to mount over the past three decades.
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