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iberalisation of the power sec-
tor is on the increase on a
global scale. Corporate-driven
reforms are portrayed by
international financial institutions and mul-
tilateral development banks as means of
improving efficiency and attracting foreign
investment for national economic growth.
Most countries across the world are taking
steps towards liberalisation, often to meet
the conditions imposed by international
donors or comply with regional or global
trade agreements. This first issue of Power
& Society attempts to look beyond the
promised benefits of this trend and
debunk some myths about privatisation
and deregulation of the electricity sector.

If the aim of liberalisation of the electricity
market is really to improve the living con-
ditions of ordinary people by lowering the
cost and increasing the quality of a critical
commodity, it has evidently failed. During
the past five years, from New Zealand to
California and from India to Brazil, the
world has witnessed a series of disastrous
blackouts, skyrocketing tariffs, growing
corruption and the collapse of Enron Cor-
poration, a veritable icon of power liberali-
sation worldwide.

The World Bank (WB), the International
Monetary Fund (IMF), and the regional
banks (ADB, AfDB, IADB, EBRD) have long
been actively engaged in privatisation and
deregulation schemes as influential advi-
sors to national governments, as project
developers and as providers of develop-
ment loans. Too often, loan conditionality
includes a one-size-fits-all model of
power reforms applicable everywhere. In
the countries of the South, these schemes
are presented as policies aimed at reduc-
ing poverty. In the countries of the North,
liberalisation has responded to conditions
established by regional agreements such
as the North American Free Trade Agree-
ments (NAFTA) and the European Union
(EU). The liberalisation of energy services
is also a major ingredient of the threaten-
ing GATS agreement extension, which is
currently being negotiated within the

framework of the World Trade Organisa-
tion (WTO). Everywhere, the positive
social impacts of privatisation and deregu-
lation are far from obvious.

This liberalisation process is fuelled by ide-
ological convictions and powerful private
interests, rather than based on a serious
and objective appraisal of all the available
alternatives. In terms of performance,
there is no scientific evidence proving that
the private sector is a more competent
and reliable producer and manager than
the state. Indeed, empirical studies show
no significant difference in efficiency
between publicly and privately owned
electricity utilities.

Power liberalisation generally means the
loss of public authority and sovereignty
over a strategic economic sector. Public
assets fall to the hands of a few unac-
countable and increasingly powerful multi-
national corporations. Despite the frequent
claim about the negative impacts of public
monopolies, these are often recreated by
private foreign companies that manage to
assume control over the whole chain of
production, transmission and distribution
of electricity, undermining government
efforts to introduce competition and keep
some authority over prices, supply and
environmental standards.

Even while recognising that liberalisation
may result in certain economic and social
improvements in particular national con-
texts, the alleged overall and long-term
benefits of privatisation and deregulation
are not convincing. Possibly inefficient
state-owned utilities may be replaced by
unaccountable multinational corporations,
beyond democratic control and potentially
disruptive to a socially and economically
crucial sector. Rather than blindly taking
the prescription of liberalisation, policy
makers should explore other alternatives
for power reforms.

Affordable power, produced in the most
environmentally and socially sustainable
manner possible, is a basic right. When



treated as a tradable commodity, the cost
and supply of electricity becomes uncer-
tain, as proven by multiple failed reforms
summarised in this briefing paper. From
an independent and progressive perspec-
tive it is necessary to critically analyse the

myths promoted by the advocates of
neoliberal power reforms. It is time to
hold free-marketeers accountable for arti-
ficially-produced power crises and the
social, economic and environmental mess
they are making worldwide.

hroughout the past century,

electricity was produced by

vertically integrated utilities,

which owned and operated
facilities covering the three stages of
power production: generation, transmis-
sion, and distribution. Most of these utili-
ties were state-owned monopolies. Such a
framework fostered the development of
large-scale and centralised technological
networks based on the logic of economies
of scale (Byrne and Mun, 2001). Nearing
the new century, this scenario underwent
radical changes with the rise of the neolib-
eral paradigm.

Since the mid-1990s, more than 30
national, state or provincial governments
worldwide have pushed electricity reforms
(Besant-Jones and Tenenbaum, 2001).
Some industrialised countries liberalised
their power markets and rules long before
similar reforms were implemented in the
South. The United States deregulated the
electricity sector with the passage of the
Public Utilities Regulatory Policies Act of
1978, soon followed by similar measures
in Chile (1982), New Zealand (1987), Nor-
way (1991) and Argentina (1992). The
global push for deregulation only came
after the United Kingdom embarked on a
radical process of privatisation and dereg-
ulation from 1989 (Thomas, 2001).

Latin America and Asia stand out as the
two major targets of multinational corpo-
rations. During the 1990s, private foreign
investment in the Latin American power
sector totalled US$78b (EIA, 2002). The
governments of the region have been the
world’s pioneers of privatisation in a much

broader sense, including radical
market-led reforms in pension systems,
telecommunications, water and other
basic services. The Chilean dictatorship
(1973-1990) was the regional frontrunner,
being the first to privatise and unbundle
electricity generation, transmission and
distribution, as well as the trailblazer in
the opening-up to foreign capital. After
the recent decade of rampant liberalisa-
tion, public-owned utilities (including
municipal, state and national enterprises)
across Latin America have been wholly
privatised.

In Asia, governments generally have not
engaged in power reforms as radical as
those implemented in Latin America. They
have chosen to rely more on independent
power providers (IPPs) that outsource to
the public grids. During the 1990s, the
privatisation of the Asian electricity sector
attracted US$ 93b in private investment
(EIA, 2002). The participation of multina-
tional corporations in the power sector has
been limited mostly to generation, with
transmission and distribution responsibili-
ties still kept in the hands of governments.

In the ‘developed’ world, according to a
report published in 2001 by the Interna-
tional Energy Agency, virtually all the
industrialised countries of the Organisation
for Economic Co-operation and Develop-
ment (OECD) are already deeply engaged
in power reforms. By the year 2006, more
than 500 million people (and all large
industrial users) in the OECD area will be
covered by liberalised markets (IEA,
2001).



The changes in the institutional framework
of the power sector are justified with
many arguments. In the context of global-
isation, it has been argued, the benefits of
state-owned monopolies in the generation
of electricity have disappeared and there-
fore such monopolistic frameworks would
only hinder the introduction of new tech-
nologies and policy innovations. It has
been also argued that governments in
most countries no longer afford the neces-
sary investments for expanding and
improving power infrastructure. Where
public ownership is not the only option,
state interventions in tariff-setting and
long-term planning have been blamed for
‘distorting’ the development of electricity
markets (World Bank, 1999).

The International Energy Agency (IEA)
contends that electricity reforms focused
on free market competition offer signifi-
cant potential benefits through improved
economic performance, lower prices, and
a broader array of choices to consumers
(IEA, 1999a and 1999b). Sharing this
view, the multilateral institutions conform-

ing the Washington Consensus call for
power sector reforms as a basic condition
for financial assistance and development
aid (Tellam, 2000).

In brief, a combination of powerful private
interests and ideological assumptions lie
behind the worldwide drive for power
reform. The advocates of privatisation and
deregulation argue that: 1) the private
sector is more efficient than the public
sector in matters involving resource allo-
cation and overall development of the
power sector; 2) greater competition and
less state intervention will increase eco-
nomic efficiency, consequently lowering
electricity prices for consumers; 3) mar-
ket-friendly policies will enable the elec-
tricity system to be subject to democratic
control through consumer choice; and 4)
liberalisation of the energy sector will
enhance environmental quality by driving
out old and dirty technologies. As the next
section will attempt to demonstrate, these
are elements of neoliberal mythology
beginning to be debunked.

From the perspective of free-marketeers,
efficiency could be conflated with prof-
itability. In the context of a liberalised
power market, profits are easily increased
by simply raising the price of electricity.
Higher efficiency, however, is not guaran-
teed by private ownership and manage-
ment. An international empirical study on
the performance of electrical utilities,
which compared production costs of ener-
gy companies from 14 countries, reasoned
that there is no significant difference in
efficiency between the state and the pri-
vate sector. Regarding generation, the
study found strong empirical support for

the view that, given the technology
employed, privately-owned and
publicly-owned plants were being operat-
ed equally efficiently. Regarding transmis-
sion and distribution, the results showed
that there was no real difference in techni-
cal efficiency between the two types of
ownership. The report concluded that "“in
the electricity supply industry as a whole,
it is likely that the biggest gains are from
restructuring and better government man-
agement of state-owned electricity
assets” (Pollitt, 1995).

In terms of the quality of the service pro-
vided by energy companies, the alleged
improvements to be achieved after dereg-
ulation and privatisation have been
brought into doubt by a worldwide series
of blackouts and power shortages in cities,



states and countries that went ahead with
liberalisation, including the paradigmatic
examples of Auckland, California and
Brazil (see boxes 1, 2 and 3).

500.000 people in the dark and without
air-conditioning and water at the height of
the summer. In the 1.000 pages of the
privatisation contract only two referred to
consumers. The blackout was triggered by
a fire at a sub-station, but the company
lacked the technical capacity and manage-
rial skills to restore power in time, due to
drastic cuts in labour and maintenance
costs implemented after privatisation
(Cifarelli, 2000).

In the search for profits, consumer rights’
become a secondary concern. In February
1999, seven year after privatisation began
in Argentina, the Buenos Aires power dis-
tributor Edesur (a consortium formed by
Energy Corp. from USA, Endesa from
Spain, Enersis and Chilectra from Chile,
and the local Perez Companc group) expe-
rienced a ten-day power cut that left

Despite their market-oriented discourse,
private corporations do not hesitate to

Box 1

New Zealand: The dark side of privatisation

One of the world’s most radical experiments in
market—led power reforms failed to deliver a
proper service to the residents of New Zealand’s
main city. From February to May 1998, the entire
central business district of Auckland — the coun-
try’s main business centre — was completely
blacked out by the failure of the main power
feeds. Businesses had to use portable power gen-
erators or relocate and thousands of workers
were forced to stay home. Mercury, the privatised
local power company, had to spend NZ$128m in
compensation to angry customers and repair. In
July 1998, Mercury announced that it could not
afford to pay a dividend, having gone from a
profit of NZ$82.1m in 1997 to a loss of
NZ$25.3m in the year to March 1998. An offi-
cial inquiry showed that its executives and engi-
neers had known about the vulnerability of the
power feeds for several years, but the company
had been too preoccupied with its take—over
mania to make plans for an alternative feed
(Rosenberg and Kelsey, 1999).

The blackout was just one of the multiple impacts
caused by New Zealand’s textbook process of
structural adjustment, which had began in 1984
and covered every potentially commercial pub-
lic service. What has distinguished this process
from similar programmes imposed on Southern
countries is that it was carried out not as a con-
dition of the World Bank, the IMF or regional
development banks. It was, more exactly, the

result of a dramatic ideological mutation within
the ruling Labour party, which in the 1980s trad-
ed its traditional social democratic ideas for
Thatcherite liberalism. After 1990, the process
was continued by a purportedly free—enterprise,
but traditionally interventionist, conservative
national government.

The privatisation of electricity started in 1986,
when the then Electricity Department was con-
verted into Electricorp, a state—owned enterprise
divided into three separate operational units cov-
ering electricity generation, transmission and
consumer retail. Competitive markets were
intended to operate at all levels. In 1993, the
government set up a host of regionally—based
power companies, with shares being offered to
electricity consumers. From there, it was only a
short step to the full takeover of electricity sup-
ply by a handful of foreign corporations.

The strongest resistance to the privatisation of
energy has come from local communities. Citi-
zens’ organisations have pressured their local
legislators to retain ownership of public assets
and municipal councils have been embroiled in
heated debates. Specific market—friendly fea-
tures of New Zealand law have made it difficult
for communities to achieve their goals, but the
most successful have been those who have
secured local government ownership of their
electricity infrastructure.




Box 2

Brazil: Easier to blame Saint Peter than energy corporations

The hydroelectric potential of Brazil has been com-
pared to Saudi Arabia’s oil wealth. The country’s
mighty rivers generate the cheapest energy in the
world: the average cost from recently built hydro-
electric plants is in the range of US$16 per
megawatt/hour, and for those with construction costs
already paid off only half that. Since the 1950s,
Brazil’s governments have invested heavily in hydro-
electric plants, which by the mid—1990s produced 91
percent of national power consumption. Unsurpris-
ingly, Brazil became a global leader in the hydro-
electric industry, ranging from the planning and
building of dams to managerial services for energy
projects around the world' Nevertheless, between
May and August of 2001 the country suffered its
worst ever energy crisis, with heavy economic loss-
es and a three-month period of constant blackouts
and mandatory power rationing measures (Costa,
2001).

During the previous four years Brazil had experi-
enced the lowest rainfall since the 1970s, and there-
fore President F.H. Cardoso was somehow justified
in blaming the energy crisis of 2001 on “Saint Peter s
moods.” However, the roots of the crisis can be
traced back to the so—called ‘controlled disintegra-
tion” of the Brazilian energy system of the early
1990s. The process began in 1993 with the privati-
sation of the distribution companies. The rush was
evident in the creation of the National Electricity
Agency (ANEEL), the regulatory body and center-
piece of the new model, during the privatisation
process. The result was the dismemberment,
British—style, of the formerly integrated system,
including the gradual deregulation of generation and
transmission.

A crucial ingredient of the reform was the modifi-
cation of the Brazilian energy structure in order to
make it virtually captive to imported natural gas.
Under the new liberalized scheme, natural gas would
provide 25 percent of the generating capacity, but
this share would be sufficient to control the whole
system, as was demonstrated during the recent ener-
gy crisis.

The power crisis highlighted the strong influence of
the natural gas cartel of Enron and other American
and European multinationals over the federal gov-
ernment. The gas cartel is a major player in the
expansion of the energy chapter of the Free Trade

Area of the Americas (FTAA) agreement, pushed by
the US government and corporate lobbies. The pro-
vision of natural gas to Brazil is highly dependant
on gas exploration in Bolivia, which is controlled by
Shell, Enron, British Gas, and other energy corpo-
rations. These same companies are also likely to
control reserves recently discovered in Peru, whose
future production could be connected to the Brazil-
ian system as the first segment of a huge hemispheric
network.

Before the outbreak of the crisis there were various
warnings in written reports issued by specialists,
documenting the impending collapse of accumulat-
ed supply in the reservoirs. The government decid-
ed to bet on a deluge that never came, while the
process of massive installation of privately—con-
trolled natural gas plants was developed. The crisis
could have been much greater if Brazil had not had
a fairly efficient power saving programme, which
resulted in savings of more than 5.000 gigawatt/hour
since its creation in 1985 (Honty, 2002).

Prior to the crisis, the government was not allowed
to invest in new plants and transmission lines, despite
funds being readily available. Under an agreement
signed in 1999 with the International Monetary
Fund, the state—owned electrical companies, which
controlled the generation and transmission, were
prohibited from making new investments. Such fig-
ures would be counted as part of the ‘public deficit’,
thus endangering the government’s ability to meet
the public budgetary surplus prescribed by the IMF.

In brief, the evolution of the power crisis in Brazil
showed that the liberalisation of the energy sector
was technically and financially unjustified. It was
based on pure ideology and in concordance with
concrete business interests of foreign corporations.
Brazil was pressured to give up its enormous com-
parative advantage in the sector, moving from hydro-
electricity — cheap and based on internal sources —
to thermoelectricity — expensive and dependent on
external sources. Moreover, strategic planning for
the development of the energy sector, which had
been a state responsibility since 1950s, was trans-
ferred to foreign corporations. In order to accomplish
this operation, a power shortage was not only toler-
able, but desirable. Only the expectation of an arti-
ficially produced crisis could justify such irra-
tionality (Benjamin, 2001).




Box 3

United States: Learning from the failed deregulation in California

The claim that electricity deregulation will improve
people’s lives by increasing the provision and lower-
ing the cost of power has collapsed even in the coun-
try that leads the global process of economic liberali-
sation. There is plenty of empirical evidence from
across the United States: whereas consumers have been
subjected to higher prices and lower quality, energy cor-
porations in deregulated markets have made record
profits. In California, unscheduled cuts at power plants
have increased 461 percent since deregulation, includ-
ing a series of catastrophic rolling blackouts in 2000
and 2001 (Slocum, 2001).

The Californian crisis showed how a cartel of energy
companies was allowed to steal billions of dollars from
consumers, businesses and taxpayers, ranking as one
of the greatest public policy disasters of modern Amer-
ican history. The elimination of state controls over
electricity rates after 1996 enabled energy corporations
to manipulate supplies, manufacture artificial short-
ages, inflate their stocks and thus reap windfall prof-
its. In exchange, the deregulation of electricity enact-
ed in 1996 will cost Californians approximately
US$71b, or US$2.100 for every man, woman and child
in the state, considering the money spent in bailouts for
utility companies, long—term power contracts, and relat-
ed expenses (FTCR, 2002).

In California, electricity plant owners intentionally
engineered shutdowns in order to squeeze the supply
and drive up wholesale prices. In addition, the Cali-
fornia Independent System Operator, a state—chartered
entity that acts as a traffic cop for the flow of electric-
ity, found that power producers deliberately over-
charged the state’s utilities by US$247m in December
2000 and US$315m in January 2001 (Slocum, 2001)

Regulation of utilities had been in place in the United
States since the early 20th century to protect consumers
from the capital-intensive monopolies that owned
power plants and transmission lines. Under the old sys-
tem, still in effect in most American states, regulation
meant guaranteed profits for utilities but also stable
prices for consumers and a reliable supply of electric-
ity. This scheme started to change in the early 1990s,
when large industrial users of electricity began clam-
ouring for deregulation so they could shop for cheap-
er prices outside their own utility’s coverage area.

With deregulation, the law of supply and demand was
enforced and consumers became vulnerable to wild

price swings and supply shortages. Utilities were forced
to sell their power plants to third parties, mutating into
retailers who purchased electricity on the wholesale
market and sold it to their customers. Lawmakers
assumed that new electricity retailers would spring up
to compete with the established utilities, and that this
competition in the open market would keep prices
down. The new owners of the power plants were left
unregulated, however, so California lost control over
both the wholesale prices new charged by the power
marketers and the amount of electricity produced.
Given that, only a few corporations were purchasing
plants in newly deregulated markets, those corporations
could control supply and charge artificially high prices.

The new electricity market brought windfall profits to
power plant owners and traders. Only the Federal Ener-
gy Regulatory Commission had the power to regulate
California’s wholesale prices, but opted for a hands—off
approach to the growing crisis. Energy giant Enron, an
active player on the Californian market, was one of
President Bush’s major financial backers.

Alarmed by the chaos in California, many American
states scheduled to deregulate have slammed on brakes.
Arkansas has delayed implementation for another year.
Nevada has halted it indefinitely. Montana will likely
significantly alter its deregulation law after experienc-
ing skyrocketing prices. New Mexico will delay it for
another five years, and Oklahoma lawmakers are con-
sidering delaying implementation for an additional two
years. Still, other states believe that quickly building
new power plants will shield their state from a Cali-
fornia—like crisis. Across the country, policymakers
are being pressured towards stronger regulation power,
conservation measures, and renewable energy sources.

While the crisis unfolded, Los Angeles and the other
30 Californian cities with municipally owned power
remained the only unaffected. The Californian crisis has
been a boom for municipalisation of power across the
country, including a series of ballot initiatives on local
public control of generation and distribution of power
in San Francisco, New Orleans, Portland and other
major cities. In California itself, a broad coalition of
concerned individuals, environmentalists, consumer
groups, unions, community groups, and small busi-
nesses is engaged in the Power to the People campaign
for clean, affordable, and public power.




turn to the public sector to cover back up
costs wherever and whenever possible. In
November 1999, after a cyclone ravaged
the coast of the Indian state of Orissa, the
American firm AES demanded either
US$60m in compensation from the gov-
ernment or be allowed to triple power tar-
iffs, claiming that the storm had hit its
uninsured facilities (Ghosh, 1999).

Liberalisation tends to be sold to the public
as a way to lower prices for consumers.
International evidence indicates however
that the inverse could be true. After all,
deregulation and privatisation producers
and distributors often have no restrictions
on the prices they can charge for electrici-
ty, and regulators are not always able to
set minimum energy reserve requirements
to prevent power shortages. Power mar-
keters argue that prices and reserves
would be set at optimum levels by the mar-
ket itself, but in the search for higher prof-
its private generators can restrict supplies
by reducing the amount of electricity pro-
duced, creating shortages and price hikes.

In California, when deregulation was
implemented in 1996, the liberalisers
claimed that prices would fall at least 20
percent, but after the crisis of 2000, when
wholesale prices skyrocketed, the same
advocates argued that consumer rates
should increase even more to encourage
further competition. Meanwhile, an oppo-
site example was set by publicly owned
electric power companies. While private
corporations argued for higher prices, Cal-
ifornia’s 30 communities with municipally
owned and controlled power were able to
offer the same electricity at lower prices
(Hauter and Slocum, 2001).

Enron and other power traders drove up
prices during the California power crisis
through questionable techniques that

company lawyers said "may have con-
tributed” to severe power shortages,
according to company documents released
on May 2002 by US federal regulators.
"These documents prove that these com-
panies can manipulate the market,” said
the president of the California Public Utili-
ties Commission. In one strategy
described in the memos, Enron would buy
power from a state-run exchange for
US$250 a megawatt—hour - the maximum
under the price caps - and resell it outside
the state for almost five times as much
(Oppel and Gerth, 2002) .

In Europe, the liberalisation of the energy
market has certainly led to price reduc-
tions, but mainly for the business sector.
It has been argued that "the effect of lib-
eralisation has not been an overall lower-
ing of the price of electricity, but simply a
‘zero-sum’ game in which domestic con-
sumers have experienced a relative
increase in prices which has enabled busi-
ness consumers to enjoy reduced prices”
(Hall, 2001:8). In March 2002, at the
Barcelona summit, European leaders
agreed to change existing EU legislation in
order to liberalise around 60 percent of
the gas and power markets by 2004, with-
out any consultation with citizens in mem-
ber countries.

In the long run, liberalisation creates eco-
nomic incentives for power suppliers to
sell more electricity. The main concern of
private corporations is always to maximise
profit, without much thought given to
environmental or social impacts. Privatisa-
tion and deregulation provide incentives to
keep cheaper albeit polluting fossil fuel
power plants running longer. Under the
framework of free market rules, the new
owners will be disinclined to shut down old
plants and replace them with cleaner
ones. Instead, the old facilities will keep



running. New plants will be built too,
because liberalisation will encourage a
higher demand - especially from bulky
industrial consumers. The likely long-term
effects of liberalisation will be increasing
emissions and falling air pollution stan-
dards. Moreover, since a deregulated elec-
tricity market is inherently volatile and
uneven, with some power suppliers hold-
ing a larger capacity to control the mar-
ket, a larger reserve margin of power is
necessary. Producers will then push for
relaxing environmental regulations and
authorisation to build more power plants
and transmission lines.

Extensive international evidence has
shown that, without proper governmental
intervention, the liberalisation of the ener-
gy sector results in the degradation of
ecologically sensitive areas, falling health
standards (see box 7), and the global cli-
mate being further threatened by more
greenhouse gas emissions.

Privatisation and deregulation are imposed
on governments on the basis of ideology
and donor pressure, rather than on a
careful analysis of local situations and like-
ly benefits. The liberalisation of the power
sector is too often a condition set out in
the standard ‘letters of intent’ govern-
ments are obliged to write to the WB, the
IMF and regional development banks.

The *Washington Consensus’ has endorsed
the politics of liberalisation in a rather
simplistic manner. The 1997 World Devel-
opment Report, The State in a Changing
World, seemed to mark an abandonment
of the WB's support for privatisation in
favour of a strong and vigorous state. A
closer analysis of this and other official
documents suggests however that little
has really changed. In the above-men-

tioned report the Bank argued that privati-
sation and deregulation should not be
debated, and that people should be ‘per-
suaded’ of reforms’ benefits through ‘con-
sensus-building”. In September 1999 the
IMF and the WB introduced the so-called
Poverty Reduction and Growth Facility
(PRGF), which replaced the widely criti-
cised Enhanced Structural Adjustment
Facility (ESAF) as the ‘new’ framework for
loan concession. The die-hard ideological
bias against the public sector was con-
firmed by the events leading up to the
2001 power crisis in Brazil (see box 2),
when both the IMF and the WB imposed
severe limitations on public investments
that could have prevented the crisis.

The major new agent of global liberalisa-
tion is the WTO. When energy is no longer
a "service supplied in the exercise of gov-
ernmental authority” the sector becomes
subject to certain WTO rules that allow
foreign corporations to operate without
concern for national regulations (Vander
Stichele, 2002). A series of leaked confi-
dential documents drafted by the Euro-
pean Commission for the ongoing negotia-
tions on the liberalisation of trade in ser-
vices (GATS 2000) unveiled the EU
demands presented to WTO member
states - USA, Japan, Canada, Mexico,
Brazil, Colombia, Uruguay, South Korea
and India, among others. The leaked doc-
uments show mounting pressure to open
up the energy sector to international com-
petition, including the complete deregula-
tion of generation, transmission and distri-
bution of power
(http://www.gatswatch.org).

Privatisation is also a condition imposed
on the poorest countries of the South for
inclusion in the Heavily Indebted Poor
Countries (HIPC) Initiative. In order to
qualify for debt relief, recipient countries
have to demonstrate their acceptance of
structural reforms drafted by the WB and
the IMF and be able to write a so-called
‘Poverty Reduction Strategy Paper’, gener-
ally littered with commitments to privatise
(Bayliss, 2002).


http://www.gatswatch.org

Liberalisation facilitates greater corporate
control of national economies and politics.
Private corporations are able to recreate
previously public monopolies. In the long
term, multinational corporations become
increasingly powerful and energy supply
becomes vulnerable to the shifting inter-
ests of global corporations. As chart 1
shows, the international electricity market
is controlled by a small group of American
and European multinationals. The first two
on the list have engaged in a sort of divi-
sion of the world, with Endesa being the
main investor in Latin America (see box 4)
and AES taking over much of the liber-
alised markets of Eastern Europe, Africa
and Asia.

This is not a process limited to the poor
countries of the South. In Europe, the
ongoing concentration of corporate power
means that the EU will be dominated by
six or seven electricity companies by
2005. These corporations are already

exceptionally well placed to operate jointly
or to form a cartel to pressure govern-
ments, control prices and limit competi-
tion. In Belgium, for instance, the private
monopoly Electrabel has agreed with its
German competitor RWE to share, on a
50-50 basis, the operations of the Ger-
man-owned BASF (Hall, 1999 and 2001).
In their drive for profit, corporations
exclude no means to avoid competition.
One basic strategy has been to buy up
possible competitors, despite govern-
ments’ attempts to unbundle the electrici-
ty sector as a way to avoid monopolistic
control of the market. Companies have
shown their capacity to overcome regula-
tions through a broad range of acquisi-
tions, mergers, speculative trading and
other more dubious market strategies. Not
surprisingly, the Enron debacle exposed
the strong association between privatisa-
tion and deregulation, on one hand, and
corruption and cronyism on the other (see
box 5).

In 2000, what was supposed to be a mile-
stone in the history of privatisation in the
Philippines became a massive scandal.
Two left parliamentarians revealed that
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Box 4

Colombia: The second Spanish conquest *

Privatisation in Colombia has been littered by
serious claims of corruption and unjustifiable
benefits for multinational corporations. A great
share of public assets is being transferred into the
hands of Spanish companies, which already con-
trol much of the privatised financial and elec-
tricity sectors. The reach of such advances can
be defined as ‘the second Spanish colonisation’.

During the crisis of the 1970s and 1980s, Colom-
bia, a country with large oil reserves, had to
import oil at a cost of US$35 per barrel. This fac-
tor coincided with the policy of multilateral
development banks to provide easy loans for
hydroelectric megaprojects in the region,
favoured in this case by the country’s immense
hydro resources. Colombia increased its foreign
debt, therefore, to build huge dams and reservoirs
in the Andean region. In the mid—1980s — when
Colombia had become an oil exporting country
— the international price of oil fell and the ser-
vicing of the debt continued.

After the passing of the new political constitu-
tion in 1991, the process of privatisation of ener-
gy assets began. Legal restructuring was required
to prepare the ground for market competition,
supposedly aimed at greater efficiency. In prac-
tice, it meant the massive handover of an
extremely strategic sector. The so—called Elec-
tric Act (Ley Eléctrica) of 1994 facilitated the
process with new arguments for privatisation,
such as an allegedly clientelistic and corrupt
bureaucracy that, besides contributing to the
inefficiency and fragility of the national energy
infrastructure, increased operating costs to above
300 percent en certain cases. This was true, but
only for a limited number of the publicly—owned
power companies.

The privatisation process created some national
scandals, such as the El Guavio hydroelectrical
affair, which is known in Colombia as ‘the com-
mercial debacle of the century’. The construction
of El Guavio began in the 1980s with a US$359m
loan from the World Bank. After ten years, and
many stories of corruption, overcharging and
bad administration, the first stage of the project
was completed in 1993, at a cost of US$2.400m,
plus the US$140m required for the second stage.

Three months later, the state—owned company
Interconexion Electrica S.A. (ISA) was forced to
sell 40 percent of its shares in El Guavio to the
government of the Capital District (Bogota),
receiving only US$240m provided with an TADB
loan. In other words, after an accumulated invest-
ment of over US$2400m, ISA was left with only
30 percent of its original investment. In three
months the company was forced to give away
US$720m, without obtaining any benefit in
return.

During the inauguration of the first stage of El
Guavio, President César Gaviria had decreed
that, in order to avoid further mismanagement,
the energy sector should be transferred to the
private sector. That is how, in 1997, the Spanish
Endesa and the Chilean Enersis (itself associat-
ed with Endesa) bought a package that included
the hydroelectrical plants E1 Guavio (1.150
MW), Guaca (311 MW), Colegio (300 MW),
Paraiso (270 MW), Laguneta (72MW), Salto 11
(70 MW) and Canoas (45 MW), plus the ther-
moelectrical plants Zipa II (38 MW) and Zipa 111,
IV and V (66 MW each). In brief, Endesa and
Enersis paid only U$S951m for an installed
power capacity equivalent to 2.454 MW (more
than 60 percent of the total national capacity),
equivalent to less than half the costs of El Guavio
alone. This rampant privatisation meant giving
away expensive facilities paid for by all Colom-
bians to a foreign business group, without any
gain in terms of expansion of the power infra-
structure, improvements in quality of life or bet-
ter energy provision. On the contrary, blackouts
have become a daily story and tariffs have gone

up.

The story does not end here. The government is
now preparing the privatisation of 14 regional
utilities along with the national transmission and
distribution grid, currently managed by ISA,
which is by all accounts one of Colombia’s most
profitable companies.

* Prepared by TNI Energy Project partner CEN-
SAT-Agua Viva




after the passing of the Bill to privatise the
National Power Corporation, their offices
received an unsolicited contribution of
US$12.500 each. They had voted against
privatisation, leading to speculation that
those who had voted for it received much
more. The payoff scandal was not simply
another case of corrupt politics in the
South. It exemplifies the tremendous
pressure from external donors to privatise
state-owned enterprises. Allegations of
the Asian Development Bank’s direct com-
plicity in the bribery scandal is by no
means preposterous, since the ADB itself
had admitted to investigating 55 cases of
corruption involving its staff and executing
agencies in the Asia—Pacific region (Bello,
2000).

In terms of democratic decision-making,
governments do not always have the
proper information to assess the possible

impacts of liberalisation. A recent study on
the advances of Endesa in The Nether-
lands has found that the Eindhoven City
Council had just one week to decide
whether to contract with Endesa, while
they had hardly any information about the
company and the privatisation process.
There was no company profile available
and the local legislators responsible for
the deal had simply assumed that prices
would go down and no jobs would be cut.
Endesa, however, clearly had a strategy to
cut the total number of its employees by
13,6 percent between 2001 and 2003 and
had already diminished employment in its
operations in Latin America by 6.8 percent
between September 2000 and September
2001 (Vander Stichele, 2002).

Governments are often driven to offering
increased concessions to attract investors
or meet the requirements of donors. Such

According to a recent report published by the
Sustainable Energy and Economy Network
(SEEN),? the now—fallen giant “marched into
risky projects abroad backed by the deep pock-
ets of government financing and with the firm
and at times forceful assistance of U.S. officials
and their counterparts in international organi-
zations” (Vallette and Wysham, 2002: 3). Enron
Corporation was able to become a global giant
only because government agencies, both Amer-
ican and foreign, gave it more than US$7b in
public financing over the past decade.

The U.S. government and international agencies
like the World Bank forced Southern countries
to engage in privatisation and deregulation
processes aimed at benefiting Enron bids. They
even conditioned future development aid on
cooperation with the American company. At
home, crooked political relationships enabled
Enron to tighten its grip at forcing through dereg-
ulated energy policies. Overseas, Enron acquired
pipelines, transmission lines and power plants.

The strategy was simple: “the World Bank would
issue loans for privatization of the energy or the
power sector in a developing country or this as
a condition of further loans, and Enron would be
among the first, and often the most successful,
bidders to enter the country’s newly privatized
or deregulated energy markets” (:12).

American official agencies such as the Overseas
Private Investment Corp. and the Export—Import
Bank backed 25 Enron power projects with
US$3.7 billion in loans and guarantees. The
World Bank provided additional US$760m, the
Inter—American Development Bank US$751m,
and the Asian Development Bank US$26m.
Other international development banks and gov-
ernments granted $1.9b to Enron’s global expan-
sion. In total, Enron received $7.2b in public
money for 38 projects in 29 countries. The cor-
poration had no problem using public money,
despite being a leading advocate of privatisa-
tion and deregulation at home and abroad.




concessions include granting ‘special’ tax
benefits, such as the demand presented
by AES to the government of Honduras to
be granted full free trade zone exemptions
for the construction of a power plant.
Another example is AES's request to the
Ugandan authorities for the prompt reim-
bursement of value added tax paid during
the construction of an additional power
plant (Bayliss, 2002).

ative ruling by the Constitutional Tribunal
(Hedgecoe, 2002). Likewise, the Mexican
Supreme Court ruled in March 2002
against further deregulation of the nation-
al electricity market, stopping the expan-
sion plans of Electricité de France and the
Spanish firms Iberdrola and Union Fenosa
(Aznarez, 2002).

Despite their efforts, foreign corporations
do not always succeed in their attempts to
pressure Southern governments. In April
2002, Ecuador announced the cancellation
of the sale of seven electricity distribution
companies, following the withdrawal of the
corporations qualified to bid - Union
Fenosa of Spain, US-based AES, and
Pecom of Argentina - after strong resis-
tance from local municipalities and a neg-

During the third preparatory meeting for
the coming World Summit on Sustainable
Development (WSSD), a panel of interna-
tional specialists reported that two billion
people in the world lack access to modern
energy services, particularly in rural areas.

According to a recent study by the Canadian
Centre for Policy Alternatives, the privatisation
of Ontario’s power sector has already meant giv-
ing away billions of Canadian dollars in public
assets. There is every likelihood that this will be
followed by enormous increases in the price of
electricity and a decrease in the budget available
for social services.

Ontario’s electric power system, Hydro One,
generated a practically risk—free cash flow of
C$950m in 2000 and 2001, and the profits for
2002 are expected to be substantially larger.
Hydro One is worth at least C$10b under exist-
ing rates, and more as its profit margin grows.
A conservative figure for the power potential of
Niagara Falls and the other hydro assets of the
province (at current market prices) is C$16.7b.
Hydro One, yet, is to be privatised this year for
only C$5.5b.

The sale at a massive loss will not be the only
damage. The massive giveaway of the provincial
utility will boost the cost of electricity in Ontario

up to levels that prevail in the United States.
The North American Free Trade Agreement
(NAFTA) now permits American corporations
south of the border to compete for Canadian
power — and the only limit on that competition
will be the capacity of the transmission lines to
move electricity south. Following a market—dri-
ven strategy, Hydro One will increase that capac-
ity substantially, and the price Ontarians pay for
their electricity will rise correspondingly.

The profits that such hydro wealth could have
earned without any rise in electricity rates will
be lost. They could have been used to support
health care, education and other vital services —
as is being done with the profits of public power
utilities in the Canadian provinces of Quebec,
Manitoba and British Columbia. But instead
profits generated by electricity sales will flow out
to foreign investors. The privatisation of a prof-
itable public utility “shows ideological blind-
ness, incompetence or a complete disregard for
the interests of the people” (Gordon, 2002:1).




Box 7

India: The Controversy over Enron Dabhol Power Project *

The controversy over Enron’s Dabhol power project
in the Indian state of Maharashtra is now in its tenth
year. It has gone through a series of phases demon-
strating almost every conceivable twist. Apart from
Enron, two other American multinationals, Bechtel
and General Electric, have also been involved in the
project.

Dabhol was India’s first private and foreign energy
project, and the largest power project to be run on
liquefied natural gas. The state government and the
public utility entered into a power purchase agree-
ment (PPA) and other agreements with Enron that
were kept secret for a long time. When local organ-
isations came to know about the high cost of elec-
tricity and the government started to forcibly acquire
lands for the project, people started organising and
protesting at the site of the project and elsewhere in
the state. A wide cross—section of stake—holders
have been involved in diverse activities to oppose
the project.

In response, Enron effectively took over the state’s
machinery to crush all the protests. Openly using
Enron’s resources (including the company’s heli-
copter), the police applied brute force against the
demonstrators. As a report by Amnesty Interna-
tional described, the police stormed houses of local
fishermen and even beat up children, old people
and pregnant women.

When Phase I of the project started producing elec-
tricity, the fagade of the lies began to crack. In Octo-
ber 2000, the government had to acknowledge that
Dabhol was a white elephant. It was clear that the
total payments to Enron would go up to about
US$1.3b per year, whereas the total yearly revenue
of the utility was just 2.4b Rupees. It also became
clear that there was no demand for Enron’s power.
The state government had given a guarantee of pay-
ments to Enron, but it was impossible for the gov-
ernment to pay as its own fiscal situation was pre-
carious. In short, it became apparent to everybody
that a single project had pushed the utility and the
state to the verge of bankruptcy. When the govern-
ment tried to negotiate with Enron the corporation
initiated legal action. Finally, under internal pres-
sure from left parties and public protest, the state had
to take measures against the project and cancel the
PPA. Enron left no stone unturned to pressurise
Maharashtra into submission. It took legal action in

Bombay, Delhi, and London, and ran massive adver-
tising campaigns. It brought in pressure through
two US presidents and the British prime minister.

The high-level Committee appointed by the state
government produced a report scathingly critical of
Enron and the manner in which the project was
sanctioned. The Committee characterised the
process as a “broad and consistent governance fail-
ure.” It further added that such a governance fail-
ure at all levels, in political and administrative
spheres, and in the regimes of different parties, can-
not be explained as a coincidence and suggested that
concerted efforts must have been made to exercise
“undue influence”. Even Enron has admitted to this
change inadvertently, when its global vice—president
told the US congressional committee that Enron
spent US$60m to “educate” Indian officials.

With the fall of Enron Inc. in America, operations
in India became more nefarious. Though it was
announced that Enron would bring foreign capital,
the company had in fact borrowed mainly from pub-
licly-owned financial institutions in India. Enron
started double crossing with these lenders. It took
away the microprocessors operating the plant with-
out informing the lenders. It also came to light that
the naphtha storage tanks built by Bechtel were
leaking. After numerous local complaints, Enron
had to appoint its own consultants to investigate.
The pollutants had leaked into nearby wells, and the
consultants reported that 80 percent of the popula-
tion that consumed this water might fall prey to
cancer in the next decade. Enron’s management
suppressed the report and kept on lying to the courts,
government, and local communities.

The Enron saga is yet not over. The officially
appointed Enquiry Commission is still to start pro-
ceedings. Many skeletons lurk the cupboard. Maha-
rashtra has learned a grand lesson about what pri-
vatization really means. It is now clear that privati-
sation would not fulfil the promised manna of effi-
ciency and public benefits. Rather, the big corpo-
rations would enter into an unholy alliance with
corrupt politicians and officials and resort to all
manner of inhuman and predatory means to max-
imise their profits.

* Prepared by TNI Energy Project partner Prayas




The meeting concluded that this is "one of
the most pressing developmental issues
facing the world today”, and called for a
“confluence of policies at the local and
national level” (Gayatriiyer, 2002). Unfor-
tunately, from the perspective of the
mainstream development agencies repre-

Box 8

sented in this process, such confluence
relies heavily on the failed policies of liber-
alisation.

Maintaining and extending the supply of
power to unprofitable social groups is not
the mission of for-profit private compa-

South Africa: Power to the powerful - but the people also have power *

“It’s a criminal gang,” announced Jeff Radebe,

of Public Enterprises, at a December press con-
ference. He was blasting activists of the Sowe-

‘Operation Khanyisa!” — reconnect the power!
campaign. Over six months, more than 3,000
families had their electricity supplies illegally
switched back on, after being left in darkness
when they could not afford to pay their enormous
monthly bills. SECC volunteers risk electrifica-
tion to do the work, and charge their neighbours
nothing for the service.

The most important South African parastatal,

company in the world, is the Electricity Supply
Commission (Eskom). In the process of privati-
sation, it proudly claims to be one of New South
Africa’s success stories, having provided elec-
tricity to more than 300,000 households each
year. Yet, many tens of thousands cannot afford
the full-cost-recovery policy adopted in 1998.
The neoliberal policy of cutting those who can-
not afford their bills was especially unfortunate,
because virtually all black South Africans were
denied Eskom’s services until the early 1980s
due to apartheid. Even US$100m worth of World
Bank loans to South Africa for expanding
Eskom’s grid between 1951 and 1966 explicitly
left out all black neighbourhoods, and is one rea-
son that local activists demand reparations from
the Bank. The townships were, as a result, per-
petually filthy because of coal and wood soot.

Eskom has become a major target of dissent.
Having fired more than 40.000 of its 85.000
workers during the early 1990s, the utility tried
to outsource and corporatise several key opera-

the African National Congress (ANC) Minister

to Electricity Crisis Committee (SECC) for their

and the fourth largest non—petroleum power

tions in recent years, drawing the ire of workers.
Moreover, Eskom gets sustained heat from envi-
ronmentalists who complain that its massive
coal-burning plants still do not have enough sul-
phur—scrubbing equipment. Alternative renew-
able energy investments, especially given the
country’s abundant solar and wind power, have
been negligible, compared to the tens of mil-
lions of dollars Eskom is spending on develop-
ing a prototype pebble—bed nuclear reactor,
alongside a British partner which is teetering on
the edge of bankruptcy.

It is the residual aura of apartheid—era power,
however, that so many South African consumers
object to. The most prominent critic is Trevor
Ngwane, who was formerly an ANC councilor
for Soweto, until the ruling party expelled him
in 1999 for opposing Johannesburg’s privatisa-
tion strategy. Says Ngwane, “We believe that the
drive to privatise — by milking more from the
poor — seemed to instil in Eskom the most
anti—social, anti—environmental strategies. We
also believe that the tide has turned interna-
tionally against privatisation. ‘Renationalisa-
tion’ is now a popular sentiment.”

Ngwane says that Operation Khanyisa has
worked. In October 2001 Eskom was sufficient-
ly intimidated to announce it would no longer
disconnect those who could not pay: “People’s
Power was responsible for Eskom’s u—turn. We
mobilised tens of thousands of Sowetans in active
protests over the past year. We established pro-

fessional and intellectual credibility for our cri-

tique of Eskom, even collaborating on a major
Wits University study.”

* Adapted from Bond (2002).




nies looking for a secure and as large as
possible commercial return. Commercial
companies are unwilling to invest in rural
areas, and if tariffs are too low to make a
profit they will try to increase them, even
if that clashes with the social or economic
aims of governments. Even after privatisa-
tion and deregulation, therefore, govern-
ments are responsible for the provision of
affordable electricity to every social sector.
The options available are limited: govern-
ments can subsidise private electricity
companies or - less likely - they can
impose limits on what these companies
can charge. Price levels are, after all,
essentially a political issue. There is no
‘market price’ when the post-liberalisation
scenario usually implies operating without
competition (Bayliss, 2001).

The liberalisation of the power sector has
had particular effects in the so-called
‘transitional’ societies of Central and East-
ern Europe. On the one hand, the abrupt
removal of subsidies promoted the devel-
opment of energy-efficient technologies,
enabling some positive environmental
impacts. On the other hand, the elimina-
tion of subsidies caused serious social
repercussions. Higher electricity tariffs in a
context of growing poverty and falling
public revenues have hindered access to
the grid for large segments of society. The
ruthless commercial practices of the new
electricity providers have even been
praised by the World Bank. In a document
appraising AES operations in Georgia, WB
officials wrote that “the imaginative
method used by this company to collect
arrears from defaulting consumers is wor-
thy of note.” While it was not possible to
disconnect individual apartments for pay-
ment default, AES devised methods to dis-
connect supply to entire apartment blocks,
and according to the WB "by a strict
adherence to such a routine, the company
was able to discourage defaults and
improve collection performance.” In the
freezing Georgian winter that means forc-
ing the poor to allocate up to 40 percent
of their monthly family income to pay their
electricity bills (Kochladze, 2001).

Similarly unorthodox and ruthless meth-
ods have been applied in Moldova. Union
Fenosa, the Spanish company that bought
60% of the country’s electricity network,
in 2000 runs a compulsory inventory of
electrical appliances in people’s flats. The
more appliances owned, the higher the bill
is likely to be. From the labour move-
ment’s perspective, this is a violation of
human rights, but according to a Union
Fenosa spokesperson, “people have to
realise we are a commercial company, not
philanthropists.” As in Georgia, since the
collapse of the Soviet Union, prices have
soared beyond the means of broad seg-
ments of the population. Some cut back,
using electricity sparingly. Many others are
forced to trick the metre reader and
establish informal connections to the
power grid (Rainsford, 2001).

Rising and volatile prices pose a particular
burden for low-income consumers even in
the richer Northern countries. In the Unit-
ed States, the average low-income con-
sumer devotes 19 percent of household
income to energy. For the poorest of those
families, most of whom are elderly or sin-
gle-parent families, the burden is a quar-
ter of their income or more. An increase in
electricity bills “is simply not manageable
without cutting back on food expenditures,
falling into arrears on rent, or going with-
out needed medicines” (Oppenheim,
2001:13).

The privatisation of profitable utilities usu-
ally leads to a loss of public revenues that
could have been used to subsidise social
programmes run by the state. A 1998 WB
study on privatisation in Africa, which
reported nearly 2.700 transactions in
sub-Saharan Africa by the end of 1996,
found that many of the companies that
had been privatised had not been a finan-
cial drain on government resources
(Campbell-White and Bhatia, 1998). The
loss of important sources of state rev-
enues occurred in Canada and Colombia,
as well (see boxes 4 and 6). It has also
been a major reason behind the long and
largely successful struggle of the



Uruguayan trade unions in support of the
commercially viable publicly-owned power
company, which has included a series of
plebiscites and referendums against pri-
vatisation and deregulation (AUTE, 2001).

Regarding employment, the international
labour confederations ICEM (chemical,
mining and energy) and PSI (public ser-
vices) have presented extensive evidence
of the negative impacts on jobs of liberali-
sation in the power sector. These claims
are supported by a worldwide study pub-

Like in most countries of the Global South, the hydro-
electricity alternative has had significant social and envi-
ronmental impacts across Brazil. The construction of
dams has caused the displacement of around one million
people, without any kind of economic compensation. The
artificial reservoirs have worsened health conditions and
have altered the ecological balance of surrounding regions
(Honty, 2002).

lished by the International Labour Office
(ILO), which concluded that "employment
losses almost always accompany adjust-
ments in the public utilities, both under
privatization and under restructuring
schemes” (de Luca, 1998:xii). The same
report argued that job cuts may occur
before privatisation - as governments try
to render public utilities more attractive to
potential buyers — and highlighted the fact
that “it is not unusual to see the workforce
slashed by 30 to 50 percent” (:xii).

SEEN is a joint project of the Institute for Policy Stud-
ies (IPS, Washington) and the Transnational Institute
(TNI, Amsterdam).
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Liberalisation of the electricity sector is
on the increase on a global scale.
Corporate-driven reforms are portrayed
by international financial institutions and
multilateral development banks as
means of improving efficiency and
attracting foreign investment for national
economic growth. Most countries across
the world are taking steps towards
privatisation and deregulation of the
electricity sector, often to meet the
conditions imposed by international
donors or comply with regional or global
trade agreements.

If the aim is really to improve the living
conditions of ordinary people by lowering
the cost and increasing the quality of
power provision, privatisation and
deregulation have evidently failed.
During the past five years, from New
Zealand to California and from India to
Brazil, the world has witnessed a series
of catastrophic blackouts, skyrocketing
tariffs, growing corruption,
environmental disasters and the collapse
of Enron Corporation, a veritable icon of
liberalisation.

This first issue of Power & Society
attempts to look beyond the promised
benefits of liberalisation and debunk
some myths about power deregulation
and privatisation worldwide.



