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Municipal distributors and private interests serviced
49 percent of this group, and sold 41 percent of the
total electricity consumed by them. Eskom serviced
50 percent of these customers, and sold 59 percent of
the electricity they consumed (NER, 2000).

Government Favors a Decentralized/
Market-driven Development Approach
On a macroeconomic level, the government appears
to support a market-driven approach. For instance,
the market-oriented approach in the Growth, Em-
ployment, and Redistribution (GEAR) program has
complemented—if not superseded—the RDP as
South Africa’s macroeconomic strategy.10 In another
example, the government announced plans in 1994
to restructure South Africa’s four largest state-owned
enterprises (SOEs), including Eskom. The Depart-
ment of Public Enterprise (DPE), headed at present
by Minister Jeff Radebe, guides the SOE restructur-
ing process. In 2000, DPE articulated its vision for
the ownership of South Africa’s SOEs—which
included Eskom—in the framework document An
Accelerated Agenda Towards the Restructuring of
State Owned Enterprises: Policy Framework (DPE,
2000). The following statement by Minister Radebe
captures the rationale for SOE restructuring:

“[Our] interest in restructuring as an instrument
of public policy emanates from the very real need
to ensure that our people as a whole live better,
engage with one another with greater humanity
and justice, are exposed to the opportunities and
chances that come with greater social wealth, so
that they can take their place proudly as citizens
in every sense of the word, of South Africa, of
Africa and of the world. This is our emancipat-
ing vision and one that drives our thinking. As
such, restructuring is not driven by cold dogma
or rampant ideology. As a tool it has certain
dimensions, but many applications. It is our
task, nay, responsibility, to work out the particu-
lar job to be done for the greater benefit of the
people of our country” (Radebe, 2000).

Restructuring as an instrument of public

policy emanates from the need to ensure people

live better.

Labor Interests Favor a Centralized/
Government-driven Development
Approach
Not all stakeholders agree the electricity sector needs
reform. Despite reform’s focus on black economic
empowerment, some labor interests do not agree that
Eskom’s restructuring, and SOE restructuring in
general, will automatically lead to an improvement in
peoples’ lives and livelihoods. The Eskom Conversion
Bill, put forth by DPE last year, became a rallying
point for labor interest’s opposition to SOE restruc-
turing.11 The Congress on South African Trade
Unions (COSATU)—one of South Africa’s largest
and most influential trade unions—called for DPE to
withdraw the bill immediately. COSATU’s greatest
concern about the restructuring was potential job
losses. In a May 2001 press release, the trade union
expressed its discontent with the process and
announced the severance of its relations with DPE.12

On August 29 and 30, 2001, COSATU called a
political strike—it was one of the first strikes aimed
explicitly at the government’s SOE restructuring
policy (Winkler and Mavhungu, 2001). Privatization
was one of the focal points for the strike.13

The focus on empowerment as part of a reform
process finds echoes in other countries. Box 8.2
describes an effort in Bolivia at privatization through
broad capitalization of a state-owned utility aimed at
serving social equity goals.

ELECTRICITY SECTOR REFORM
DRIVERS IN SOUTH AFRICA
Reform in South Africa is really two processes
unfolding simultaneously and separately. First, there
is the electricity distribution industry (EDI) reform
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BOX 8.2 BOLIVIA’S CAPITALIZATION PROGRAM: PRIVATIZATION THAT
SERVES SOCIAL EQUITY GOALS

The idea for a modified privatization program that
would serve larger equity and social development
goals originated with former Bolivian President
Sanchez de Lozada, and drew from his “Plan for All”
political platform. This “capitalization plan” resulted
from a compromise among important interest
groups, including members of the president’s social
democratic political party (MNR), labor unions
(Central Obrera Boliviana), constituencies concerned
with the sale of strategic assets to foreign investors
(Comité de Defensa del Patrimonio Nacional),
Bolivian business networks, policymakers, and
donors advancing market-oriented proposals.

The capitalization plan, which included but was not
limited to the electricity sector, involved selling 50
percent ownership of state-owned enterprises in
strategic sectors to private investors in a transparent
bidding process. The other 50 percent was
transferred in the form of shares to Bolivia’s
working-age population. In the capitalization
scheme, the price paid by the private buyer for the
state asset is reinvested in the enterprise to improve
its performance and upgrade infrastructure. The
bidding process requires companies to submit
investment plans, and bids are evaluated in part on
the strength of the investment plan.

The capitalization program combined several
structural reform efforts, including a wholesale
reform of the social security and pension system.
The shares transferred to citizens at large were
distributed in two ways. About 70 percent of shares
were credited to individual retirement accounts
opened under Bolivia’s pay-as-you-go pension fund
system. This new system was created as part of a
wholesale transformation of Bolivia’s social security
programs at the same time that the capitalization
process gained momentum (1997). Private pension
fund companies manage pension accounts, and
account holders are free to trade the shares
transferred to them. The remaining 30 percent of
shares were deposited into a fund (the Capitalization

Fund) that is also managed by private pension
companies. The earnings generated by this fund are
distributed as annuities, called the “bonosol.”
Beginning December 31, 1995, Bolivians between
the ages of 21 and 50 are eligible to receive the
bonosol upon retirement.

The compromise that resulted in the capitalization
proposal acknowledged the interests of powerful
national constituencies, but it also reflected Sanchez
de Lozada’s interest in the preservation of Bolivia’s
collective social traditions, particularly traditional
indigenous forms of economic organization.
Capitalization was not exclusive to the electricity
sector. Other reforms strictly tied to the sector
received considerable support from the World Bank.
In 1993, de Lozada’s government solicited support
from the World Bank’s Energy Sector Management
and Assistance Programme (ESMAP), and
subsequently received technical assistance from the
Bank (a total of $156 million from IDA).
Consultants from Chile, Argentina, and Peru were
hired with these funds to help define a new
structure for the electricity sector. According to
ESMAP, there was strong Bolivian leadership in the
design of electricity reforms.

Sources:

Griffin, Paul. 1999. “Privatization in Bolivia.” Cadwalader
Newsletter on Global Project Finance & Privatization.
(Summer).

Kritzer, Barbara E. No date. “Social Security Privatization in
Latin America.” Policy paper produced for the U.S. Social
Security Administration.

Rufin, Carlos. No date. “Institutional Change in the
Electricity Industry: A Comparison of Four Latin American
Cases.” Unpublished manuscript. John F. Kennedy School of
Government. Harvard University.

World Bank. 2000. “Introducing Competition in the
Electricity Supply Industry in Developing Countries: Lessons
from Bolivia.” World Bank ESMAP Report No. 233/00.
Washington, D.C.: ESMAP. (August).
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process, which began in 1992. The EDI is comprised
of Eskom, 368 municipalities, and a few private
interests. Second, there is the electricity supply
industry (ESI) reform process, which started in
1993.14 The ESI includes Eskom, which undertakes
transmission and is a large player in generation, and
a handful of municipalities and private interests that
generate electricity. Together, the EDI and the ESI
comprise the electricity sector as a whole in South
Africa. The government coordinates both reform
processes, but has not yet fully integrated them. The
following section describes the reform drivers in the
EDI and ESI.

Financial Difficulty Drives EDI Reform
Many of South Africa’s municipal electricity distribu-
tors have struggled financially for years. About one
third of them continue to be in severe financial
straits. The problem is that some municipalities
generate surplus revenue, but most operate routinely
at a financial loss. By international standards, most of
the distribution businesses are extremely small. In
1994, just four municipal distributors earned 50
percent of all revenues; 22 distributors earned 75
percent, and 100 distributors earned 99 percent of
all revenues. The remaining 300 or more collectively
earned less than 1 percent of the total electricity
revenues earned by all municipal distributors (Galen,
1998). Many rely heavily on revenue from electricity
sales to pay for wholesale electricity purchases from
Eskom. Some also rely on cross-subsidies to provide
other legally required public services.

A reason that many municipal distributors cannot
operate without losing funds is because a stable
economic base in the townships they serve does not
exist or is insufficient. Apartheid policies prevented
black municipalities (termed townships) from
developing a legitimate economic base that would
have created jobs, entrepreneurial opportunities, and
some degree of economic stability. Compared to the
white municipalities, the black municipalities usually
had larger populations, most of whom were poor.
Consequently, a tax base that could generate a steady
stream of tax revenue could not develop (Galen,

1998).15 At apartheid’s end, the consolidation of
white and black municipalities as part of the democ-
ratization process merged the economies and tax
bases of areas that were formerly separate. Many
municipal distributors have had to contend for years
with periodic boycotts in which households refused
to pay their electricity bills. Boycotts remain a means
for the electorate to register periodically their disap-
proval of current policies.

Labor’s greatest concern is potential job losses.

EDI’s financial difficulties produce three negative
impacts. First, distributors cannot consistently
provide reliable, adequate, high quality service to
their customers. Second, some distributors are
unable to pay Eskom for the wholesale electricity they
have purchased. Third, many administrative and
technical functions are duplicated across adjacent
distributors in rural, urban, and industrial areas.
Consequently, costs and prices in the electricity
sector are unnecessarily high. These negative
impacts spurred the government, Eskom, and some
municipal distributors to begin grappling with EDI
reform in the late 1980s.

Concerns about Future Demand for
Electricity Drive ESI Reform

South Africa’s vision for its electricity sector, like
many other countries around the world, has gone
from one of exclusive state ownership and control to
one of partial private ownership and control. There
are typically three main drivers motivating a move
toward competition and private ownership in the
electricity sector. They are desired changes in: (1)
electricity prices; (2) service quality and adequacy;
and (3) supply/generation capacity. Not all three
drivers are relevant ESI reform motivators in South
Africa. In the short term, lower electricity prices are
not a strong driver, since South Africa’s electricity
prices are among the lowest in the world.16 The
average sales price is R0.1629 (US$ 0.0148 in 2002
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prices) per kilowatt-hour (NER, 2000). Electricity
service in terms of quality, reliability, and adequacy is
generally sufficient for those who have it. Improved
service, therefore, is not a strong driver. The driver
that is strong and motivates ESI reform is the
country’s need for greater capacity to generate
electricity in the future.17

In 1999, South Africa had 18,726 megawatts of
surplus electricity generation capacity (NER, 1999).
Sometime between the years 2007 and 2011, its
surplus capacity will be depleted (Eberhard, 2001).
Projections suggest that over the next 20 to 25 years
the amount of new generation capacity needed might
be anywhere from 24,000 megawatts to 54,000
megawatts (Galen, 1998). Some estimates suggest the
level of new investment needed will be between R100
billion and R648 billion (US$9.1 billion to US$58.9
billion in 2002 prices) (Eberhard, 2001; Galen, 1998).
At present, the government is the sole shareholder in
Eskom, meaning it bears all the financial risk.

The sector may need US$9.1 billion to

US$58.9 billion of new investment.

Two questions for South Africa become even more
pressing to answer in the reform process: How and
from where will the government choose to amass the
investment funds needed to meet the nation’s future,
long-term electricity demand? The massive invest-
ment required inevitably will affect other competing
development priorities—including a broad public
benefits agenda—making the choice that much more
difficult. The government has begun to answer these
questions. It is currently restructuring Eskom in
order to allow partial private investment and owner-
ship in the generation business. As the following
passage in DME’s White Paper on Energy Policy
(DME, 1998) conveys, the need to address the sector
governance/investment question is an important
driver behind ESI reform in South Africa:

“[t]he rapid changes in the political and eco-
nomic context of the electricity supply industry

worldwide in recent years raise questions about
the continued ability of South Africa’s monopo-
listic electricity industry to meet customers’
electricity services needs in future.”

THE DESIGN PROCESS FOR REFORM

Despite all the “right” political signals made by the
government in favor of a public benefits agenda, the
agenda continues to receive uneven attention in the
reform process. Politicians have played a leading role
in focusing the reform process on some public
benefits concerns. The DME and DPE ministers,
particularly the former, appear to have been respon-
sible for ensuring that such social and economic
public benefits as electrification, energy access, and
black economic empowerment are on the reform
agenda and discussed actively. Whether and how
issues relating to end user energy efficiency and
renewable energy have also had their place ensured
on the reform agenda is less certain.18

Environmental benefits have not been prominent
on the agenda. It is not obvious why this is the case,
given that the RDP and White Paper on the Energy
Policy of the Republic of South Africa 1998 support an
environmental focus. One reason might be South
Africa’s abundance of coal and its intention to use it
as stated in its national energy policy. Or it could be
that groups in civil society linked traditionally to
environmental activism have not yet participated in
the ESI reform process. Yet another reason might be
that the South African government is already dealing
with too many core development issues. Renewable
energy’s lack of prominence on the reform agenda
may soon change. In a parliamentary media briefing
in February 2002, the DME minister announced that
her department would table at cabinet the draft White
Paper on the Energy Policy of the Republic of South
Africa 1998 by mid-year. She underscored the
document’s importance for positioning South Africa
“[to] participate and influence the agenda of the
World Summit on Sustainable Development.19 [The
White Paper on the Energy Policy of the Republic of
South Africa 1998] is based on the premise that
renewable energy could play a small but important

ND_Power-ch8-SouthAfrica.pmd 6/18/2002, 3:12 PM145



146

WRI: POWER POLITICS

  BOX 8.3 C H R O N O L O G Y  O F  E L E C T R I C I T Y  S E C T O R  R E F O R M  I N  
 S O U T H  A F R I C A  

 • 1993–94 National Electrification Forum (NELF) is established and identifies ESI reform as 
a priority.  

 • 1994–95 National Electricity Regulator (NER) is established. 

 • 1995 NER establishes the Electricity Working Group.  

 • 1996 NER establishes an Electricity Market Task Team to investigate options for ESI 
reform. 

 • 1996–97 Electricity Restructuring Interdepartmental Committee (ERIC) Report is released, 
cabinet approves recommendation, and appoints ERIC to guide the EDI reform 
process. 

 • December 1998  The Department of Minerals and Energy (DME) releases the White Paper on the 
Energy Policy for the Republic of South Africa 1998.  

 • June 1999 Cabinet approves the end state of EDI restructuring to be a number of financially 
viable Regional Electricity Distributors (REDs).  

 • 1999 Eskom is split into core Eskom operations and Eskom Enterprises. 

 • November 1999 Inter-ministerial Cabinet Committee on the Restructuring of State Assets gives 
go-ahead for development of full policy framework. 

 • Early 2000 First public workshops on EDI underway. 

   

 

role in the development of a sustainable energy
system, and in ensuring a resource base for future
generations” (Mlambo-Ncguka, 2002).

The following section describes the ways in which
public benefits have or have not been included in the
process so far. It provides a snapshot of the EDI and
ESI design processes, highlights the role of the World
Bank in the reform process and the role of foreign
consultants in EDI reform. This section also provides
examples of how Eskom’s influence and municipal
electricity distributor perspective have helped shape
the contours of electricity sector reform and the
inclusion of a public benefits agenda.

The EDI Design Process and Public
Benefits

The government is seeking a structure to improve the
performance and financial health of the electricity
distribution industry (EDI). The current plan is to
consolidate the municipal electricity distributors and
Eskom into six regional electricity distribution compa-
nies, or REDs. Such consolidation allows financially
weaker municipalities to benefit potentially from a
merger with stronger ones. Additionally, consolidation
will decrease duplication of administrative and
technical functions, thereby allowing for economies of
scale. Figure 8.1 is a schematic of the government’s
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BOX 8.3                 (CONTINUED)  

 • April 2000 DME, the Department of Public Enterprises (DPE), and the World Bank conduct a 
workshop on ESI reform. 

 • Mid 2000 “Stage 1 Blueprint” report for EDI reform finalised and reviewed by business and 
unions.  

 • August 2000 DPE minister releases Accelerated Agenda Towards the Restructuring of State-Owned 
Enterprises. 

 • Late 2000 DPE initiates study to make recommendations on new market structure for ESI, 
and cabinet requests DME to submit a strategy for ESI reform. 

 • Early 2001 On directive of DME minister, a team of international and local electricity sector 
specialists reviews the “Stage 1 Blueprint” for EDI reform. 

 • May 2001 Parliament enacts the Eskom Conversion Act. 

 • 2001 Cabinet adopts the “Stage 1 Blueprint” for EDI reform.  

 • May 2001 On directive of the DME minister, a team of international and local electricity 
specialists reviews the Norwegian-supported study on ESI reform. 

 • Mid 2001 NER grants new licenses to independent power producers to build new capacity. 

 • Late 2001 National EDI Holdings Company established. 

 • 2001 Eskom generation units are clustered into competing businesses. 

 • 2002 REDs established. 

 
proposed, near-term structure for South Africa’s
electricity sector as a whole. The section following
provides examples of different viewpoints and posi-
tions of different EDI stakeholders.

Foreign Consultants: PricewaterhouseCoopers

In early 2000, the Department of Minerals and
Energy (DME) hired the U.K.-based consulting firm
PricewaterhouseCoopers (PwC) as its technical
advisor on EDI design and strategy. DME proceeded
to organize and work with PwC on a series of
consultative meetings with business and labor
interests to discuss EDI reform. By June 2000, PwC

had published a series of six working papers for
DME that outlined a possible “blueprint” for EDI
reform.20 The six papers focus on the definition of
the REDs; ownership, governance and legal status;
asset valuation and transfer; regulation and commer-
cial arrangements; tariffs and financial transactions;
and organization and human resources. These
discussion documents made little mention of the
provision of public benefits—such as universal grid
and off-grid electrification, energy access, energy
efficiency, renewable energy, and black economic
empowerment.
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FIGURE 8.1 A  N E A R - T E R M  S C E N A R I O  F O R  E S K O M ’ S  S T R U C T U R E  A N D
R O L E

Source: Adapted from Hunt and Shuttleworth, 1996.

Despite the “right” political signals, attention

to public benefits is uneven.

In late June, PwC published a seventh working
paper entitled “Working Paper 7: Consolidated
Emerging Views” (PwC, 2000). This paper “consoli-
dates the key elements of the six working papers and,
in some areas, indicates how [the] thinking has
developed since the workshops” (PwC, 2000). The
government relied on and used much of the substan-
tive content of this PwC paper as the basis for its
“Stage 1 Blueprint” report for EDI reform.21 In
November 2000, DME submitted to cabinet—after
stakeholder scrutiny and comment—the “Stage 1
Blueprint” report. After reviewing the report, the
cabinet remanded a series of questions to DME
primarily about whether, how, and to what degree the
blueprint addressed the needs of poor South Africans
(Clark, 2001). At the behest of the government, the
revised “Stage 1 Blueprint” described South Africa’s

electrification program as an important element of
the EDI reform agenda.

Despite existing political will at the highest levels of
government to include a public benefits agenda, the
initial “Stage 1 Blueprint” did not provide for electrifi-
cation and energy access programs until late in the
document’s development process. The reasons for
this omission are not easily understandable. It might
be that the PwC team and its expertise were oriented
primarily toward the business and financial details of
EDI consolidation. Another reason for the omission
could be the government did not request a public
benefits focus in its initial tender for EDI technical
advisors to which PwC responded. One longtime
observer of South Africa’s reform process notes that:

“The public benefits issue was relegated to a
secondary role. I am not sure that the PwC team
itself had the available expertise to understand
how rural electrification, in support of economic
development, would be crucial to the success of
the REDs model and the attainment of South
Africa’s RDP objectives.”22
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Local Governments
The South Africa Local Governments Association
(SALGA), comprised of municipal governments, has
not always supported consolidation into the six
REDs. From their point of view, consolidation would
cause the loss of financial and political leverage by
the municipality. It would also infringe upon the
status of SALGA’s members as Service Authorities
(as guaranteed by South Africa’s constitution) to
deliver electricity services. By the mid-1990s, the
municipal distributors realized that most of them did
not have the resources to deliver electricity services
properly and they agreed that a mechanism for
sharing resources was required. The agreement did
not allay concerns about the costs associated with the
consolidation process.

The bottom line for many distributors is day-

to-day financial survival.

For most distributors the bottom line is more about
day-to-day survival and less about delivering public
benefits programs to their customers (Clark, 2001).23

Many argue that the basis upon which they are
currently operating is too fragile and too uncertain to
consider public benefits programs. When asked why
no DSM programs existed in his municipality, one
employee of the distribution business replied “you
are asking me to run before I can walk!”24 The
direction that electricity sector reform follows
ultimately will have significant impact on the future
role of environmental benefits such as renewable
energy and energy efficiency (Winkler and
Mavhungu, 2001). Private investors will likely reduce
investment in public-benefit energy efficiency, for
example, as there is little incentive to invest in
measures that reduce revenue (Clark and Mavhungu,
2000).

 Box 8.4 summarizes some of the key actors in the
EDI reform process and describes their specific
interests and issues of concern.

The ESI Design Process and Public
Benefits
Until now, most discussions have occurred on a
high-level basis, generally between the DME and
DPE ministers and Eskom executives. A wider range
of supply-industry stakeholders has not yet partici-
pated in the ESI design process. The government has
not yet provided a forum for public participation
probably due to the nascent state of ESI reform
plans, at least compared to EDI reform plans. The
government is still developing its own policy in this
area (Clark, 2001). To some other stakeholders it is
not clear that Eskom is sufficiently “broken” to
warrant a complete restructuring (Clark, 2001). The
following provides a sample of different ESI stake-
holder viewpoints and positions.

National Government
In Johannesburg in early 2000, a World Bank-
sponsored workshop convened for the first time all
the important government stakeholders required for
a serious discussion about ESI reform.25 Workshop
participants focused primarily on mainstream reform
issues, although some also called for attention to
public benefits in their final statements. In particular,
the DPE and DME ministers called for (1) electrifica-
tion; (2) energy access; (3) energy efficiency and
DSM; and (4) protection for research and develop-
ment. DME Minister Mlambo-Ncguka consistently
raised concerns about the broad goals of electricity
sector reform. She expressed particular concern
about the effect that reform might have on the rural
electrification program and black economic empow-
erment. Not discussed was a mechanism to support
public benefits simultaneously with a move toward a
competitive, privatized market.

Eskom has resisted reform plans, asserting the

utility is well-equipped to deliver public benefits.

On May 30, 2001, the government demonstrated its
desire to have some partial private domestic and
some foreign equity investment in Eskom’s genera-

ND_Power-ch8-SouthAfrica.pmd 6/18/2002, 3:12 PM149



150

WRI: POWER POLITICS

tion business. In a move to restructure Eskom, the
Parliamentary Portfolio Committee on Public
Enterprises instituted the Eskom Conversion Act.
This legal process transformed Eskom into a public
company—termed “corporatization”—in which the
State is the sole shareholder. In early 2002, DPE
announced plans to make 10 percent of Eskom’s
generation capacity available to black economic
empowerment actors. DPE also stated that the
government would sell an additional 20 percent to a

strategic equity partner to secure foreign direct
investment in Eskom (Business Day, 2002). Eskom
will no longer be the sole shareholder. According to
news reports, Eskom will retain a “dominant” role in
the electricity generation industry for the foreseeable
future. Dominant means that Eskom, a public sector
enterprise, holds 70 percent of the generation
business, and thus retains primary ownership and
operational control.

BOX 8.4   I N T E R E S T S  A N D  I S S U E S  O F  S E L E C T E D  E D I  R E F O R M   
  S T A K E H O L D E R S  

Actors Interests/Issues 

End users 
  Customers  Low electricity prices, improved services, reliable, and 

high quality power supplies. 

  Labor/COSATU Low electricity prices, no job losses, competitive 
wages/salaries, a national distribution company. 

  Environmental Advocacy Groups Limited environmental impact, sustainable 
development. 

Distribution industry 
  Municipal Electricity Distributors Favorable asset transfer and shareholding (control) in 

new REDs structure, limited job losses, municipal levy, 
continued Service Authority status. 

  Eskom Executive Management Continued natural monopoly status, no impact on 
Eskom credit rating, shareholding in distribution 
companies. 

  South Africa Local Government Association (SALGA)  Smooth transition, municipal levy, fair stake in RED 
structure.  

Government 
  Department of Minerals and Energy (DME)  Low electricity prices, financially viable distribution 

industry, ongoing electrification programs and other 
programs aimed at achieving rural development 
objectives.  

  Department of Public Enterprises (DPE) Maximizing returns from Eskom distribution shares. 

  Department of Finance/National Treasury (DOF) Financially viable distribution industry, transparent 
fiscal impact. 

  National Electricity Regulator (NER) Financially viable distribution industry that is easier to 
regulate, rationalized tariff structures. 

   Source: Clark, 2001. 
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Eskom Management
Eskom management has been very vocal about ESI
reforms, and its statements have contributed to the
government’s indecisive stance on this issue (Clark,
2001). Eskom has resisted electricity sector reform
plans asserting that it is well-equipped to deliver
public benefits. For instance, the utility has noted its
own success with electrification, and raised the
concern that the goal of electrification may not be as
well-served in a restructured sector. These assertions
contribute to a continuing government concern that

moves to introduce competition into the ESI could
have seriously detrimental effects on black economic
empowerment and electrification. Similarly, Eskom
has argued in the past against issuing licenses to new
independent power producers (IPPs) on the basis
that the utility itself can meet additional electricity
demand through its DSM program.

Box 8.5 summarizes some of the key actors in the
ESI reform process and describes their specific
interests and issues of concern.

BOX 8.5   I N T E R E S T S  A N D  I S S U E S  O F  S E L E C T E D  E S I  R E F O R M   
  S T A K E H O L D E R S  

Actors Interests/Issues 

End users 
  Customers  Low electricity prices. 

  Labor/COSATU No privatisation, no job losses, competitive wages. 

  Environmental Advocacy Groups Clean generation of electricity, positive social and 
environmental impact. 

Supply industry 
  Eskom Executive Management/Electricity Council Limited reform, transmission to be transferred to 

Eskom Enterprises, limited competition. 

  Prospective and Existing Independent Power  
 Producers (IPPs) 

Fair access to transmission system, cost reflective 
tariffs, transparent regulatory framework.  

  South Africa Local Government Association (SALGA)  Unknown – not yet consulted. 

Government 
  Department of Public Enterprises (DPE) Restructuring of state-owned assets to maximize 

returns to the state. 

  Department of Minerals and Energy (DME) Efficient and competitive electricity supply industry, 
electrification program, opportunities for black 
economic empowerment. 

  Department of Finance/National Treasury (DOF) Efficient and competitive electricity supply industry. 

  National Electricity Regulator (NER)  Efficient and competitive electricity supply industry, 
opportunity to develop new regulatory framework. 

       Source: Clark, 2001. 
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CONCLUSION

South Africa’s choice to move slowly and test a more
market-oriented approach for its electricity sector is
rooted in its commitment to determine for itself what
is in the nation’s best interest. The country’s ap-
proach to electricity sector reform is “homegrown”—
rather than a product of financial pressures and
political influences from other governments, interna-
tional investors, donors and development agencies,
and foreign consultants—with a preference for
competition and privatization.26 As evidence,
consider South Africa’s stance toward the World
Bank. Unlike many other countries in Africa and
around the world, the World Bank’s involvement in
South Africa’s reform process has been and will
likely continue to be minimal. Its only role to date
has been to provide funds for research and work-
shops. South Africa’s attitude is likely the product of
a reactive response by South African stakeholders to
previous negative experiences with the Bank within
both the country and elsewhere in Africa (Clark,
2001).27 At the same time, the World Bank displays a
tendency to suggest privatization as the solution to
sector management problems. It tends not to explore
an array of alternatives to revise and adapt current
practices (Steyn, 1995). This tendency likely adds to
South Africa’s attitude toward the Bank.

The government’s rationale for a more market-
oriented approach appears based more on its aver-
sion to financial risk in the electricity sector than on
influences and pressures from such international
financial institutions as the World Bank (Galen,
1998). The risks it would rather avoid are twofold.
First, in the case of a state-owned utility such as
Eskom, the investor is the state. Therefore, govern-
ment alone is the bearer of the financial risk associ-
ated with an investment of billions of Rand in new
electricity generation capacity. Second, the amount of
investment needed over the next 20 years is substan-
tial. Accordingly, it represents a significant degree of
financial risk to the investor. The government cannot
afford to be the sole investor. A critical decision the

government faces is whether Eskom should build the
next power plant or encourage competing investors
such as IPPs to enter the market (Eberhard, 1999).

South Africa’s social and economic development
priorities—and its self-assessment of the need for
electricity sector reform—bode well for a broad
public benefits agenda. At the same time, the reform
process is nascent in South Africa in comparison to
many other countries. The country’s experience with
its foreign consultants and the “Stage 1 Blueprint”
reflects that despite political will, public benefits
advocates still have to convince some key stakehold-
ers of the link between social and environmental
concerns and the need to implement concrete
programs to address those concerns. It is too soon to
evaluate whether and how the reform process has
served individual public benefits so far—particularly
environmental benefits. Yet, there is tangible
progress toward the inclusion of such benefits in the
reform process.

South Africa’s reform experience suggests a reason
to affirm the centrality of good governance—in the
form of implementing institutions with well-defined
roles, the rule of law and effective regulation, a stable
and enabling market structure, and transparent,
participatory public policy at the national and local
levels—to the future success of a public benefits
agenda. South Africa is grappling with concerns and
questions about public benefits early in the EDI and
ESI reform processes. The country has taken steps to
address stakeholder questions in policy statements
and to reflect stakeholder concerns in local gover-
nance structures. The DME minister has been vocal
and effective in bringing social concerns—particu-
larly concerns about access to electricity—on to the
reform agenda, with the DPE minister also playing a
constructive role. The cabinet’s intervention in the
“Stage 1 Blueprint” resulted in an additional empha-
sis on various public benefits programs. The interven-
tion illustrates political will translated into action in
South Africa. These are hopeful signs that future
sector reform in South Africa will have a human face.
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NOTES

1. This chapter draws on Alex Clark, 2001, “Power Sector
Reform and the Public Benefits Imperative: A South
African Case Study.” Unpublished paper, Energy
Development Research Centre, Capetown, South
Africa (July). Online at http://www.wri.org/gover-
nance/iffe/powercases.html. This paper was written as
part of a collaborative project on power sector reform
and public benefits in developing and transition
economies coordinated by the World Resources
Institute.

2. Apartheid was a policy that called for the separation of
people on the basis of race, codified into law.

3. Eskom is the fourth largest electric utility in the world,
generates 95 percent of South Africa’s electricity, and
produces half of all the electricity consumed on the
African continent (NER, 1999).

4. The RDP is a 150-page document outlining the ANC’s
macroeconomic strategy, including its plans to create
jobs through public works; build a million new houses
with electricity and plumbing; extend primary health
care; provide 10 years of free access to education and
redistribute land.

5. This tariff prompted some large, industrial customers
to call for market liberalization, which would increase
the pressure to remove such subsidies (Galen, 2002).

6. The White Paper on the Energy Policy of the Republic of
South Africa 1998 is the product of widespread public
participation in the formulation of South African
energy policy.

7. The government has been discussing instituting a
poverty tariff and providing  between 20 to 60
kilowatt-hours of free electricity per month to approxi-
mately 1.4 million poor households.

8. Meaning that generation, transmission, and distribu-
tion—the basic functions of a central-station, public
utility—are not subject to competition in a market-
place for their services.

9. This includes 3,556 megawatts of mothballed capacity;
and 1,429 megawatts of capacity under construction.

10. The RDP remains as the government’s statement on
South Africa’s social and economic development goals.

11. The four SOEs are: Eskom (electricity utility); Denel
(arms); Transnet (transport); and Telkom (telecommu-
nications).

12. COSATU’s press release is online at: http://
www.cosatu.org.za/press/2001/
eskom_Conversion_Bill (June 11, 2002).

13. An important point to consider is that corporatization
is not the same as, and does not necessarily lead to,
privatization. Our conjecture on Eskom’s position is
that it does want to attract additional equity by
becoming a company with shares to sell.  It is less
likely, however, that Eskom wants to lose operational
control to private investors or the market.

14. In 1993 the National Electricity Forum (NELF), a
multi-stakeholder group, began to review electricity
sector reform issues and practices, including an
exploration of ESI reform issues.

15. Personal communication with Michael Eckhart, Solar
International Management, Inc., Washington, D.C.
(April, 2002).

16. South Africa’s low electricity prices do not take into
account external costs.

17. In the medium- to long term, more capacity will
inevitably translate into higher prices. In the future,
price considerations may become an important ESI
reform driver.

18. Government is in the process, however, of developing
a White Paper on Renewable Energy due in spring
2002.

19. South Africa will host the WSSD in September 2002.

20. The PwC developed the paper series under the
Electricity Distribution Restructuring Project.  The
paper series is online at: http://www.dme.gov.za/
energy/edi.htm (June 11, 2002).

21. The government did not publish the final document
known as the “Stage 1 Blueprint,” a government report
on EDI reform.  The PwC “Working Paper 7:  Consoli-
dated Emerging Views” served as the public document
for stakeholder scrutiny and comment.  Much of the
content of “Working Paper 7” formed the basis of the
government’s “Stage 1 Blueprint.”  Cabinet adopted the
PwC’s recommended model of EDI reform in the
final, revised “Stage 1 Blueprint” which reflected the
electrification program’s importance in the reform
process.

22. Quote from a U.S.-based expert on electricity sector
reform and rural electrification, April 2, 2002.  All
interviews for this chapter were conducted on a not-
for-attribution basis. Consequently, interviewees are
identified only by their institutional affiliation.

23. Personal communication with Michael Eckhart, Solar
International Management, Inc., Washington, D.C.
(April, 2002).
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24. Interview with staff of a distribution utility in South
Africa, 2000.

25. The workshop was attended by the DPE Minister, the
DME Minister and Deputy Minister, NER Executive
Management, Eskom Executive Management, and
senior staff of various government departments
including DME, DPE, and Finance (now called
Treasury).  Union officials were invited but, apart from
a South African Mining Workers’ Union representa-
tive, did not attend.  Invited were international
electricity sector experts to give presentations on the
experiences of Argentina, Australia, Columbia, Chile,
France, Hungary, New Zealand, Norway, and the
United Kingdom.

26. Personal communication with Michael Eckhart, Solar
International Management, Inc., Washington, D.C.
(April, 2002).

27. In its South Africa Country Assistance Strategy, the
World Bank itself noted the following:
“Since re-engaging in South Africa in the early 1990s,
the Bank has played an active role. At the outset, the
Bank had a strongly negative image, particularly
among ANC cadres who viewed the Bank through the
lens of their experience in other African countries
undergoing structural adjustment. The Bank re-
sponded by adapting its focus…and pursuing an
inclusive dialogue with all segments of society, inside
and outside of government. Establishment of a more
productive relationship with government and other
groups has improved the perception of the Bank in
South Africa, although distrust and ambivalence about
the Bank’s motives and agenda persist with certain
groups.” Online at: http://www.worldbank.org (June
10, 2002).
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9

services in an environmentally sustainable manner,
proved central to the conceptualization and imple-
mentation of reforms.

Several countries undertook reform against the
backdrop of severe macroeconomic crises, which
contributed to the emphasis on financial health.
Argentina was grappling with a heavy debt burden and
saw privatization of its debt-laden utilities as one way
out. Bulgaria was faced with massive inflation and a
declining standard of living. The East Asian crisis
plunged the dominant Indonesian public utility into
bankruptcy, forcing consideration of a sell-off of assets
to raise capital. And in Ghana, a recommendation to
privatize the distribution utility was part and parcel of
a decade of structural adjustment of the Ghanaian
economy. Even where reforms did not take place in the
context of a systemic macroeconomic crisis,
staunching the sector’s drain on public finances was at
the center of a larger financial reform package, as was
the case with state-level reforms in India.

The case studies confirm the view that power sector
reforms are part of a broader process of economic
liberalization and integration into the global
economy. Reforms were often driven by an immedi-
ate need for capital to maintain existing generation
capacity and develop new capacity. To attract these
funds, governments had to increase space for the
private sector and create an environment that would
provide adequate returns to private capital. Donor
agencies played an important role in reinforcing this
trend. The initiation of reforms in India, Indonesia,
Ghana, and Bulgaria was directly tied to a withdrawal

CONCLUSION

Navroz K. Dubash

The six country studies included in this study
suggest the need for a reframing of electricity reform
in much of the developing world and in transition
economies. Thus far, reform processes have left little
space for articulation and promotion of a sustainable
development agenda. The sector is being trans-
formed to operate along commercial lines, which will
likely bring some benefits. However, longer-term
environmental and social interests in the manage-
ment and operation of the sector get little attention
from technocrats. Electricity reforms to date suggest
a need for concern, and for action, if public benefits
are not to be swept aside in the rush toward a
market-driven vision of the electric power sector.

This conclusion draws on the country cases to
identify the factors that have motivated reforms;
discuss how reforms have been shaped by the politics
in the sector; examine the role that donor agencies
have played in those politics; and detail the extent to
which public benefits concerns have been addressed
in the reform process. The chapter concludes with a
discussion of the way forward toward a politics of
reform that incorporates a public benefits agenda.

THE DRIVERS OF ELECTRICITY
REFORM

The case studies suggest that electricity reform was
overwhelmingly driven by the need to establish
financial health in the sector. This framing of the
objectives around financial health, rather than
around, for example, the provision of electricity
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of international donor support for the power sector in
these countries.

However, raising money on international capital
markets has been a considerable challenge for most
developing and transition economies. With technologi-
cally run-down and institutionally flawed distribution
networks, India and Ghana were not very attractive to
private capital, except under the generous terms
provided to independent power producers (IPPs).
Even in Argentina, where the public utility had
established a respectable track record, privatization
was accomplished at fire-sale prices. Developing and
transition economies were left with a conundrum—
private investment was unlikely to be forthcoming
without an assurance of adequate returns, yet to
increase returns many countries needed an infusion
of capital. Faced with this situation, concerns over
finance loomed large, and colored the entire process of
reforming the power sector.

Power sector reforms are part of a broader

process of economic liberalization and integra-

tion into the global economy.

The only partial exception to this trend is the South
African experience. While attracting foreign invest-
ment has been important in South Africa, the
country has not undertaken reforms under the cloud
of a macroeconomic crisis, the public utility is in
relatively good health, and while finances are an
issue, they are not as pressing as in some of the other
countries. Indeed, the additional political context for
reforms—the post-apartheid transition and concerns
of black empowerment—has created some space for
discussion of reforms that support the social goals of
equity and empowerment. Most important, it has
enabled an explicit political commitment to social
issues—in particular, enhancing access to electric-
ity—as central to reforms.

Using power sector reforms to attract capital has
not had a sucessful track record. To attract private

capital, governments have paid a high price—
financially unviable and politically undesirable deal-
sweeteners. Moreover, a decline in available private
financing since 1997 calls into question whether,
even with generous incentives, the electricity sector is
sufficiently attractive for the private sector. Structur-
ing reforms only to attract finance may not be a
sustainable strategy.

THE POLITICS OF ELECTRICITY
REFORM

With financial motivations the primary driver of
reform, other interests have not been well repre-
sented, and the politics of reform in the countries
studied have been largely exclusionary. There has
been little political space in reform debates to define
and articulate a public benefits perspective. Yet,
reform processes have not been written on a blank
slate. The legacy of past decisions, and latent but
potentially powerful political interests have also
played a role in defining reform. This section
examines each of these themes in turn, and con-
cludes with a discussion of whether and how a more
open architecture could benefit the process of
electricity reform.

The Actors Who Shaped Reform, and
Those Who Were Excluded
That the goal of reforms was narrowly defined as
financial led to an orientation weighted to techno-
crats. Moreover, a concern that interest groups could
potentially hinder the smooth progress of reform left
little scope for the inclusion of outside voices.

In Argentina, a homegrown set of bureaucrats laid
out the ground rules for reform along strict eco-
nomic lines, and worked to implement this vision to
the exclusion of social factors. In India, international
aid agencies played an important role in initiating
reform and in emphasizing privatization as a princi-
pal goal. The details were worked out by international
consultants with technical experience in economic
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and institutional issues. In Bulgaria, a reconstituted
state regulatory agency initially controlled the reform
process, ignoring pressures from national actors and
international donors. This situation was reversed
only with a change in government. In Ghana, control
over reforms rested with domestic bureaucrats, but
Chilean consultants provided key design insights.
State technocrats maintained a tight focus on the
problem definition—institutional restructuring to
ensure financial health.

In some cases, the intervention of politicians
broadened the scope and goals of the reform process.
In South Africa, the active intervention of the
Minister of Mines and Energy and the Minister of
Public Enterprises was responsible for highlighting
concerns regarding access to electricity in reform
debates. In Indonesia, active oversight by the Minis-
ter of Mines and Energy not only kept the process on
track while he was in power, but also led to engage-
ment with stakeholders through a series of regular
“breakfast meetings.” In Bulgaria, the Parliament,
assisted by the World Bank, raised concerns that a
proposed energy law included an unjustified supply
orientation and insufficiently independent institu-
tions. These few episodes suggest that the involve-
ment of politicians, with a more direct finger on the
national pulse, may contribute to active consideration
of public concerns.

However, the reform processes in the country
studies were as notable for which groups were absent
as for those that were present. The processes were
shaped by technocrats (and occasionally politicians)
from energy agencies and finance ministries.
Representatives with line authority for environment
or rural development were almost totally excluded. It
is startling that in six case studies, there was not a
single mention of a ministry of environment getting
a seat at the table. This absence is a further reflection
of the narrow focus of power sector reforms, and the
perception that reforms are a technical matter with
little scope for broader debate.

Equally, if not more startling, is that few nongovern-
mental organization (NGO) voices emerged to partici-
pate actively in the design of reforms, despite the

vibrant civil society in many countries studied here,
and the worldwide growth in nongovernmental
organizations. In Argentina, there was a complete
absence of civil society input during the reform
process. In India and Indonesia, NGO activists
focused almost exclusively on criticism of IPP projects
and the IPP policy, with only one or two groups in
each country engaged in the broader reform process.
In Bulgaria, NGOs had limited success in injecting a
focus on energy efficiency into reforms, until a change
in political conditions created new opportunities.
While international NGOs have been extremely active
and influential for over a decade in international
environmental negotiations, few have made the link
between national reform processes and global environ-
mental outcomes. The few exceptions—such as the
efforts of Greenpeace to promote renewable energy in
Argentina, an analysis of reforms in Indonesia by the
Washington, D.C.-based NGO Bank Information
Center, and a technical scenario analysis of the
impacts of reform on climate change by the Pew
Center on Global Climate Change—have not been
central to national reform processes.

It is startling that in six case studies, there

was not a single mention of a ministry of

environment getting a seat at the table.

This limited role of environmental or rural develop-
ment interests—governmental or nongovernmental—
suggests that power sector technocrats have success-
fully reinforced the perception that reforms are a
technical issue, and that social and environmental
concerns do not belong at the table. The constrained
space for engagement has restricted efforts to change
this perception. Moreover, the limited capabilities and
skills available among advocacy groups to express their
concerns in the technical debates over reforms, or for
that matter among socially and environmentally
focused government agencies, is an obstacle to
broadening the debate.

Finally, few private sector entities—whether
representing traditional technologies or promoting
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renewable energy technologies—played a direct role
in shaping reforms. The one partial exception is that
of the Independent Power Producers Association of
India as a convening organization in the early stages
of reform. This lack of influence by corporate actors
contrasts with a direct role by energy companies,
such as the part played by the Enron Corporation in
the United States, in shaping reforms to support
their comparative advantage (Wayne, 2000). The lack
of a similar dynamic in the cases studied here may
be because there are few national corporations
positioned to benefit from reforms, and international
corporate actors have been inadequately placed to
shape national processes.

Political Constraints in the Reform
Process

Technocrats have structured reforms as an exclusive
process because of a perception that the sector has
been prey to political capture in the past. And, indeed,
the case studies offer some evidence to support this
perception. This section describes past political
pressures in the sector and the congealed institutional
interests around past policies. It examines how both
have constrained current reform efforts.

In all the countries studied, the difficulty of raising
or restructuring tariffs has proven to be the single
biggest challenge to restoring the sector to ensure its
financial health. Past flawed policies to provide
preferential prices to vote blocs have created well-
mobilized interest groups, which can be a consider-
able political obstacle to tariff changes. These groups
are not the ones most in need of concessional prices
but are comparatively well off—such as large farmers
in India and middle-class urban consumers.

Market reformers have argued that withdrawing
subsidies from relatively well-off populations would be
socially just and would help the financial condition of
the sector. They have urged politicians to carry out
such reforms. Even if political obstacles were over-
come, however, there are additional and very real
public interest concerns about raising prices. In

Ghana, the real cost of electricity is amplified by a
falling currency. Rising electricity prices form an
alarmingly large share of the budget of one vulnerable
group—retirees—in Bulgaria. Electricity priced at the
cost of supply—as market reforms aim to do—would
price many low-income groups out of the market. In a
reflection of these pressures, tariff increases have led
to popular uprisings in Argentina, India, Indonesia,
Ghana, and South Africa. Recognizing that regressive
tariffs were socially unsustainable, a subsequent set of
reforms in Argentina included a more equitable
restructuring of electricity tariffs. Since financial
motivations are central to reform, the politics of tariff
increases—which include the vested interests that
obstruct them and the vulnerable communities that
are in need of support—are central to the success of
any reform approach.

The difficulty of raising or restructuring tariffs

has proven to be the single biggest challenge to

restoring the sector to ensure its financial

health.

That the electric power sector provided consider-
able scope for political patronage is well supported by
the case studies. Evidence of corruption in the
allocation of contracts in Indonesia; the use of a large
Energy Resource Fund free of public oversight to
allocate funds to political allies in Bulgaria; and
manipulation of prices in India to serve vote blocs all
demonstrate the entanglement of the sector in self-
serving politics. The costs in terms of efficiency and
the public interest were considerable.

Political manipulations within the sector have
created institutional interests around past policies,
which in turn have been obstacles to reform. In
India, politicians are reaping the bitter fruit of past
populist policies, as farmers successfully oppose
reversal of a long-standing policy of concessional or
free electricity for agriculture. In Ghana, a long-term
contract for power with a giant aluminum smelter
has been a sticking point for reforms.
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Tariff increases have led to popular uprisings

in Argentina, India, Indonesia, Ghana, and

South Africa.

A decade of preferential concessions to Indepen-
dent Power Producers (IPPs), particularly through
over-generous power purchase agreements, is one of
the most damaging legacies of past policies. In India,
IPPs became a route to attract private capital without
addressing the politically thorny institutional prob-
lems at the heart of the sector, and raised concerns
over the process by which contracts were negotiated.
In Indonesia, the introduction of 27 IPPs provided
fertile ground for the growth of corruption and graft.
In both countries, flawed IPP projects led to a
broader cynicism about the role of the private sector.
Subsequent privatization efforts may well be con-
taminated by the taint of this decade-long debacle.
IPPs have also cast a shadow over the economics of
reform. Financial sweeteners provided to attract IPPs
locked public utilities into unviable contractual
obligations, which have proved an obstacle to more
fundamental reforms, and in particular to
privatization. While these problems were most
manifest in Asia, the push toward increasing capacity
through IPPs in Bulgaria and Ghana suffered from
some of the same flaws.

Existing public utilities have exercised a consider-
able drag on reform processes in several countries.
In these cases, it is difficult to separate bureaucratic
interests from often credible arguments that the
death knell has been prematurely sounded for the
public utilities model, despite a track record of
success. In Ghana, the Volta River Authority (VRA)
has strenuously fought efforts at integration into a
post-reform sector, arguing that it has been a profit-
able utility for four decades. VRA’s critics have
countered that profits are based on its privileged
position as a quasi-enclave, and that the general
populace—much of which has no access to electric-
ity—has benefited little from VRA’s profitable status.
By contrast, while South Africa’s dominant utility,
Eskom, has also benefited from some preferential

treatment, it can point to a credible track record of
expanding access to electricity to rural areas.
Whether or not their arguments were valid, efforts to
overcome resistance from existing utilities and the
bureaucracies that run them have influenced the
reform process.

Since public utilities have traditionally been large
employers, labor unions have been a potent political
force in opposing reforms. In Indonesia, the public
utility’s union challenged reforms as unconstitu-
tional. In Bulgaria, reforms were met with an
organized campaign of opposition. While the utilities
may indeed be inefficiently over-staffed—as in India,
where employment in the sector is a means of
patronage—labor concerns are a legitimate issue. In
both Argentina and Bolivia, labor unions won a share
in the equity of privatized state enterprises, demon-
strating the potential for political compromise. In
South Korea, labor unions began a promising
dialogue with environmentalists. Although they
failed to come up with a shared platform, the two
groups managed to substantially narrow their
differences. Whether through the need for accommo-
dation, or through the creation of new alliances,
organized labor will continue to shape the political
context for reform.

Open versus Closed Political Process?
The introduction to this study discussed the relative
merits of a quick and stealthy approach to reform
versus one based on an open process aimed at
building a social consensus. This section revisits this
discussion in light of the country studies.

In most countries, there was limited public consul-
tation built into the reform process. Argentina, the
earliest reformer among those considered here, is
also the one that was most exclusive. In Indonesia,
the Asian Development Bank sought to establish a
consultation process with civil society groups.
However, this effort faced obstacles, both because of
NGO reluctance to participate in a donor funded
program, and because NGOs felt the consultation
would occur only after many decisions had already
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been made. A similar concern was reported about
the consultation effort in India. While bureaucrats
and donors pointed to a good-faith effort at engaging
consumer organizations and NGOs during state-level
reforms, those consulted felt that they were being
informed of decisions after the fact in an effort to
win their support, rather than having their opinions
solicited. Only in South Africa have reforms arguably
gone through a broad-based consultation process,
with stakeholders invited to submit their views at the
early goal-defining stage. The narrow range of actors
involved, combined with limited consultation,
suggest that most countries have followed the quick
and stealthy approach to reforms.

The cases provide circumstantial evidence that

building a social consensus around reforms

may strengthen outcomes and their political

viability.

Since reforms are still underway in many of the
countries studied here, the information required to
evaluate the stealthy versus the consultative approach
is necessarily incomplete. In Argentina, the earliest
reformer of those studied, a closed process certainly
resulted in rapid implementation of a reform
blueprint. However, Argentina later had to revisit
several decisions in an effort to address social issues;
this suggests that the closed approach failed to
incorporate significant public concerns. In India, a
closed approach led to a cycle of institutional reform
in one state, Orissa, but the benefits and political
viability of the model are in doubt. In Indonesia,
Bulgaria, and Ghana, reform processes have been
slow to develop and have been bogged down in local
political processes. South Africa provides a partial
example of a more open approach, but one that is in
a preliminary stage. Perhaps most intriguing is the
California experience, where a broad range of
stakeholders was deeply engaged in the details of the
reform process. For some, the subsequent problems
were due to unwise efforts to pander to special
interests, while others suggest the failure was caused

by unrealistic assumptions at the outset. Hence, the
country cases do not demonstrate the success of the
closed approach, nor do they provide sufficient
evidence to fully endorse a more open politics of
reform.

While not conclusive, the cases do provide circum-
stantial evidence that building a social consensus
around reforms may strengthen outcomes and their
political viability. First, reforms in the power sector
are unlikely to lead to immediate and demonstrable
benefits to the public. In India, for example, reforms
in the state of Orissa resulted in tariff increases, but
few immediate improvements in service. In Argen-
tina, service quality did improve, but benefits were
weighted toward the well-off. For reforms to win
long-term political support, a good case can be made
that the polity must buy into a vision for the sector,
which requires a consensus-driven approach.

Second, the need for political consensus is even
more evident when tariff increases are an issue. In
Ghana, increases by the government led to consider-
able protest and a rapid reversal of tariff hikes, while
similar increases by a more credible independent
agency won popular acceptance. To the extent that
consultation is an important ingredient in credibility,
this example reinforces the value of a more open
process. Finally, an exclusive process aimed at
avoiding capture by past vested interests is open to
capture by the new wielders of authority. In Bulgaria,
for example, the state agency charged with reform in
the late 1990s took on an increasingly authoritarian
bent, defying national constituencies and interna-
tional agencies alike.

Whether out of belief in its benefits, or because
policymakers are being subject to greater popular
scrutiny, reform processes are increasingly open.
Modifications to early reforms in Argentina were
initiated in part by a wave of public dissatisfaction
and because more attention was paid to the impacts
of reform on the public. In India, a national electric-
ity bill was circulated widely and debated more
robustly than a similar measure prepared five years
earlier during the initial round of state-level reforms.
The latest reformer, South Africa, has demonstrated
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far more effort at open debate and consultation than
have countries that began earlier. Finally, this trend is
coincident with a growing normative consensus:
open processes support democratic institutions,
which over time are better able to represent the long-
term interests of citizens.

THE ROLE OF DONOR AGENCIES

Donor agencies, led by the World Bank, have played a
significant part in reform efforts in several countries.
The case study experience suggests that donors can
play a critical role in nudging countries toward
making politically difficult decisions. At the same
time, for donors to control the direction of reforms is
inappropriate and undermines creation of a national
consensus in support of reforms. The country
examples also suggest that donors have made only
half-hearted efforts at promoting attention to a public
benefits agenda in the course of reforms, and have
been hampered in their interventions in the sector by
a past history that has weakened their reputation.

Multilateral donor agencies exercising their finan-
cial leverage have been central to initiating reforms
in a number of countries. For example, the World
Bank required India and Ghana to commit to
institutional reform as a condition of loans for the
power sector. IMF conditionality associated with a
macroeconomic crisis jump-started the reform
process in Bulgaria and restarted a stalled process in
Indonesia. In contrast, reforms in Argentina and
South Africa were largely homegrown.

It is relevant to revisit here the distinction made in
the introduction between firmness in initiating a
reform process compared to the need for consensus-
building around consolidation of reforms. While
donor agencies may have played an important role in
cutting through a domestic political morass in
initiating reforms, it is far less certain that a contin-
ued heavy hand in consolidating reforms was
appropriate. In Ghana, the World Bank unsuccess-
fully sought to impose a management contract
approach, one that it deemed most appropriate for
African countries at the time. This approach drew

from the experience of neighboring Cote d’Ivoire,
where the World Bank urged greater involvement for
the private sector despite the lack of an appropriate
regulatory framework. In Bulgaria, the IMF at-
tempted to force a rigid adherence to tariff increases,
without considering solutions to the resultant social
costs and potential for political upheaval. In India,
the World Bank implemented a model based on
privatization of state utilities to stem fiscal losses. In
contrast to donor intervention in Ghana and Bul-
garia, intervention in India was accompanied by a
skillful process of building borrower ownership for
the approach advocated by the World Bank. This
ownership was limited to state bureaucrats, however,
and did not extend to the broader population.
However skillful the input, the current imperfect
state of knowledge of the viability of market-led
reforms, and the importance of tailoring reform
processes to local economic and political conditions,
calls for a less-directive approach by donor agencies.

Conditionality has proved effective at initiat-

ing reforms, but a more subtle strategy of

engagement with borrower countries has been

more useful in the design and consolidation

stages.

On occasion, donor agencies use their analytic
capacity to make a case for how reforms can benefit
the public. The World Bank deserves credit for
supporting demand-side management components
in India and Ghana, but this achievement is limited
by the failure to examine the underlying institutional
disincentives to DSM in a post-reform sector. In
India, the World Bank conducted the only study of
the environmental effects of restructuring, but under
pressure from the Ministry of Power limited its scope
to exclude questions central to the reform process,
thereby restricting its utility. Other efforts were more
productive. In Bulgaria, the World Bank’s “Energy-
Environment Review” made the case for greater
efforts at end-use efficiency, challenging the
government’s self-serving orientation toward new
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sources of supply. This and similar studies proved
useful when a new government sought to revisit the
trajectory of reforms. In Ghana, the Danish govern-
ment has been a keen supporter of efforts to promote
renewable energy.

These examples suggest that while conditionality is
the most obvious and blunt tool in the donor arsenal,
it is not the only one. Conditionality has proved
effective at initiating reforms, but a more subtle
strategy of engagement with borrower countries has
been more useful in the design and consolidation
stages. In Indonesia, well-timed research was
influential in shaping decisions about new genera-
tion capacity. In India, numerous analyses helped
frame decisions about reform efforts. In South
Africa, faced with considerable suspicion of donor
intervention, the World Bank has limited itself to
providing technical assistance on reform experiences
in other countries, an approach that was acknowl-
edged to be useful. To the extent that these efforts
crystallized decisions and informed debates, they
contributed to national processes of building a
consensus.

Donor agencies’ efforts are restricted by their weak
reputation in many borrower countries. Due to a
decade and more of structural adjustment policies,
their intervention is associated with economic
hardship. In Bulgaria, for example, IMF policies have
been associated with harsh price increases. In
Indonesia, the Asian Development Bank (ADB)
funded a process of public awareness and engage-
ment in reforms. The effort faltered due to NGO
reluctance to work with the ADB, an institution they
perceived not to be working in the interest of sustain-
able development in the country.

Suspicions about donors have been worsened by
industrialized country efforts to promote the inter-
ests of their own corporations. For example, in
Indonesia, one arm of the U.S. government sought to
promote a large U.S.-funded IPP even as an advisor
supported by its aid agency, USAID, cautioned
against the project. In India, the U.S. government
has interceded on behalf of the Enron Corporation on
a disputed project, despite the strong reservations

expressed by both internal critics and the World
Bank.

The credibility dilemma is illustrated by donor
engagement with countries regarding IPPs. In both
India and Indonesia, the World Bank urged caution,
and on occasion denounced particular projects in
strong terms—an intervention that should reflect
well on the institution’s concern for the long-term
health of the sector and for the public interest. At the
same time, the World Bank was using its leverage to
promote more space for the private sector in each
country despite the lack of a suitable institutional
framework, which aroused the ire of its critics. Thus,
while donor institutions may intervene in positive
ways on occasion, these interventions tend to be
overshadowed by the public perception that they are
pursuing their own agenda. In the case of the power
sector, this agenda was directed at creating a sector
that could sustain private sector profit-making and
release the public sector from the burden of poorly
functioning utilities. Civil society groups perceived
the promotion of such an approach—without an
explicit articulation of how reforms served the public
interest—as not in the national interest.

WHAT ROLE FOR PUBLIC BENEFITS
IN REFORMS?

The country studies suggest that, with the possible
exception of South Africa, reforms were driven by
attention to restoring financial health in the sector
through institutional restructuring and greater
involvement of the private sector. In South Africa, the
government made a political commitment to pro-
mote social goals through reforms. Here, we summa-
rize evidence to support the theme that while
restoring financial health does automatically contrib-
ute to a measure of socially and environmentally
beneficial outcomes, a laissez-faire approach by itself
is insufficient to incorporate attention to public
benefits. Instead, once reforms are “locked in,” it is
hard to retrofit them. For this reason, a political
commitment to sustainable development outcomes is
necessary if reforms are to actively promote public
benefits.
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Public Benefits as Secondary to
Implementing Reforms

Evidence from all the case studies suggests that, for
reform advocates, ensuring a financially viable sector
was the most relevant definition of the public
interest. Certainly this viewpoint was the explicit
starting point of studies conducted in Bulgaria and
India prior to reforms. Of the cases studied here,
only the Argentine experience provides sufficient
information to comment on the social and environ-
mental outcomes of reforms.

In Argentina, while the quality of service did
improve on average, in many other ways the social
outcomes were largely negative. The reform process
led to a decline in access to electricity for low-income
urban groups, as aggressive measures were taken to
disconnect illegal consumers, with no mitigating
steps to soften the social impact. Efforts to connect
the 10 percent of Argentina’s population in rural
areas without access to electricity services have been
largely unsuccessful. Moreover, changes in electricity
prices have had a regressive impact. While prices fell
overall, large consumers enjoyed declines of up to 71
percent, while prices charged to lower-income groups
remained essentially unchanged.

With regard to environmental benefits, reform
advocates believed that a more efficiently run sector
was likely to be less environmentally burdensome.
The evidence from Argentina partially substantiates
this view. For example, transmission and distribution
losses fell from 27 percent to below 10 percent in the
five years after reform was initiated. In addition, the
promotion of natural gas plants over older thermal
power plants led to a net increase in the efficiency of
generation. At the same time, the new organization
of the sector considerably eroded incentives for
distributors to invest in energy efficiency. Efforts to
invest in renewable energy sources were largely
unsuccessful, in part because of poor political
support.

The Argentine experience provides strong evidence
that social benefits, particularly equity goals, are not
automatically served by reform processes. On

environmental issues, the evidence reinforces the
discussion in Chapter 2, which suggested that
reforms may automatically lead to short-term gains,
but may not signal a more sustainable long-term
energy future.

The Problem of “Lock-in”
While achieving financial stability undoubtedly
contributes to the public interest, the country studies
suggest that this narrow approach also excludes
consideration of a broader definition of public
benefits. This assessment has focused on access to
electricity services, considerations of equity, and
promotion of environmental sustainability. To the
extent that these concerns were embraced in the
countries studied, they were seen as separable from,
sequential to, and of lower priority than a successful
restructuring and privatization of the sector.

A laissez-faire approach is insufficient to

incorporate attention to public benefits.

In Argentina, for example, the first round of tariff
restructuring was driven entirely by theoretical
economic criteria—such as requiring that prices
reflect the cost of supply—even though such rules
often led to inequitable outcomes. Only much later
did the Argentine government and its donors agree
that some deviation from market principles, includ-
ing the possible use of cross-subsidies, was necessary
to ensure the public interest. In Ghana, despite low
levels of access to electricity and an existing publicly
funded effort to expand the grid, only late in the
reform process was there any effort to bring private
participation together with a program of increasing
access built around public funds. In Bulgaria, despite
the country’s agreement to greenhouse gas emission
targets under the Kyoto Protocol, there was little
consideration of this commitment while restructur-
ing a sector that emitted 56 percent of the country’s
carbon emissions.
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The case studies offer good reasons to doubt the
viability of a sequential view of reforms and public
benefits—one that argues for fixing the financial
position of the sector first and dealing with public
benefits later. Specifically, technical, political, and
institutional decisions are “locked in” so that current
decisions constrain future choices. This rigidity can
make it hard to retrofit the sector to address public
benefits once the framework for reforms is set.

Regulators approach their jobs based on the

strict separability of economic and environ-

mental decisions.

The IPP experience in Asia offers a good example
of both technological and institutional lock-in. In
both India and Indonesia, IPPs were invited to
provide new supply capacity, with no effort at
assessing available supply options and their full
costs. As a result, the sector was locked into tech-
nologies chosen within the existing institutional
framework, which tended to favor large generating
plants. In addition, since large IPPs typically locked
public utilities into buying power whether it was
needed or not, they were also a constraint on further
institutional reform in the sector.

The creation of new regulatory institutions is an
important example of institutional lock-in. The
formal mandates of these regulators, the institutional
culture of regulatory agencies, and their expertise are
relevant to their approach to public benefits in the
future. Although the evidence from the case studies
is thin, the experience in India clearly suggests that
the enabling legislative framework does not empower
regulators to internalize environmental consider-
ations. This mandate is further constricted by
international economic consultants, who train
regulatory commissions to view their role in narrow
terms as managing the tradeoff between profitability
and short-term consumer interests. As a result,
regulators approach their jobs based on the strict
separability of economic and environmental deci-
sions. Moreover, regulators are trained to work

toward short-term goals. Once enshrined, these views
are hard to change.

Finally, since reform is often the result of intense
negotiation among several interests, compromises
that are made early in the process can constrain the
opportunities for future outcomes resulting in
political lock-in. In the process of reforms, deals were
struck with existing utilities in South Africa and
Ghana, and with municipalities in South Africa. In
India, arrangements with farmers are a likely
component of future reforms. If environmental and
social interests are not at the table when these
compromises are made, it may be difficult to renego-
tiate them at a later date without jeopardizing a
fragile agreement. In Argentina, for example, an
attempt at restructuring distribution tariffs in the
interests of equity has proved hard because of
pressure to maintain the sanctity of deals struck with
private utilities at the time of privatization.

Social and Environmental Benefits
The case studies provide a scattering of examples in
which reforms have led to explicit efforts to embrace
a broader definition of public benefits. Where such
approaches have been followed, they have been based
on financial motivations or a broader political
imperative.

Efforts at promoting more efficient use of energy
on the demand side were common to several coun-
tries. Reformers facing severe financial constraints
were attracted to the view that greater efficiency often
more than pays for itself. The enormous scope for
energy efficiency uncovered by the crisis in Califor-
nia, where energy is used far more efficiently than in
most developing countries, illustrates the potential of
this approach. India, Ghana, and Bulgaria have all
included attention to end-use energy efficiency
programs as part of reforms, and the issue is an
important item in the South African reform debates.
In Ghana, the idea that demand-side management
could lower the impact of tariff hikes on the popula-
tion and thereby dampen unrest was an important
motivator. Similarly, in India, efforts to introduce
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more efficient use of electricity for agriculture were
based on expectations that if farmers could achieve
the same ends with less electricity, they would be less
opposed to price increases.

Given the enormous potential benefits of end-use
efficiency, substantially more focused attention to
this avenue seems warranted. Since tariff increases
are arguably the biggest stumbling block to the
political sustainability of reforms, countries would
benefit considerably from a sustained public cam-
paign to increase efficiency of use across all con-
sumer sectors. The programs in place do not demon-
strate such a focus. Early efforts in India were
limited by an inappropriate context, and also by
limited political will from government bureaucrats
and donors. In Bulgaria, where the scope for energy
efficiency is enormous, progress has been slow until
recently because greater end-use efficiency would
have undercut the planned program of supply
expansion supported by the then-political leadership.

Finally, while isolated programs toward energy
efficiency have been put in place, there has been little
effort to understand how unbundling can present
challenges to promoting demand-side manage-
ment—largely due to increased transactions costs—
and to taking ameliorative measures. Only in South
Africa has the debate been joined in consideration of
incentives and disincentives for end-use efficiency in
reform design processes.

While expanding access to electricity services has
long been a focus of public policy in several countries
prior to reforms, the country studies show that this
concern was seldom integrated into utility reform.
There was little consideration of how privatized
utilities would contribute to greater access. Instead,
public-led efforts at grid expansion typically contin-
ued in parallel to sector reforms, as in Ghana and
India. The lack of systematic efforts to integrate
increased electricity access with utility reform is a
significant failure of donors and governments.

The shift away from public monopoly did hold out
the possibility for involvement by a broader range of
market participants, and a few efforts to meet

access needs through creative decentralized solu-
tions. In Ghana, a program that, in part, was
intended to stimulate short-term supply using
diesel generators quickly became an opportunity to
promote decentralized renewable energy systems
connected to the grid. During the second phase of
reforms in Argentina, the government instituted a
program to establish subsidized concessions for
electricity supply to dispersed populations; these
would be auctioned based on the lowest subsidy bid.
One component of the program funded by the
Global Environment Facility and the World Bank
aimed at using renewable energy technologies to
meet these needs. Despite a promising start, the
project has languished for want of political support.
A similar effort in Chile to attract commercial
participation in rural electrification has had more
success. This program has considerably expanded
access, on occasion using off-grid renewable energy
technologies. Finally, Morocco’s successful experi-
ence with a cooperative program between the state
utility, municipalities, and the private sector sug-
gests that public monopolies can also develop
creative programs for grid expansion.

The case studies suggest that social concerns

carry far more political weight in a national

context than do either local or international

environmental issues.

Donor agencies have often been in the lead in
promoting programs tied to public benefits objec-
tives. Examples include the role of Danish aid in
promoting renewable energy in Ghana; Global
Environment Facility support for Argentina’s rural
renewable energy program; and USAID’s support for
energy efficiency in India. Yet, these programs have
often been marginal to the main thrust of reforms,
and have not been sufficiently knit into a broader
articulation of the public interest. Without domestic
political support for the objectives that these pro-
grams represent, they are prey to changes in national
political sentiment and trends in donor assistance.
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In all the case study countries, the shift to a more
decentralized, market-led approach has brought no
broad vision for future development of the sector, nor
the corresponding accountability for developing such
a vision. As the cases suggest, a post-reform sector
will not substitute for such a vision. Problems left
inadequately addressed include several concerns
related to the success of the reforms and the long-
term public interest. Most significant is the absence
of a strategy with which to manage the tariff prob-
lem—balancing the need to raise revenues against
the need to mitigate harm to vulnerable populations.
Similarly, neither the potential costs of global efforts
to address climate change—such as pressures to
limit country emissions—nor opportunities, such as
possible new sources of finance, are factored into
current reform efforts.

TOWARD A PROGRESSIVE POLITICS
OF ELECTRICITY REFORM

Integrating environmental and social benefits into
power sector reform in developing and transition
economies will continue to be a daunting challenge.
Not only is reform technically complex, but the
combination of macroeconomic crisis, entrenched
political interests, and the centrality of finances
crowd out attention to environmental and social
factors. Indeed, from among the cases discussed
here, there are few encouraging stories, and few
successes on which to draw.

However, the country studies do offer insights into
how reform is currently shaped, and therefore into
how attention to the public interest can be reinserted
into these processes. If there is one general lesson, it
is that if public benefits are to receive attention, they
must be shifted closer to the mainstream of political
concerns that drive reform. There are several steps to
achieving this objective.

1. Frame reform around the goals to be
achieved in the sector.
The first imperative is to widen the definition of the
problem that power sector reform is attempting to
solve. A narrow focus on institutional restructuring
driven by financial concerns is too restrictive to
promote a sustainable development agenda. Admit-
tedly, in a crisis context, there is little time, scope, or
patience for a wide-ranging discussion on public
priorities. For this reason, the initiation of discussion
over reform and its goals must occur well prior to the
onset of a crisis. The most appropriate framing for
inclusion of a public benefits agenda would begin
with an articulation of a future vision of the sector
consistent with the services that a reformed sector is
intended to provide. For example, if expanding
access to electricity is a national priority, it is neces-
sary to ensure that reforms promote and do not
undermine progress toward this goal. While donor
agencies often play a central role in initiating reform,
they must step back during the process of defining
goals to allow a nationally driven vision of reform to
emerge. This vision will likely vary to fit national
circumstances. To encourage a more visionary
approach to reforms in the electric power sector:

Governments can:
• reframe the goals of reform to encompass social

and environmental concerns and highlight
sustainable development objectives;

• broaden participation within government to
provide a seat at the table to ministries charged
with promoting environmental protection, rural
development, and poverty alleviation.

Donor agencies can:

• continue to provide funds conditional on evidence
of reform, but only if accompanied by domestic
ownership over the form and content of those
reforms;

• help governments to conduct analyses of the scope
for inclusion of public benefits concerns in a
reform process, recognizing that there is greater
space for such analyses when governments are not
facing crisis situations.
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Civil society can:
• develop a vision of a post-reform sector that

promotes sustainability, access to electricity, and
equity in pricing;

• undertake a campaign of public outreach to build
support for a public benefits-oriented reform
process.

2. Structure finance around reform
goals, rather than reform goals around
finance.
Reform processes thus far have been propelled by a
drive to attract capital, and reform goals have catered
to this end. Since protection of the public interest can
require tradeoffs with opportunities for profit, reform
processes must move beyond the imperative of
attracting capital at the expense of promoting other
objectives. While this may seem a far-fetched notion
in capital-constrained developing countries, the time
may now be opportune to change the terms on which
private capital enters a country.

Over the last decade, governments have attracted
capital by providing favorable terms and risk guaran-
tees. Privatization, particularly of distribution, has
been based on the promise of tariff increases to
ensure a profit. These measures have not won
popular backing, and, as a result, have not been
politically sustainable. The net result is that politically
illegitimate guarantees of low risk and high return
have not been socially sanctioned, and have proved
ephemeral. Indeed, overall trends in private finance
to developing countries have gone down, likely in
response to increased perceptions of risk. A broader
vision of reform and a public consensus supporting
that vision could lower these risks. Private capital
may be willing to accept more realistic financial
returns, if they are combined with less risk. Political
legitimacy in a reform program, tied to some innova-
tion in mechanisms for raising finance, may be a
more promising route than tailoring reforms to
short-term profit horizons.

Moreover, some approaches to public benefits, such
as private promotion of decentralized power sources

for rural areas, can be financed through innovative
financing models. Finally, it would be useful to
explore other avenues to bring additional resources
to the sector to promote a public benefits agenda.
The scope for exploiting flexible trading mechanisms
under the Kyoto Protocol offers one possible avenue.

While the argument above provides an alternative
route to obtaining capital, there is no doubt that
maintaining financial viability in the sector will
continue to be a problem. Advocates who promote
public benefits are likely to receive a more sympa-
thetic hearing if they present their arguments in
financial terms. Specifically, it is necessary to con-
front head-on the argument that revenues are
inadequate to meet costs in many developing and
transition economies, and that any efforts at a public
benefits agenda that require bearing a financial
burden, while desirable, are unaffordable. Once
again, end-use efficiency provides an important
example of a cost-saving approach that also provides
social and environmental benefits. To encourage a
shift in this direction:

Governments can:
• seek to attract capital based on the lower risk

associated with a socially sanctioned and popular
reform program.

Donor agencies can:

• reconsider their advocacy of reform designed to
attract private capital using contractual risk
management instruments, in favor of reform
designed to attract private capital on the basis of
risk management through sound governance;

• help developing countries to complement existing
financing by mobilizing alternative sources of
finance to support sustainable development,
including mitigation of global environmental
problems.

Civil society can:

• conduct analysis that demonstrates the technical
and financial scope for incorporation of a public
benefits agenda;



170

WRI: POWER POLITICS

• build international coalitions to influence the
policies of external actors relevant to national
power sector reforms, particularly multilateral
donor agencies.

Private sector actors can:
• direct investments to countries that signal a social

consensus around power sector reforms and a
corresponding diminution of risk;

• develop innovative financing models to support
national objectives for reform.

3. Support reform processes with a
system of sound governance.

An open-ended framing of reform will only reflect
public concerns if it is supported by a robust process
of debate and discussion. Hence, a third imperative
is to embed debate over power sector reforms in a
sound process of governance guided by transparency,
openness, and participation. Such an approach is
more likely to provide the political space for articula-
tion of a range of public concerns than has the closed
process prevalent thus far. It is also more likely to
build public consensus in support of reforms,
making for a more politically sustainable process.

Technocrats who design reforms are correctly
fearful that open and transparent processes could
also allow space for vested interests to undermine
these reforms. While this is a danger, it is balanced
by the likelihood that a more open process can help
build broader political support. While no single case
study provides a convincing example of good gover-
nance leading to inclusion of public benefits, there is
circumstantial evidence to support this link. For
example, in India, the emergence of some open and
transparent regulatory agencies has spurred develop-
ment of civil society capacity and action to participate
effectively in regulatory decisions. There is also
evidence to suggest that lack of good governance
undermines public benefits. The opaque process by
which IPPs were welcomed into Asia, leading to the
erosion of public interest and confidence, is a case in
point. To promote good governance in the sector:

Governments can:
• design an open process of goal definition for

reform that includes space for meaningful public
consultation and input early in the reform pro-
cess;

• ensure that a post-reform sector builds in mecha-
nisms for public feedback, consultation, and
adjustment;

• create a legal framework for the independent
operation of electricity regulators supported by
openness to information and consultation.

Donor agencies can:
• include requirements that decisionmaking be

based on practices of good governance;
• support capacity building in civil society to enable

participation in reform decisions, and to play an
oversight role in the governance of the sector.

Civil society can:
• build advocacy strategies around a call for good

governance in the process of policy reform, to
complement project advocacy;

• establish a long-term capacity to continually
monitor and engage with regulatory institutions,
which would ensure continued attention to public
benefits in a post-reform sector.

4. Build political strategies to support
attention to a public benefits agenda.
Finally, it is important that advocates of a sustainable
development agenda strengthen political coalitions in
support of public benefits and counter those support-
ing parochial interests. In particular, the case studies
suggest that social concerns carry far more political
weight in a national context than do either local or
international environmental issues. Efforts to exploit
links between social and environmental agendas
would likely be a useful political approach.

For example, end-use energy efficiency promises
both environmental and social gains, and is politi-
cally resonant since it blunts the impact of tariff
increases. A campaign to place efforts at end-use
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efficiency at the center of reform could, therefore,
win wide support from social advocates, environmen-
talists, consumer groups, and industrialists. Advocat-
ing a focus on access to electricity through environ-
mentally sound technologies offers another example,
albeit a less politically potent one. Since rural
populations are hard to mobilize, the scope to build a
broad-based coalition for this issue is limited.
Nonetheless, rural development practitioners,
environmentalists, and emergent industries in the
renewable energy arena could usefully join hands in
support of this approach. To achieve these outcomes:

Governments can:
• emphasize attention to social and environmental

benefits as part of the mandate, capabilities, and
culture of regulatory agencies, within a framework
of goal-setting at the political level.

Donor agencies can:
• be accountable for analyzing their own lending

operations for institutional reform to ensure a
minimum “do-no-harm” standard, and to identify
opportunities to proactively promote public
benefits;

• incorporate attention to public benefits as part of
their advisory and technical work, including the
use of consultant expertise.

Civil society can:
• develop national capacity to conduct advocacy

around both the politics and the technical dimen-
sions of reform processes;

• use sound analysis to build national coalitions for
promotion of particular components of a public
benefits agenda, drawing on an understanding of
local politics;

• use international coalitions to draw links with
issues of global concern, particularly global
climate change;

• develop coalitions with private sector actors with
an interest in sustainable energy futures.

Private sector actors can:
• advocate policies that enable renewable energy

technologies and energy efficiency measures to
compete on a level footing with other supply
options;

• build coalitions with NGOs and other supporters
of sustainable energy futures to win political
support for these policies.

By focusing on financial health, reform in the
electric power sector has excluded a range of broader
concerns also relevant to the public interest. In this
study, we have focused on the social and environ-
mental concerns at stake in electricity reform. We
have found that not only are they inadequately
addressed, but that socially and environmentally
undesirable trajectories can be “locked-in” through
technological, institutional, and financial decisions
made now that constrain future choices. Conse-
quently, social and environmental benefits need to be
internalized in reform-related decisionmaking.

To do so, the process by which reform goals are
defined, who participates in the reform process and
decisionmaking must change to embrace a more
consensus-driven design. More complex processes
bring with them greater risks of capture by special
interests and failure due to a cacophony of voices.
Yet, non-inclusive reforms of the electricity sector
these reforms have not incorporated the breadth of
interests that deserve a voice and have not yet shown
themselves to be sustainable—financially, socially, or
environmentally. This study has suggested several
reasons to believe that a modified approach guided
by a vision of a socially and environmentally sustain-
able electricity future may yield a more satisfying
outcome.
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World Resources Institute

The World Resources Institute is an environmental think tank
that goes beyond research to create practical ways to protect the
Earth and improve people’s lives. Our mission is to move
human society to live in ways that protect Earth’s environment
for current and future generations.

Our program meets global challenges by using knowledge to
catalyze public and private action:

• To reverse damage to ecosystems. We protect the capacity of
ecosystems to sustain life and prosperity.

• To expand participation in environmental decisions. We
collaborate with partners worldwide to increase people’s
access to information and influence over decisions about
natural resources.

• To avert dangerous climate change. We promote public and
private action to ensure a safe climate and sound world
economy.

• To increase prosperity while improving the environment. We
challenge the private sector to grow by improving environ-
mental and community well-being.

In all of its policy research and work with institutions, WRI tries
to build bridges between ideas and action, meshing the insights
of scientific research, economic and institutional analyses, and
practical experience with the need for open and participatory
decision-making.
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