Unaffordable energy
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THE intense and costly energy crisis Pakistan has been facing since 2006 continues to unfold new aspects. It initially appeared in the form of a serious shortfall of electricity. For the last couple of years, severe scarcity of gas has also become a serious problem. These capacity issues are now being compounded by unaffordable energy costs.
The New Year saw a nine per cent jump in the prices of all petroleum products. The electricity tariff has more than doubled over the last two and half years while for the last few months the tariff is being further increased by a minimum of two per cent on a monthly basis. The government cites the annual subsidy of Rs220bn for the power sector as the reason behind the tariff rise. The trend is set to continue at least until the subsidy issue is sorted out. There is no doubt that the subsidy being provided to the power sector has become a massive burden for the national budget and matters must be rectified on this count. However, the solution being sought — to shift the burden of expensive power generation to the end-user by raising tariffs — is reckless and detrimental. It is once again a reflection of the traditional tactic of pursuing haphazard and makeshift solutions rather going for pragmatic and sustainable ones.

The prices for all energy commodities have crossed the affordability level for the masses. Soaring energy prices have had a main role in the overly inflated cost of living. Even those who fall in the middle of the economic bracket can no longer deal with tariff hikes without compromising on the fundamental necessities of life like food, clothing and education. The common man is being tested to the limit.

Industrial activities are greatly skewed thanks to the energy crisis. Official reports from last year acknowledge that over 400,000 industrial workers lost their job because of the energy crisis while the annual loss to the industrial sector was over Rs220bn. The actually figures both in terms of unemployment and financial losses are perceived to be far greater than the official ones. Some estimates, for example, suggest that the crisis has pushed over one million workers out of their job.

Government officials, including Raja Pervez Ashraf, the minister for water and power, have regularly attempted to downplay the adverse socio-economic impacts of loadshedding as well as tariff increments. Ashraf declares that the economic impact of the tariff hike is minimal. His stand on the issue only demonstrates that either he does not want to face realities or lacks a fundamental technical and economic understanding of the issue.

Ashraf and others concerned with policymaking in this area ought to ask themselves some tough questions. How many workers who lost their jobs due to the energy crisis are able to feed their families? In desperate situations, how many have resorted to crime? What about those who, feeling the burden of the cost of the crises, have committed suicide or are on the verge of it? Do they feel any responsibility for the havoc these hapless people and their families are facing?

A two-pronged strategy has to be adopted to address the issue of subsidy; firstly, the system’s lapses must be rectified, and secondly, electricity must be generated from cheaper resources.

A robust control over wide-ranging system thefts such as illegal connections, meter-tampering and tariff-misconducts can substantially curtail the need for subsidy in the first place. Almost 23 per cent of the electricity generated in the country is lost in transmission and distribution. Approximately Rs100bn worth of electricity can easily be saved by controlling thefts alone. Renovating the transmission and distribution infrastructure can bring in an additional Rs50bn of savings.

The more enduring solution to the issue of subsidy lies in the generation of electricity from cheaper and indigenous resources. In this respect, a radical change in the generation-fuel-mix is crucial. Owing to distorted policies over the last three decades, the generation-mix has greatly shifted from hydropower to thermal power.

The share of hydropower — which is by far the most economical choice — has receded from 70 per cent in 1970s to 32 per cent in 2010. The cost of electricity generation through hydropower is only 10 per cent compared to that of thermal power. It is, therefore, vital to generate the maximum possible electricity from hydropower. In terms of thermal power, the priority must be local coal. Oil based thermal power — the most expensive of the current options — must be eliminated.

Politicians must choose between a positive change in the power sector and in socio-economic conditions or exacerbating the situation. Their current strategy of tariff hike is a recipe for disaster — loadshedding has already crushed a significant proportion of industry and the remaining is likely to be badly dented by the reckless tariff hike.

The resulting adverse impact on industrial and economic activities including large-scale joblessness is bound to create a tense situation in the country.

Furthermore, tariff hikes will make life difficult for the citizens. If the rulers truly want to improve the situation they must put an immediate stop to tariff increment and install a strict and comprehensive mechanism of controlling leaks in the system.

Meaningfully addressing the issue of irregularities and inefficiencies in the power sector is the only way forward. It is time to come out of a state of denial and to be clear on issues.
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