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Worldwide Trends 

--

Overview

•

Vertically integrated state owned utilities are 

being broken up and privatized (North America, 

Latin America, Asia, Western Europe)

–

The old rule:

introduce private ownership into 

generation/production first, preferably through 

new capacity

–

The new rule:

start privatization at the 

distribution level and then move to 

generation/production

•

More and more consumers can choose their 

electricity and gas suppliers (North America, 

Latin America, Australia/New Zealand and 

Western Europe)
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ê

Gas and electricity markets converge towards a 

common model

Worldwide Trends 

--

Overview (cont.)

•

Long

-

term contracts for producers with volume 

and price guaranteed by the government or the 

national utility are being re

-

negotiated/ abandoned 

(Asia)

•

Power pools and gas flexibility mechanisms are 

transformed into spot/balancing markets with 

parallel bilateral contracts for physical delivery 

(North America and Western Europe)

•

Forward electricity and gas markets are operated 

by standardized commodity exchanges (North 

America and Western Europe)
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Recent Developments in CEE/FSU

A.  In Central and Eastern Europe, requirements 

associated with EU Accession are pushing 

countries:

–

To speed up the process of unbundling generation, 

transmission, dispatch, distribution, and supply

–

To sell majority stakes to strong private investors in 

order to make electricity and gas companies ready 

for cross

-

border competition

–

To allow large consumers to choose their own 

suppliers/producers

–

To establish electricity exchanges

–

To create small regional electricity markets to gain 

experience before the “big bang” (e.g., Baltic states)
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Recent Developments in CEE/FSU (cont.)

B.  In the FSU, the picture is mixed:

–

Georgia, Moldova, Armenia have made good 

progress towards full electricity privatization

–

Privatization has slowed down in Kazakhstan and 

Ukraine

–

Russia, Kyrgyz Rep., Azerbaijan are considering 

privatization of electricity distribution in order to 

improve collection performance

–

Overall, payment collections and prices have 

remained inadequate to ensure cost recovery
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Benefits of Competition and Privatization

•

Efficient use of resources

•

Pressure to innovate/modernize

•

Availability of capital and know

-

how

•

Good customer service

•

Strong payment discipline

•

Revenues for budget
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Competition and Ownership

•

Competition among entities with different 

owners results in improved utilization of 

equipment, materials, fuels and labor, leading to 

lower prices and/or better service for 

consumers

•

Competition among state owned entities results 

in half

-

hearted efforts since potential winners 

know  that they will be asked to bail out the 

losers in the end

ê

Competition without private ownership 

produces little efficiency gains
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Private Ownership without Competition

•

Privately owned monopolies typically operate 

with higher efficiency than state owned ones

•

Award of non

-

natural monopolies leads to rent

-

seeking (costly lobbying efforts and corruption)

•

Markets and prices guaranteed by the 

government lead to a false sense of security, 

sub

-

optimal investment decisions, and costly 

bail

-

outs by the budget and/or consumers

ê

Full benefits of private ownership will not 

materialize without competition
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8.

Staffing and Budget

Research assistants (Sinha and …)

8 sw

Energy specialists (Clottes and Hoskote)

6 sw

Team leader (Lovei)

6 sw

Advisers (Albouy, Siraj)

2 sw

Total 22 sw, or about $80,000 

Regulation and Ownership

•

Depoliticizing the regulation of electricity and 

gas prices is a long and difficult process

•

Initially the regulators are junior partners to the 

sector ministries who represent both the owner 

and the policy maker

•

The role, professionalism and autonomy of 

regulators grows as privatization moves ahead

ê

The integrity of the regulatory process is 

difficult to preserve without private ownership
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ê

Partial retail competition is the best choice at 

this stage in CEE/FSU

What Kind of Competition?

•

Levels of competition:

–

competition only for the market (not in the 

market)

–

competition among producers who are obliged to 

sell to a single buyer (no retail competition)

–

partial retail competition (for sale to large 

consumers and distribution companies)

–

full retail competition (all consumers can choose 

their suppliers)

•

Moving to a higher level produces efficiency 

gains but requires more and more sophisticated 

technical and institutional mechanisms
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What Kind of Private Ownership?

•

Privatization can help to ensure that the energy 

sector is

–

not used as a substitute for a missing social 

safety net

–

not used as a tool to support loss making 

industrial and agricultural activities

–

not used as a funding source for the ruling 

political party

–

operated subject to strict financial discipline (no 

subsidies to energy companies, no directed 

credit, no tax forgiveness)

•

But not all ownership structures produce 

positive results
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What Kind of Private Ownership? (cont.)

•

When corruption among government officials is 

widespread, ownership by managers/workers/ 

domestic investors maintains informal ties to 

government that are likely to be abused

•

When legal protection of minority shareholders 

and input suppliers is weak, disperse ownership 

structures encourage wasteful activities and 

result in poor performance

ê

Ownership should be concentrated in the hands 

of foreign investors whose identities facilitate 

promise fulfillment (i.e., who have a reputation to 

protect)
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What Method of Privatization?

•

Sale to investors selected by management or 

government officials in a non

-

transparent 

manner leads to reduced legitimacy of 

ownership

•

Sale through public offerings of shares leads to 

dispersed ownership structure

•

Sale of large blocks of shares to investment 

funds fails to create the long term commitment 

and identity needed to improve corporate 

governance

ê

Competitive sale of majority stakes to well

-

known, experienced foreign investors is the best 

method of privatization
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Institutional Responsibilities

•

Parliament to approve general privatization 

framework (objectives, methods, constraints, 

responsibilities)

•

Cabinet to set firm deadlines and hold 

government officials accountable to meet these 

deadlines

•

Privatization Agency to hire experienced 

adviser, develop detailed schedule, and manage 

process

•

Inter

-

ministerial committee to ensure 

coordination with Sector Ministry, Ministry of 

Finance, Regulator, etc.
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Role of the Regulator 

-

Pre

-

privatization

•

Advise the government on industrial structure 

and market model

•

Assist with preparation of tender documents:

–

Set constraints on horizontal cross

-

ownership 

(issue of market domination)

–

Set constraints on vertical cross

-

ownership 

(issue of equal network access)

–

Describe market/network access rules

–

Set minimum service quality requirements

–

Stipulate stable, predictable methodology of 

price regulation that will attract private investors
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Role of the Regulator 

-

During Privatization

•

Be available for consultation on market rules, 

pricing methodology and service quality 

requirements with potential bidders

•

Do NOT take key role in selecting the winner

•

Provide advice to the government negotiations 

team when establishing key parameters in the 

contract:

–

electricity pricing methodology

–

service/supply quality requirements

–

disconnection procedures

–

temporary exclusivity provisions

–

arbitration rules 
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Lessons Learned

•

Regulatory autonomy, basic market model, and right 

to disconnect non

-

payers should be established in 

the law

•

Assets and liabilities should be allocated very 

clearly during unbundling to prevent disputes later

•

Service/supply standards are more important than 

investment requirements

•

High minimum asset prices and investment 

requirements will result in high electricity prices

•

Gas and district heat market model and regulation 

matters for private investors in electricity

•

Factors subject to regulation should NOT be used to 

rank bids (but can be used to disqualify bids)
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Lessons Learned (cont.)

•

Pricing methodology may need to be changed 

during negotiations with the winning bidder 

-

be 

flexible 

•

Investors need time to improve service 

standards/collections 

-

be realistic

•

Privatization agencies need education in the 

regulation of natural monopolies and the 

importance of competition

•

Privatization in the FSU may fail unless 

governments start taking their social protection 

responsibilities seriously

ê

If you don’t succeed the first time, draw lessons, 

make adjustments, and try again
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 Competition and Ownership

		Competition among entities with different owners results in improved utilization of equipment, materials, fuels and labor, leading to lower prices and/or better service for consumers

		Competition among state owned entities results in half-hearted efforts since potential winners know  that they will be asked to bail out the losers in the end



 Competition without private ownership produces little efficiency gains
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What Kind of Private Ownership?

		Privatization can help to ensure that the energy sector is

		not used as a substitute for a missing social safety net

		not used as a tool to support loss making industrial and agricultural activities

		not used as a funding source for the ruling political party

		operated subject to strict financial discipline (no subsidies to energy companies, no directed credit, no tax forgiveness)

		But not all ownership structures produce positive results
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What Method of Privatization?

		Sale to investors selected by management or government officials in a non-transparent manner leads to reduced legitimacy of ownership

		Sale through public offerings of shares leads to dispersed ownership structure

		Sale of large blocks of shares to investment funds fails to create the long term commitment and identity needed to improve corporate governance





 Competitive sale of majority stakes to well-known, experienced foreign investors is the best method of privatization
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Role of the Regulator - Pre-privatization

		Advise the government on industrial structure and market model

		Assist with preparation of tender documents:

		Set constraints on horizontal cross-ownership (issue of market domination)

		Set constraints on vertical cross-ownership (issue of equal network access)

		Describe market/network access rules

		Set minimum service quality requirements

		Stipulate stable, predictable methodology of price regulation that will attract private investors
















_1029658144.ppt
*



Lessons Learned

		Regulatory autonomy, basic market model, and right to disconnect non-payers should be established in the law

		Assets and liabilities should be allocated very clearly during unbundling to prevent disputes later

		Service/supply standards are more important than investment requirements

		High minimum asset prices and investment requirements will result in high electricity prices

		Gas and district heat market model and regulation matters for private investors in electricity

		Factors subject to regulation should NOT be used to rank bids (but can be used to disqualify bids)
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Lessons Learned (cont.)

		Pricing methodology may need to be changed during negotiations with the winning bidder - be flexible 

		Investors need time to improve service standards/collections - be realistic

		Privatization agencies need education in the regulation of natural monopolies and the importance of competition

		Privatization in the FSU may fail unless governments start taking their social protection responsibilities seriously



  If you don’t succeed the first time, draw lessons, make adjustments, and try again
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Role of the Regulator - During Privatization

		Be available for consultation on market rules, pricing methodology and service quality requirements with potential bidders

		Do NOT take key role in selecting the winner

		Provide advice to the government negotiations team when establishing key parameters in the contract:

		electricity pricing methodology

		service/supply quality requirements

		disconnection procedures

		temporary exclusivity provisions

		arbitration rules 
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Institutional Responsibilities

		Parliament to approve general privatization framework (objectives, methods, constraints, responsibilities)

		Cabinet to set firm deadlines and hold government officials accountable to meet these deadlines

		Privatization Agency to hire experienced adviser, develop detailed schedule, and manage process

		Inter-ministerial committee to ensure coordination with Sector Ministry, Ministry of Finance, Regulator, etc.
















_1029658130.ppt
*



What Kind of Private Ownership? (cont.)

		When corruption among government officials is widespread, ownership by managers/workers/ domestic investors maintains informal ties to government that are likely to be abused

		When legal protection of minority shareholders and input suppliers is weak, disperse ownership structures encourage wasteful activities and result in poor performance



 Ownership should be concentrated in the hands of foreign investors whose identities facilitate promise fulfillment (i.e., who have a reputation to protect)
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8.	Staffing and Budget



Research assistants (Sinha and …)		8 sw

Energy specialists (Clottes and Hoskote)	6 sw

Team leader (Lovei)				6 sw

	Advisers (Albouy, Siraj)			2 sw



Total 22 sw, or about $80,000 



















 Regulation and Ownership

		Depoliticizing the regulation of electricity and gas prices is a long and difficult process

		Initially the regulators are junior partners to the sector ministries who represent both the owner and the policy maker

		The role, professionalism and autonomy of regulators grows as privatization moves ahead



 The integrity of the regulatory process is difficult to preserve without private ownership
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What Kind of Competition?

		Levels of competition:

		competition only for the market (not in the market)

		competition among producers who are obliged to sell to a single buyer (no retail competition)

		partial retail competition (for sale to large consumers and distribution companies)

		full retail competition (all consumers can choose their suppliers)

		Moving to a higher level produces efficiency gains but requires more and more sophisticated technical and institutional mechanisms



 Partial retail competition is the best choice at this stage in CEE/FSU
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 Private Ownership without Competition

		Privately owned monopolies typically operate with higher efficiency than state owned ones

		Award of non-natural monopolies leads to rent-seeking (costly lobbying efforts and corruption)

		Markets and prices guaranteed by the government lead to a false sense of security, sub-optimal investment decisions, and costly bail-outs by the budget and/or consumers		





 Full benefits of private ownership will not materialize without competition
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 Worldwide Trends -- Overview (cont.)

		Long-term contracts for producers with volume and price guaranteed by the government or the national utility are being re-negotiated/ abandoned (Asia)

		Power pools and gas flexibility mechanisms are transformed into spot/balancing markets with parallel bilateral contracts for physical delivery (North America and Western Europe)

		Forward electricity and gas markets are operated by standardized commodity exchanges (North America and Western Europe)



 Gas and electricity markets converge towards a 

common model
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 Recent Developments in CEE/FSU (cont.)

B.  In the FSU, the picture is mixed:

		Georgia, Moldova, Armenia have made good progress towards full electricity privatization

		Privatization has slowed down in Kazakhstan and Ukraine

		Russia, Kyrgyz Rep., Azerbaijan are considering privatization of electricity distribution in order to improve collection performance

		Overall, payment collections and prices have remained inadequate to ensure cost recovery
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 Benefits of Competition and Privatization

		Efficient use of resources

		Pressure to innovate/modernize

		Availability of capital and know-how

		Good customer service

		Strong payment discipline

		Revenues for budget
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Recent Developments in CEE/FSU

A.  In Central and Eastern Europe, requirements 

associated with EU Accession are pushing countries:

		To speed up the process of unbundling generation, transmission, dispatch, distribution, and supply

		To sell majority stakes to strong private investors in order to make electricity and gas companies ready for cross-border competition

		To allow large consumers to choose their own suppliers/producers

		To establish electricity exchanges

		To create small regional electricity markets to gain experience before the “big bang” (e.g., Baltic states)
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 Worldwide Trends -- Overview

		Vertically integrated state owned utilities are being broken up and privatized (North America, Latin America, Asia, Western Europe)

		 The old rule:  introduce private ownership into generation/production first, preferably through new capacity

		 The new rule:  start privatization at the distribution level and then move to generation/production	

		More and more consumers can choose their electricity and gas suppliers (North America, Latin America, Australia/New Zealand and Western Europe)		
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Good morning,



Today I intend to provide you with a brief explanation of the structure of the World Bank group and of the way we operate; a description of the Bank’s objectives in the Europe Central Asia region and in the energy sector; a summary of the role that the Bank has taken to date and could take in the future to support the development of oil and gas resources in the Caspian region; and an explanation of the financial instruments that would most likely be used to support the Bank’s future involvement.










