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Preface

PREFACE

Successve governments in Pakistan since late 1970 have been
committed, although differing in their approach and on the
qguestion of extent, to the privatisation of public sector with the
professed aim of attracting foreign investment, bringing in
efficiency and strengthening private sector in service provision.
Emphasis on privatisation increased manifold in early 199G
under economic presaures to generate and mobili se resources
by disposing of public sector enterprises. For multiple reasons,
only a few modest achievements could be made. Most of the
public sector organisations were not viable from business
perspective in view of problems such as over-staffing, huge
financial liabilities and trade unions. Very few investors
showed interest and made offers, which the government found
unacceptable. In such a situation, government initiated
corporatisation programmes to restructure public sector on
businesslines before proceeding forward with the privatisation
of the identified organisations. Thiswas bound to be aslow and
painful process as it involved rise in the prices of services,
reduction in staff and heavy investment. Result is that, despite
tall claims, privatisation process until nhow has not taken a full
swing and, in fact, has been a great disappointment.

From consumer perspective, the problem with the ongoing
privatisation processis that it is propelled by ‘macro-economic
management considerations’ and is not being pursued as a
reform strategy with emphasis on ensuring greater access to,
and improving the quality of services. The whole process
remains unexamined, particularly from the citizen and
consumer perspective, asthe government presumes that market
would function without distortions and that the consumers’
welfare would automatically be guaranteed. Even at the first
glance, this appears to be a flawed presumption as it
conveniently overlooks the bitter experiences which the
consumers have had in recent years at the hand of privatised
enterprises auch as the cement industry. There exist concerns
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that public monopolies are being transformed into private
monopolies without putting in place credible regulatory
mechanisms. The whole processis particularly insensitive to the
considerations of equity and access and hence runs contrary to
the interests of disadvantaged and those residing in distant
places.

Corporatisation and privatisation is perhaps important in
certain sectorsto bring in efficiency and improve the quality of
service but the benefits of privatisation are yet to be passed on
to the consumers. One reason for this is that consumers have
not been allowed to actively participatein therelated processes.
Result is that not only the whole phenomenon of privatisation
has remained insensitive to consumer concerns but also fraught
with  corruption, irregularities, policy blunders and
implementation failures. It is extremely important that
maximum transparency and public participation is ensured at
all stages =0 that adequate safeguards for genuine concerns
could be guaranteed right from the beginning. Recently, some
progressin terms of introducing transparency has been made
under the Privatisation Act but more needs to be done in this
regard to make the process participatory in a meaningful
manner.

In view of the above, publication of this book is very timely,
and a commendable dfort on the part of Consumer Rights
Commisson of Pakistan (CRCP). The book examines the state
of public utilities in general and particularly focuses on the
telecommunications and power sectors. It also highlights the
concerns related to privatisation. It is of great practical value
both for active citizens and policy makers.

Dr S H. Ansari

Trustee

Consumer Rights Commission of Pakistan
Islamabad
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Introduction

Introduction

The decades of 198G and 90s have witnessed a sweeping
shift in state controlled politico-economic management
paradigm, giving way to a progressvely liberalist and free
market reform creed. Consequently, more and more
countries of the world are now inclined towards a re-
institutionalisation of their economic orientations along the
notions of privatisation and deregulation. The process
involving a variety of measures being undertaken to
refashion the operations of government along market lines,
is perceived to bring about more growth & development.
The measures range from restructuring the state institutions
for good governance and privatisation of state-owned
enterprises to opening up the markets to international
investors.

This notion of ‘government by the market' or ‘market
ideology' is based on the assumption that the market system
is inherently a better arrangement for satisfying human
wants and aspirations in contrast to the state or government,
which owing to certain institutional lacunae is incapable of
satisfying human needs. The core idea of liberalism is the
accent on the individual having some inalienable rights and
responsibilities. For this reason, the role of consumers of
various goods and services is redefined and stressed in a
freeemarket and liberal economy.

The market ideology stresses the need that the consumers
should be empowered vis-a-vis the state, since the
production of goods and provision of services have
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traditionally been under state control. Therefore, it is argued
that the public sectors must be privatised in order to give the
consumers more choices, create corporate and economic
opportunities for them and give them power in the decision-
making processes having direct bearing on them.

As far as the provision of public services or utilities like
electricity, gas, water, telephone, etc. is concerned, it acquires
greater significance for consumers and citizens in the context
of privatisation since these sectors have traditionally been
owned and managed by the state. Their privatisation,
deregulation and de-monopolisation means breaking the
government monopolies over them by involving the private
sector in their delivery. In this way, not only the new
business opportunities are created for the citizens, the
efficiency, quality and performance of these services is
substantially enhanced and improved.

However, immense criticism to privatisation drive has also
come from a variety of issues related to these public utilities
in the last two decades. The critics of the privatisation of
these sectors maintain that where liberalisation and
privatisation has created new opportunities, it hasinevitably
resulted in some constraints as well. These constraints are
centered around the concerns of the consumers, which
include, inter dia, issues regarding their regulation,
particularly in case of private monopolies, pricing, tariff,
shedding of workforce, equity and accessbility. Most
important issue among them is perhaps the problemsrelated
to equity and accessto basic, universal and essential goods
and services for the poor, disadvantaged and marginalised
consumers. Evidence suggests that in certain areas where the
delivery of public services or developmental projects do not
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appear feasible to the corporate concerns, some of the
services have been cut back and developmental projects have
been stopped or not initiated at all. Here comes the question
of the right of the consumers, who are entitled to universal
and essential services. People who are unable to stand in the
market as customers, the market do not tend to provide for
their basic needs. Once again the role of the state, which has
generally been perceived by the people as deliverer of public
goods, becomes dgnificant, since it is the responsibility of
the state to take care of these marginalised, poor and
disadvantaged citizens.

It is in this context that the present work studies the
changing nature of these public utilities in Pakistan,
particularly in the wake of rapid privatisation of these
sectors, and specifically highlights the concerns of the
consumers of these services. The treatment of the issues is
not exhaustive, rather it attempts to map the privatisation
from consumers' perspective and bring in the missng
dimension in the existing interface between state and the
market. The study consists of four chapters. The first chapter
deals with the major issues and conceptual debate on
privatisation from consumer perspective. The second chapter
focuses on privatisation in Pakistan and its possble
implications for the consumers. The third and fourth
chapters cover two sectors, namely, telecommunications and
electricity respectively, and highlight the developments in
these sectors as well as the consumer concerns. This is
followed by conclusions and recommendations.
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Some Conceptual Issues

Chapter 1

Privatisation and Consumer Perspective:
Some Conceptual Issues

Privatisation is an essntial component of broader
liberalisation policies which are pursued to restructure
economies which become inefficient and corruption-ridden
as a result of heavy public sector involvements. It has been
referred to as “one of the most revolutionary innovationsin
the recent history of economic policy”! and the phenomenon
is not only confined to the developed states, but has also
embraced the developing or less developed countries all
over the world. It has been regarded as a “fiscal boon', and a
‘growth area’, but whereas it has been praised and acdaimed
by policy-makers and economists, it has invoked
considerable criticism aswell.

Privatisation involves partial or complete disposal of
nationalised industries, public utilities, state-owned
companies, land and other assets, which have traditionally
been owned, controlled and managed by the state. Economic
theorists have given a variety of definitions of privatisation.
According to E. S. Savas, privatisation is the “act of reducing
the role of government, or increasing the role of the private
sector, in an activity or in the ownership of assets.”2 To Peter

1 Seve H. Hanke, (ed.) Privatisation and Development, International Centre
for Economic Growth: California, 1986 p. 3.

2 E. S Savas, Privatisation: The Key to Better Government, Chatham House
Publishers: Chatham, 1987, p. 3.
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Self, “privatisation is a basic means both of slimming the
state and of increasing the competitive influence of market
forces within government. The former policy requires the
wholesale transfer of functions and assets to the private
sector, the latter involves contracting out the provision of
public services.”® In the words of Berg, privatisation is
generally equated with the “selling of state-owned
companies to private buyers, whether by sales of shares or
by disposal of whole enterprises”.* On the other hand, Steve
H. Hanke defines privatisation as the “transfer of assets and
service functions from public to private hands”.> In short, the
very essence of privatisation is greater citizen control over
the level and range of service delivery, business and
production of goods.

In Megginson’s view, privatisation ‘represents an
ideological and symbolic break with a history of state control
over a country’s productive assets.”® Primarily, privatisation
is an economic policy, but it has significant political and
ideological underpinnings. In the last two decades, not only
the democratic capitalist countries have undergone
privatisation, but also socialist economies. Countries of
Eastern Europe as well as Russia have rigorously pursued

3 Peter Self, Government by the Market? The Politics of Public Choice,
Westview Press: Boulder, 1993, p. 60.

4 Elliot Berg, (ed.) Policy Reform & Equity: Extending the Benefits of
Development, International Centre for Economic Growth: California, 1988,
p. 185.

5 Hanke, Privatisation and Development, op. cit., p. 4.

6 William Megginson, “Privatisation: Think Again”, Foreign Policy, No.
118, Spring 2000, p. 14.

6 CRCP Publication



Some Conceptual Issues

privatisation programs, which, according to many, represent
the triumph of democratic-capitalism over socialism and
communism as an economic and political ideology.

Privatisation has a number of forms like divestiture, de-
nationalisation, and deregulation, etc. Divestiture means
privatisation of ownership and sale of equity. There are a
number of forms of divestiture or sale of State-Owned
Enterprises (SOEs), depending on the nature of the sale of
state assets. The state may own all the assets or the lion's
share of the SOEs like PTCL in Pakistan, whose 80% shares
are still owned by the Government of Pakistan. Moreover,
the state may own assets jointly with the private firms or
companies. Privatisation, therefore, may be complete or
partial.

Rationale for Privatisation

Theorists have identified a number of pressures behind
privatisation initiatives. According to Savas, these pressures
can be grouped in four broad -categories: pragmatic,
ideological, commercial and populist. These pressures have
been summarized as below:”

According to the pragmatists, the goal of
privatisation is better government, since they
believe that privatisation policies can lead to
cost-eff ective public services.

Those who view privatisation ideologically
assert that the goal of privatisation isto slim the

7 Savas, Privatisation, op. cit., p. 5, for details ssepp. 4 -10.

CRCP Publication 7



Some Conceptual Issues

state or to introduce less government. They
maintain that government has grown too big,
too powerful and too intrusivein people'slives,
and that is why it is posing a threat to
democracy. Snce government decisions are
largely political in nature, therefore they are
less trust-worthy as compared to freemarket
decisions.

The commercial pressures behind privatisation
policies aim at having more business and its
proponents argue that more government
spending, which is alarge part of the economy,
should be directed towards private firms. The
private sector can better utili se the state-owned
enterprises and assets.

The populist forces argue for a better society by
giving people more choices in public services.
They contend that people should be
empowered in order to address their common
needs without relying on state's bureaucratic
structures.

The intended objectives of pursuing privatisation from the
perspective of a government include; ensuring more growth
for the economy, raising revenue for the state, reducing
government debt, exposing state-owned enterprises to
market discipline, encouraging international and national
investments, and promoting wider share ownership, etc.
Hitherto, the state-owned enterprises (SOEs) were being
regarded as a drain on national exchequers, and not
generators of new resources, but now privatisation has
altogether changed this proposition. Through privatising the
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public assets, the governments are now trying to save and
raise resources, which are in turn used for debt reduction or
other projectsin the public sector.

However, from consumer perspective, the rationale for
liberalisation and privatisation lies in increasing efficiency,
ensuring quality of service, bringing down prices of relevant
services through competition, creating new opportunities for
the people, and encouraging individual initiative.

The central argument for privatisation revolves around
efficiency. It is argued that governments have grown too fat
to effectively handle the delivery and provision of public
services. In thisregard, three problems mar the performance
of most governmental departments. over-staffing, over-
paying and over-buildings. It is also asserted that the decline
in the quality and performance of public sector services is
largely due to “politicisation'. These departments also suffer
from bureaucratic irregularities, official arrogance, and
corrupt and socially irresponsible practices which cause
major obstacles to efficient provision of services. All this can
be put to end by de-bureaucratisation, deregulation, and
involving the private sector in the provision of public
services. Liberalisation, and more precisely privatisation, is
seen as a panacea for these ill's, since private concerns are
more dficient in production of goods and in service delivery.
Moreover, liberalisation and privatisation also result in
policies and practices which are sensitive to consumer
concerns. It has been asserted that in the privatised economy,
not only the quality of goods and services improves, but the

8lbid., pp. 28-9.
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market also becomes responsive to consumer needs and
demands.® In addition, liberal policies encourage individual
initiative. For this reason perhaps, privatisation has been
termed as a genuine @people's capitalism® 10, Furthermore, it
has been asserted by the proponents of privatisation that
poverty can effectively be all eviated in this manner.11

In view of the arguments in favour of privatisation, it is
generally maintained that there is an urgent need for the
government to rely more on the private sector, particularly
in the provision of public utilities, and in this regard, the
government may opt for both global and national market,
and on private enterprise, both multi-national and national.
Moreover, in private management, the jobs carry high
rewards for the individuals, though there islessjob security,
but in fact, it encourages individuals to perform better in
private firmsthan in government jobs, where thereisenough
job security but no incentives for improved performance and
increased efficiency.

Privatisation: Market-State Nexus

By definition, liberalisation means reducing the role of state-
owned enterprises in the national economy. However, the
concept of limited or lean government does not mean
weakening of a government nor does it mean that the state
involvement in economy should end or that the necessary
role of the state should be abolished. Rather it means a

9 Hanke, Privatisation and Devd opment, op. cit., p. 18.
101hid ., p. 220.

11 Manuel Tanoira, @Privatisation as Politics,® in Ibid., p. 53.
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drastic transformation in the nature of involvement or role of
the state in economic affairs.

In the context of liberalisation of economy, the responsibili ty
of government does not necessarily reduce in all sectors. In
fact, in certain sectors, it may be expected to play a more
crucial role. These sectors include the maintenance of peace
and order and enforcement of law. Secondly, there are
certain sectors where the role of government is altogether
changed after privatisation. The government assumes the
responsibility of regulating the privatised sector, since it is
one of the major concerns of the consumers that they must
not be left at the mercy of the private sector, and that a
strong and credible regulatory mechanism is put in place.

This need for regulation has given birth to a variety of
institutional arrangements including regulatory bodies and
frameworks. The task of regulation becomes rather
challenging in case of natural monopolies, when a single
company controls and manages the whole sector. The
government hasto establish an effective system of regulation
in order to prevent the private abuse of monopoly powers.
The questions relating to price regulation are more
important in case of private monopolies; and not so much in
the case of multiple suppliers.

In a nut shell, in a private economy, the state regulatory
bodies or institutional frameworks act as watch-dogs,
whereby the private sector is monitored against social
irresponsibility, monopolistic practices, inefficiency and
malpractices, and any infringement on legitimate consumer
interest.

CRCP Publication 11
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Privatisation of Public Utilities in Global Context

In Megginson's view, privatisation has almost become a
global orthodoxy from a mere act of novelty.l2 Now it is
being pursued in a blind manner, especially in the Third
World countries. How it has proliferated in the last two
decades in the developed and developing countries alike is
interesting to study. Given below is a brief account asto how
democratic-capitalist countries as well as socialist nations
have been engulfed in itsfold.

Although Germany had implemented a @enationali sation®
program as far back as early 196G, it was the Thatcher
Administration in Great Britain which was credited for
carrying out systematic deregulation and privatisation of
public assetsin the early 198Gs. Despite vehement opposition
from Labour Party and other strong groups working in the
public sector, particularly the public service providers,
privatisation was pursued. The public services privatised in
the decade of 80s included telecommunications, gas,
airways, and electricity, etc. Consequently, by the end of the
decade, al major public utilities, except for a few sectors,
were sold off. By this successul implementation of
privatisation  program, particularly that of the
telecommunication sector, the government earned huge
revenue, thus making privatisation a viable economic policy.
Both the government and the private investors all over the
world were convinced of its viability, which made
privatisation a global phenomenon in mid-198Gs in a true
sense.

12 Megginson, @Privatisation: Think Again®, op. cit., p. 14.
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The British experience set the precedent for large scale
privatisation, which was followed by divestiture and
privatisation programs in Western Europe, North America,
Latin America, South and East Asia, Far East, and sub-
Saharan Africa. In Europe, Sweden, Germany, Italy, Spain,
France and Turkey were among those countries which
undertook rapid privatisation programsin mid-80s. In North
America, USA and Canada pursued privatisation rigorously,
whereas in Latin America, Chile, Mexico, Argentina, Brazil
Panama, Honduras, Belize and Jamaica, etc. were the
countries, which pursued privatisation programs. In South
East Asia, Malaysia, Singapore, Hong Kong, Thailand and
Phili ppines, etc. launched their privatisation programs, and
in South Asia, Bangladesh, Pakistan and India aso began
pursuing the course of privatisation. In Far East, Japan too
opted for it. In Africa, privatisation policieswere pursued by
countries auch as Angola, Benin, the Congo, Tanzania,
Kenya, lIvory Coast, Niger, Madagascar, Togo (West
Africa)ls. Later, after the disintegration of USSR, Central and
East European socialist economies like Hungary also began
privatising their public assets.

The American experience of privatisation is different from
that of Britain or any other country. In the USA, privatisation
was more focused on contracting out public services. Not
only this, in the USA, public welfare services were also
rapidly privatised. These privatisation and de-centralisation
programmes were vigorously pursued by the Reagan
administration, which did not face a direct confrontation and

13 For details of the privatisation experiences in these regions and
countries, see L Gray Cowan, A Global Overview of Privatisation®, in
Hanke, Privatisation and Development, op. cit., pp. 7-15.
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opposition, asdid the Thatcher government in the Britain.

Privatisation of Public Utilities: Consumer
Concerns

Public services or utilitiesis a vague phrase, but generally it
is understood to include dectricity, telephone, gas,
petroleum, water, sewage disposal, education, health care,
airways, railways, roads, transport, postal services, banking
and insurance, law and order, etc. It is one of the most
important arenas where liberalisation of economy demands
drastic changes. In order to understand the issues and
guestions related to privatisation of public utilities, it seems
appropriate to first look at how the goods and services have
been categorized according to their nature and
characteristics. According to Savas, goods and services can
be clasdfied into four categories. These include the
following:14

1. Private goods and services; which are consumed
individually and a user cannot obtain them without
the assent of the supplier, it is generally done by
paying money. These include, for instance, health
care from private hospitals and finished products of
private companies.

2. Toll goods and services; these are used or consumed
jointly, but the users or consumers must pay for
them, without which the good or service cannot be
used or consumed by the user. Electric power supply,
telephone service or water supply are afew examples

14 Savas, Privatisation, op. cit., p. 39, for details seepp. 37-48.

14 CRCP Publication



Some Conceptual Issues

in thisregard.

Common-pool goods and services; which are
consumed individually, and everyone can fredy use
them without paying anything. People cannot be
prevented from using them. In this regard, air and
seawater can be cited as examples.

Collective goods and services; these are consumed
jointly or collectively by the users, as in the case of
streds, but the users can not be prevented from using
them. Moreover, users generally do not pay for them
without coercion. Television broadcast is a typical
example of this category.

In order to appreciate the privatisation of public services, it
is necessary to understand the process of delivery of public
services. This process involves three basic participants:
consumer, service producer and service provider.1s

The consumer; who uses or consumes the
services may include an individual, a
household, or a specific community, etc.

The service producer; who can be a unit of
government, a private firm or a voluntary
association of citizens, etc.

The service provider or the service arranger is
an agent who provides, manages or arranges
for a service, and can be a government, a

15 |bid., p. 60.
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private firm, a voluntary association or the
consumers themselves.

The relationship of these threeparticipantsin public services
is one of the core themes of the entire discourse on
privatisation of public utilities. In privatised economies, the
role of government is usually that of an arranger or provider
of services in case of collective goods, but when it comes to
the toll goods, the private sector becomes provider or
arranger of services. However, the critics of privatisation
argue that certain services are @nherently governmental®,
and thus, these services must be produced and provided by
the state. It can be argued here that the government may
retain the function of production, and arrangement whereas
provision of services may be shifted to private firms.
Similarly, the private sector may involve in production,
whereas the arrangement for supply or distribution or
management of some goods and services may be retained by
the government.1¢ In a nutshell, these three actors or entities
are the primary stake-holders in the provision of these
services.

Privatisation of public utilities may culminate into a host of
arrangements, but broadly, these arrangements can be
clasgfied into the following four forms:1?

1. A state can privatise public services by hiring private
service providers for delivering some kind of service
but continues to take financial and political
responsibility for the outcome. This arrangement is

16 |bid ., pp. 61-2.
17 Self, Govemment by theMarket? op. cit., p. 122
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often easily reversible. Some analysts do not consider
it aform of privatisation at all.

2. A state can give grants to private bodies for the
performance of some functions, but remains
responsible for setting and monitoring standards of
performance.

3. A state can also mandate agents, usually employers,
for the provision of services with or without
compensation. By doing this, the dwelfare burden' is
shifted away from the state, but this arrangement
does not necessarily reduce its costs to society. In this
form of privatisation, the state still possesses some
kind of responsibili ty for the outcome.

4, In addition to these threemethods, the state may also
offer subsidies or tax incentives to the consumers or
producers of services, but in this case, the state
responsibility for the outcome is greatly minimised.

As far as the financing of services is concerned, it can be a
private-public partnership, as in user charges. Or a private
supplier can finance the whole scheme of provision of a
particular service. In this way, the government and the
private sector can join hands in the provision of public
utilitiesin aliberal economy.

Despite the merits of liberal economy, considerable criticism
has been leveled against the practice of liberalism and
privatisation. Those who are against the idea of privatisation
include many. Intellectuals in almost all of the developing
countries such as are critical to privatisation programs, since
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they seeit as =lli ng off national assets to the power brokers.
In some countries, such as Turkey, Brazil and Argentina, etc.,
military has been opposed to the idea of privatisation. In
addition, labour and workforce in many countries is anti-
privatisation, since it means loss of jobs to them, similarly,
bureaucrats are critical to it since they consider it contrary to
their interests.8 The major critical concerns of consumers in
the privatisation discourse are as follows:

Regulation of Monopolies

The question of regulation of private monopolies is one of
the major concerns of consumers. This is because if a utility
is aupplied or controlled or managed by a single supplier, or
in other words, if the private monopoly is established in a
sector, the consumers become more vulnerable to the whims
of the private concern. As a result, the consumers may
become subject to price hikes or policies of the private
company or firm which may be detrimental to consumer
interests.

It is argued that in case of privatisation of public services,
particularly in the developing countries, there are not
enough suppliers to permit a healthy competition, and thus,
the state monopolies are being replaced by private
monopolies or oligopolies. Moreover, when privatisation
transfers a government monopoly to a single private
company, as in case of public utilities privatisation, instead
of reducing the cost, it may result in increasing them.
Therefore, the regulation of public sector utilities, most of
which constitute natural monopolies, is considered to be a

18 Hanke, Privatisation and Deve opment, op. cit., p. 27.
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difficult task.

Natural monopolies are the goods and services about which
it is said that, as the number of users increases, the cost per
user decreases. Therefore, in such cases, it is economical to
have a single supplier. Thisis true of public utilities such as
electric power, gas, water supply, etc. But the regulation of
these natural monopoliesis a crucial question, since there is
a strong likelihood that the owners may exploit the
consumers or users of those services. However, many goods
and services, which were hitherto regarded as natural
monopolies, are no longer treated as auch.

In this regard, the experience of water privatisation in the
United Kingdom is often cited as an example. In 198G the
British Government sold off its public bodies including the
water boards, which had remained under the state
ownership and control for a long time. The water boards
were sold as local monopolies. There was considerable
opposition from the consumers to the privatisation of water,
which constitutes a natural monopoly. In fact, in this case it
was theissue of water pollution due to which a stronger and
more dfective regulatory agency was needed, and
consequently, the National Rivers Authority was establi shed.
This realisation was partly brought about by the EEC's
(European Economic Council) censures on Britain's water
quality.’® Moreover, incentives like permisson for an annual
price increase were given to private water distribution
companies for eliminating water pollution. However, the
privatised water sector could not perform well, and

19 Self, Government by the Market? op. cit., p. 99.
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consequently, it was taken over by the Government. Thus,
during the early Thatcher period, the privatisation
programme earned considerable public support, but when it
came to the privatisation of important public utilities like
water, the public support immediately declined.

In case of regulation of private monopolies, evidence
suggests that their regulation is far more difficult and
challenging as compared to other sectors. The instance of
American water distribution companies reveals that their
regulation was less efficient than other public monopolies.20
Therefore, the privatisation of natural monopolies requires
effective monitoring and regulation. In fact, the success of
any privatisation scheme depends on the dfective regulation
of a privatised sector with an aim to balance the consumers'
interests and commercial imperatives.

Equity and Access

In addition to the question of the regulation of private
monopolies, other crucial issues pertain to universal access,
equity, social policy and basic responsibilities of the
government. The problems gemming from them have a
direct bearing on the marginalised, disadvantaged and poor
consumers, and even those who do not stand as customersin
the market.

It has been observed that unprofitable areas have been
ignored by the private enterprises or service providers,
because they are lessviable or remote. Therefore, services to
remote and unprofitable areas are shut down or cutback in

20 D. Donahue, ThePrivatisation Decision, 1989 & quoted in Ibid ., p. 99.
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certain situations. For instance, after liberalisation of airlines
in US some airline companies dopped their services to
remote areas, which caused great inconvenience to the
people of those areas.?! However, it is generally accepted
that certain basic services like dectricity, power, water, gas,
etc. are universal services, and the state should have some
responsibility in ensuring their provision to even the
disadvantaged consumersin distant areas.

Some critics of the privatisation of public utilities argue that,
in some cases, these services should be provided free of cost
to people by the state, or at heavily subsidised rates. These
include the marginalised and disadvantaged sections of the
society having no or little purchasing power, and thus
deprived of accessto these services. There may be a demand
of a specific service but the users or consumers may not be
able to pay user charges. In this regard, atragic incident in
New England can be cited here. An elderly couple living by
itself was frozen to death in one winter when their utilities
were turned off because of non-payment of bill s.22

Though it is argued that privatisation creates opportunities
for people, in most of the developing countries, avery small
minority of the people enjoys greater economic opportunities
resulting from privatisation measures. For this reason, it is
said that, in the context of privatisation, first of all, the

21 Kagami and Tsuji, Privatisation, Deregulation and Institutional Framework,
op. cit., p. 3.

22 Savas, Privatisation, op. cit., p. 53.
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private sector needsto be privatised.23
Transparency, Accountability & Public Participation

The consumers have the basic right to information about the
decision-making processes and policies of the government.
Secrecy is discouraged in those matters that have a direct
bearing on consumers. Therefore, much emphasis is laid on
transparency and accountability in the processes of decision
making and policiesrelated to the public services.

Active public participation in decision-making processes on
crucial issues is a prerequisite for real competition in the
market. Therefore, it is a major concern as to whether
consumers are involved in the processes of decision-making
related to delivery of public services. The consumers should
be allowed, rather encouraged, to engage in an informed
debate over crucial issues, and public participation must be
ensured by the government, particularly through public
hearings organized by regulatory bodies for tariff
determination, etc. Thus, in order to liberalise an economy,
there is a dire need for evolving an institutional framework
for ensuring transparency and accountabili ty. Public utili ties
sector must have some mechanisms for the protection of
consumer interestsin a broader context.

Other Consumer Concerns

Other consumer concerns relate to effective mechanisms for

23 Edward Shaw, 2The Search for Painless Privatisation®, Buenos Aires
Herald, May 3, 1987 as quoted in Manuel Tanoira, 2Privatisation as
Politics,?in Hanke, Privatisation and Development, op. cit., p. 54.

22 CRCP Publication



Some Conceptual Issues

complaint  redress  imposition of penalties and
compensation, price fluctuations, and consumer-friendly
policies, etc.

In order to get the grievances of the people redressed, the
public utilities must have some dfective institutional
mechanism for redressng the public complaints. They must
include penalties against malpractices, and compensation in
case any harm isdoneto them.

Another important consumer concern is frequent price
fluctuations, and arbitrary increase in prices of public
services. Evidence suggests that in several developing
countries, privatisation of SOEs often resulted in increase in
the prices, since the cost of monitoring and regulation of the
privatised and deregulated sectors are also added to it.24

In context of the developing countries, the question of how
privatisation will be carried out is not as important as who
will be the buyer or buyers. This is because the markets in
the developing countries are thin and there are only a few
potential buyers. Moreover, a host of factors, ranging from
political and economic to social and cultural, play very
significant role in the process of privatisation. For instance,
privatisation of a public asset may be opposed by peopleif it
is likely to be bought by an unpopular ethnic minority
already having considerable economic power.25

24 Kagami, Privatisation, Deregulation and Institutional Framework, op. cit., p.
Xii.

25 V. Kanesalingam, (ed.) in Introduction to Privatisation: Trends and
Experiences in South Asia, Macmill an: Delhi, 1991, p. 6.
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Chapter 2

Privatisation of Public Utilities in Pakistan:
An Overview from Consumer Perspective

In Pakistan, where most of the public utilities are in the
control of the government, the citizens as consumers of the
services are confronted with a number of problems. These
problems range from accessbility of essential services and
guantity to quality, standard and performance on one hand
and from transparency and accountability to meaningful
public participation on the other. Even in the deregulation
and privatisation process of some important and strategic
sectors like power and telecommunications, the concerns of
consumers have not been adequately dealt with, and in some
cases, it has given birth to a set of new kind of problems. The
present chapter gives an overview of the privatisation
program in Pakistan, including deregulation and
privatisation of public utilities and the related consumer
concerns.

Privatisation in Pakistan: A Historical Perspective

In Pakistan, the role of the public and private sectors has
largely depended upon the political orientation of various
regimes in power. During the first decade the public and
private sector worked in close harmony. The private sector
played a crucial role in the economic development of the
country in its initial years. Though the private sector was
regulated through various mechanisms including price
control policies, it was given considerable incentives as well,

CRCP Publication 25



Privatisation in Pakistan

which included protection, cash subsidies and tax
exemptions. Almost all the economic activities were open to
the private sector with the exception of infrastructure.26 With
the coming of Ayub Khan's military regime, there was even
a greater emphasis towards the development of the private
sector. Pakistan Industrial Development Corporation was
established, and its objectives included, inter dia, selling off
the profitable units to the private firms and companies.?”
Some jute and paper mills in East Pakistan were divested,
and the purpose behind it was to expand the industrial base
of the economy of the country by private sector participation.
Thus, owing to the development policies of the regime, the
private sector showed remarkable growth in the decade of
60s.

However, the growth of the private sector in Pakistan
suffered a severe setback in the decade of 70s, when during
the Bhutto regime (197%177), the slogan of &slamic
Socialism®, then included in the manifesto of the ruling
Pakistan People Party, got translated into nationali sation of a
large number of private enterprises. In order to achieve the
‘commanding heights of economy', important private
industrial units and enterprises like banks, insurance
companies, petroleum and shipping companies, ghee and
rice mill s were taken over by the public sector in a series of
nationalisation programs in 1972, 1973, 1974, radl 197628

26 A. R. Kemal, @Privatisation: The Experience of Pakistan® in
Kanesalingam, Privatisation: Trends, op. cit., p. 138

27 |bid.

28 For details se Parvez Hasan, Pakistan’s Economy at the Crosstoals. Past
Pdiciesand Presat Imperatives Karachi, Oxford University Press 1998 p.
20811
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Thus, during the Bhutto regime, the private sector received
considerable setback, while the public sector flourished at
the expense of the private sector.

However, again in the 80s, there was a sharp increase in the
private investments, which was indicative of the
development of the private sector in the country. Soon after
the inception of the military regime of General Zia, hundreds
of small units were denationalised during 197778. In
September 1978,the government promulgated the “Transfer
of Managed Establishment Order' in order to transfer the
shares or propriety interests of the nationalised enterprisesto
their owners. However, only a few investors could enjoy its
benefits, since it involved a complicated and lengthy
procedure.2® In this way, the government efforts to
encourage the private sector could not achieve much success.

It is dgnificant to point out here that the central theme of the
Sixth Five-Year Plan (198388) was deregulation and
privatisation. Adopting the philosophy of liberalisation and
privatisation, the regime sought to limit ‘the role of the
government as a facili tator of the private initiative and as an
investor of the last resort'.30 Though there existed a number
of regulation and control mechanisms for the economic
activities of the private sector, the deregulation processwas
initiated by the Industrial Policy Statement of 1984. The
Policy Satement sought to reduce the government
sanctioning for industrial enterprises. Moreover, the Board

29 Riyaz Bokhari, @Privatisation in Pakistan®, in V. V. Ramanadham (ed.),
Privatisation in Deveoping Countries Routledge: London, 1989 p. 148

301pid. p. 153
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of Industrial Investment was also created with the aim of
promoting the private sector by reducing the time lag in
investment sanctioning. It is worth mentioning that these
measures to encourage private sector participation in
economic activities went hand in hand with controlling and
restrictive measures of the government. The military regime
strictly controlled the investment licensing. In addition, the
price controls continued to exist under the Price Control and
Prevention of Profiteering and Hoarding Act, 1977.
According to this Act, the government was entitled to fix the
prices of essential items, which included, among others, the
prices of public utilities. Even the provincial and local
authorities could fix the prices of commodities.?!

After 1985, the elected government further decided to
denationalise and deregulate the public sector enterprises in
order to restore the confidence of the private sector. The
main consideration for the privatisation policies has been
summarised by Bokhari as such:® First, the government was
unable to earn satisfactory returns from the public sector
enterprises, and was thus unable to achieve the long-term
objectives of social policy. Secondly, the government wanted
to promote popular capitalism by removing unnecessary
controls and encouraging deregulation and privatisation.
Thirdly, the government intended to make the management
of the enterprises efficient by bringing in competent
managers and skilled manpower through their divestment.
Fourthly, the Five-Year Plan (1984-88) envisaged the

31 Kemal in Kanesalingam, Privatisation: Trends, op. cit., pp. 141-2.

32 For details see Bokhari in Ramanadham (ed.), Privatisation in Developing
Countries op. cit., pp. 149-151.
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objective of rapid development in the country, which wasto
be achieved by encouraging the private sector participation.
Fifthly, in addition to reduce the budget deficit, the
government needed resources for sustained industrial
growth. Sxthly, the government intended to shift its
investment priorities away from big projects. Seventhly, the
government, which had vowed to Islamise the economic
system of the country by removing interest, intended to
create opportunities for private investment in order to
induce private savings, since it had failed to devise any
alternative system. Lastly, the government felt the need of
improving the performance and increasing the eficiency of
the public services by decentralising their decision-making,
distribution and investment. Thus, for a number of reasons,
the government decided to liberalise its economy.

For this purpose, a Deregulation Commisson was st up in
1985,0n the recommendations of which the prices of various
items were left to be determined by the market forces.33
Later, a Disinvestment Committee was formed, which was
later replaced by National Disinvestment Authority in 1988.
The Authority was responsible for identifying public
enterprises for disinvestment, but the Authority could never
become operational. Thus, despite denationalising some of
the industrial units, the denationali sation program could not
be systematically pursued.34

However, privatisation of SOEs has been pursued in a

33Kemal in Kanesalingam, Privatisation: Trends, op. cit., p. 142

34 Sartaj Aziz, Privatisation in Pakistan, Development Centre of the
Organisation for Economic Co-operation & Development: Paris, 1996 pp.
13-16.
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systematic manner since 1988, and invariably all the regimes
have been pro-privatisation. Though a number of
government policies were reversed by two alternating
regimes of Nawaz Sharif and Benazir, yet the privatisation
policies were probably among those few policies which
enjoyed consensus during all four regimes, and were
enthusiastically pursued.

Privatisation of economy was gystematically initiated by the
Nawaz Sharif regime in early 1991. In 1991, Privatisation
Commisson for Industries was st up by the government to
regulate and manage the process of privatisation of state-
owned industries and enterprises. A year later in 1992,
Privatisation Commisson for Power Sector was established.
Next year in 1993,Expanded Privatisation Commisson was
formed, which was st up to undertake privatisation of
public sector including manufacturing, services, oil and gas,
telecommunications, power generation and distribution,
transport and communication. The previously formed two
Privatisation Commissons were merged into this expanded
Commisdon. However, the powers of the Commisson were
limited, and various executive bodies of the Federal
Government continued to exercise their power over it. Later,
a Cabinet Committee on Privatisation was also established,
which worked till 1998. However, in September 1998,
Privatisation Board of Pakistan was formed in addition to
the Privatisation Commisson. The Board was headed by the
Prime Minister. The Board functioned for a year till
September 1999.A Committee of the Privatisation Board of
Pakistan was also established, which was responsible for
undertaking important decisions regarding privatisation.
However, the Economic Coordination Council of the Federal
Cabinet as well as the Cabinet too played their role in the
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decision-making processes.®

Up till now, the Government of Pakistan has sold off public
enterprises worth $1.5 billion dollars.? Since the military
take over in October 1999, the Musharaf government also has
an avowed goal of pursuing privatisation program. Recently,
the government has introduced a new Privatisation Law and
instituted a new Ministry for Privatisation. The law has
converted the Privatisation Commission into a corporate
body, independent of any Federal Ministry. Before that,
there was no specific privatisation law in the country, and
the past privatisation steps had been taken without it. The
law covers important issues such as procedure, litigation,
and the usage of privatisation proceeds. What is note-worthy
in the law is the fact that it makes it obligatory for the
Federal Government to spend 90% amount generated from
privatisation for debt retirement, and spend the rest 10% for
poverty alleviation.” The newly instituted Ministry of
Privatisation has the responsibility of privatising around 49
public enterprises in banking, oil, gas and electricity sectors,
in next two years.

On the initiatives taken by the military regime, it has been
commented that: “The mere fact that the privatisation
commission has been elevated to the rank of a cabinet

35 For details see S. A. Mirza, Privatisation in Pakistan, Ferozsons: Lahore,
1995, pp. 47-72, also see Tariq Hassan and Azim Azfar, “Privatisation in
Pakistan”, Liberal Times Volume VIII, Number 2, 2000, pp. 28-30, also see
Aziz, Privatisation in Pakistan, op. cit., pp. 13-16.

36 Hassan and Azfar, “Privatisation in Pakistan”, Liberal Times Volume
VIII, Number 2, 2000, p. 28)

37 Ibid., p. 30.

CRCP Publication 31



Privatisation in Pakistan

ministry or a law facilitating an acceleration of the
privatisation process has been legislated, makes only a
marginal difference. What is needed is the will of the
government as a whole to take up the processin the right
earnest.’38

It is important to point out here that various countries have
pursued privatisation programmes for different reasons. In
Pakistan, however, shares in profitable state-owned
enterprises were sold in order to raise government
revenues.3® The stated goal of the government was thus to
raise the revenue for debt retirement. However, the
privatisation proceeds have not been spent for the purpose
for which privatisation was actually pursued, and the
revenues have been spent elsewhere.40

During the past 12years, various governments have pursued
privatisation in the commercial, industrial and financial
sectors, apparently with much enthusiasm, but privatisation
has not taken off yet in right earnest. As far as the public
utilities are concerned, the privatisation process has been
quite slow and, as a result, the sectors such as electricity,
telecommunications and gas have been only partially
privatised or deregulated. In some cases, some units of the
public assets have been privatised, while in other cases, a

38 M. Ziauddin, ®Waiting for the Privatisation Process to Sart®, Dawn,
Economic & BusinessReview, December 4-10, 200Q

39 In Chile, Britain, France and Brazil the manifest primary goal behind
privatisation of state-owned enterprises was to increase popular
participation. Berg, Pdicy Reform, op. cit., p. 189.

40Hassan and Azfar, "Privatisation in Pakistan', op. cit., p. 31.
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sizeable number of shares have been retained by the
government itself. Asfar as other utilitieslike petroleum, gas
and water are concerned, their privatisation or deregulation
proposals are yet to be made public.

Public Utilities and Consumer Concerns

In Pakistan, the consumers are the missng stake-holders in
the whole discourse on privatisation and the provision of
public utilities. The consumers have always been concerned
about a number of things regarding the public services, and
after privatisation of some of these sectors, their concerns
have not addressed, rather the nature of their concerns has
partly transformed; while in some cases, they have been
multiplied, depending on the nature of services. Some of
these concerns are listed below:

Regulation of Private Monopolies and Oligopolies

The question of regulation of partly privatized and
corporatised public monopolies in Pakistan is one of the
major concerns of consumers. In this regard, the example of
telecommunication sector may be quoted, since PTCL
(Pakistan Telecommunication Corporation Limited) has the
monopoly over basic telephone services, and in the mobile
telephone sector, there exists an oligopoly of three
companies, Mobilink, Paktel and Instaphone, which have
been granted a protection period for ten years.

The regulation of these sectors is an important consumer
concern, since there is a strong likelihood that the owners
may exploit the consumers or users of these services.
Privatisation has made them more vulnerable to the whims
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of the private concern. As a result, the consumers may
become subject to price fluctuations, unwarranted increasein
tariff or consumer-unfriendly policies of the private
monopolies or oligopolies. So there is a need for de-
monopolisation and effective regulation of the privatised
sectors. Moreover, the role of regulatory bodies such as
NEPRA and PTA has not been quite encouraging from
consumer perspective. These regulatory bodies are not
autonomous and independent of the government in real
sense of the term, as the government continues to exercises
considerable control over them in matters of tariff and
pricing. This is also a matter of concern for the consumers,
since the undue interference and influence of the
government hampers their independent functioning, which
in turn affects the consumers.

Equity & Access

Pakistan is a developing and a poor country, and the
majority of the population is rural-based and poverty
stricken. Given this, the questions related to equity and
access acquire tremendous dgnificance. Liberalisation and
privatisation of public services has created serious concerns
and apprehensions in the minds of the people regarding the
fate of the marginalised, disadvantaged and poor consumers,
and even those who do not stand as customersin the market.
International experiences of privatisation and deregulation
suggests that private firms and companies have denied or
stopped service delivery to areas where it is not financially
viable. In this regard, the denial of universal and basic
services to the people may pose serious problems for them.
For example, recently the Government of Pakistan has
started closing down many post offices in remote areas,
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which are not economically feasible. Smilarly, in the rural
areas the dectrification rate has declined after starting of the
privatisation of the power sector.*! It raises an important
qguestion regarding the role and responsibilities of the
government. All citizens of the state are entitled to some
basic and universal services, for the provision of which state
isgenerally held responsible.

Transparency, Accountability and Public Participation

There exist important consumer concerns related to issues of
transparency, acoountability and public participation in the
processes of decision making and delivery of public services,
since citizens of a state and consumers of goods and services
are entitled to the right of information, without which
effective accountability is hard to conceive. However, in case
of Pakistan, despite government assurances and claims,
transparency is lacking in the whole process of privatisation,
particularly the sale of state-owned enterprises or public
services. Thisis clearly evident from the past practices of the
Privatisation Commisson, which was entrusted with the
task of reviewing and analysing the valuation reports, on
which the reference price was to be based. However, the
valuation reports were most often not provided with the bid
documents. Furthermore, the processng of the bids ought to
be open and transparent, and the bidders should be allowed
to participate in the finali sation of the sale. But in case of the
privatisation of certain public companies of cement, the
process of sale of the enterprises has not been transparent,
and there is drong likelihood of manipulation and

41 For detail s s2e Economic Survey of Pakistan 1993200Q

CRCP Publication 35



Privatisation in Pakistan

maneuvering by the government.42

Given this lack of fairness and transparency on the part of
the government in the sale and divestiture processes of
public enterprises, the concerns of the consumers have
multiplied. Accountability of any venture depends upon
access to adequate information, and when information is
denied to the public, no accountability can be expected.
Hence, access to information goes hand in hand with
transparency, accountability, and hence, fairness.

Asfar asthe other concerns of consumers are concerned, one
rationale of the privatisation program is increasing public
participation and giving people more choices and say in the
provision of services. In Pakistan, on one hand, the
competitive environment in public servicesis ill | acking to
a great extent, since dther private monopolies have been
established, or the response of the private concerns has been
minimal. Consequently, consumers have very limited
choices in practice. On the other hand, the consumers have
not been empowered to such an extent that they could make
their voices heard in processes of decision-making or
delivery of services. Though the regulatory regimeisin place
in the country, and in sectors of telecommunications and
power, institutional arrangements for regulation have been
provided, public participation is not effective or assertive in
hearings for tariff determination. Both NEPRA and PTA
have not been responsive to consumer and citizen concerns.
Thereis adire need for evolving an institutional framework
for accountability and regulation of the privatised sectors,

42 For detail s of the case see Mirza, Privatisation in Pakistan, op. cit., p. 85-8.
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and they must have substantial mechanisms for the
protection of citizen-consumer interests.

Other Consumer Concerns

In addition to the above-stated concerns, there are host of
other matters about which the consumers have
apprehensions and reservations. These include problems and
issues related to complaint redressal and compensation,
increase in the prices, and other policies which may
undermine consumer interests.

At present, though there exist complaint redressal
mechanisms in power and telecommunication sectors, but
they are rarely in operation. Moreover, the consumers are
barred from having certain complaints redressed in some
cases. For instance, in power sector, the laws envisage a
complete grievance redress mechanism, but it is meant for
industrial consumers, and the domestic consumers are not
given the right to get their grievances redressed. Moreover,
though penalties exist in the law for malpractices, yet there
exist no clauses under which the aggrieved could be entitled
to compensation of any kind.

Another crucial consumer concern is that of over-billing, and
excessive tariff of public services. The suggestions and
reservations of the consumers presented in the public
hearings for tariff revision are not given due consideration.
All these consumer concerns need to be addressed, and more
consumer centric policies are needed.

CRCP Publication 37



Privatisation in Pakistan

38

CRCP Publication



Telecommunications Sector

Chapter 3

Telecommunications and Consumer
Concerns

The telecommunication sector is one of the most strategic
public sectors in the country, and despite being a major
revenue-generator, its srvices and performance have been
substandard and of poor quality. In the past fifty-four years,
the telecommunication sector has undergone major
developments, including liberalisation and partial
privatisation, but the consumers continue to confront host of
problems ranging from arbitrary price fluctuations to
policies detrimental to their interests. The present chapter
presents an overview of the major developments of the
sector, with a focus on the post-privatisation scenario with
reference to consumer concerns.

Telecommunication Sector in Pakistan: A
Historical Perspective

The telecommunication sector in Pakistan has come a long
way since the inception of the country. It has witnessed a
number of developments including significant structural
changes, comprehensive reforms and elaborate revamping
programmes.

In the post-independence era, the Government of Pakistan
adopted the structures of the colonial era for providing the
telecommunication services. The Pakistan Posts and
Telegraphs Department (P&T Dept.) working under the
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Ministry of Communications was responsible for it. The
government adopted the then Government of India
Telegraph Act, 1885(Act No. Xl of 1885 and the Wireless
Telegraph Act, 1933 (Act No. XVII 1933. In addition, the
rules and regulations dealing with ~management,
recruitment, personnel, establishment, discipline, accounts,
finance, engineering and line construction, etc. were also
adopted.*3 It wasin 1962when the sector underwent a major
shift. The Pakistan Posts and Telegraphs Department was
divided into two separate departments, one for the postal
services called the Pakistan Post Office and the other
exclusively for telephone and telegraph services, named as
the Pakistan Telegraph and Telephone Department (T&T
Dept.). In 1978,some structural changes were recommended
for the improvement of the sector, and consequently,
through a Presidential Order, the authority was partially
decentralised. With this, the speed of installing telephone
connections increased and the service performance also
improved.44

In 1987,the government decided to initiate privatisation of
the telecommunication sector. However, in contrast to the
privatisation of industrial units, while privatising the
telecommunication sector, the government cautiously and
deliberately adopted a slow pace. The government devised
pre-privatisation strategy, including the restructuring of the
sector in order to prepare it for offering to the private

43 Masood Ahmad, @Telecommunications Sector: Reforms, History and
Performance in Pakistan®, Dawn, August 31, 1994

44 |bid.
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investors.4®

In 1987, some measures to deregulate and divest the T&T
were introduced, and private sector was involved in the
telecommunication services. Theterminal equipment and the
Electronic Branch Exchanges were deregulated. A number of
companies including the local ones were gradually allowed
to manufacture, market and install EPABXs and Key
Telephone Sets up to 5+25 lines. After one year, the sector
was more liberalised, and few more private companies were
allowed to manufacture and install telecommunication
equipment.46

Since the government had decided to gradually privatise the
telecommunication sector, first, it corporatised the
telecommunication servicesin order to make it a feasible and
financially sector for investors. This corporatisation strategy
resulted in the replacement of the T&T Department, which
was owned, controlled and managed by the Government of
Pakistan, by Pakistan Telecommunications Corporation
(PTC). PTC was established under the Pakistan
Telecommunications Corporation Act, 1991,and was given
considerable autonomy to function on commercial lines.4” It
worked as a statutory body, which was under the complete

45 Aziz, Privatisation in Pakistan, op. cit., pp.41-2.
46 For details sseMasood Ahmad, @Telecommu nications Sector®, op. cit.

47 The case of India presents a similar example where some Sate
Governments like Maharashtra corporatised their telephone departments
before throwing them open for privatisation. Prof. S. S Mehta,
aPrivatisation in South Asia: The Indian Experience®, in Kanesalingam,
Privatisation: Trends, op. cit., p. 60.
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control of the government. It was huge profit-generating
venture, earning more than Rs. 7 billion revenue for the
government in 199348

After corporatisation of the sector, the PTC expanded its
network, increased the tele-density and modernised the
telecommunication sector. A private digital switch
manufacturing factory was established, and optical fibrewas
laid from Islamabad to Karachi. New Fibre Optic Linkswere
also laid down, and the capacity of the overseas Gateway
Exchanges was also increased. Satellite links were
established in order to connect the country with the rest of
the world. The facility of telephone services, which was only
7% in therural areas, was extended .49

As a result of corporatising the telecommunication sector,
the investment on PTC's assets increased by 240%, its
revenue by 143% and the Gross Profit increased by 118%
between 199192 to 199394. Moreover, the PTC earned an
excise duty of Rs. 5.0billi on for the government, while the
rate of return was 27%. According to a claim made by the
then Chairman PTC, the PTC was the 3argest and the most
profitable public sector corporation®0in the country. Thus,
after making it a financially viable sector, the government
decided to systematically privatiseit.

In order to further liberalise the sector, the
telecommunication market was opened up for foreign

48 Mirza, Privatisation in Pakistan, op. cit., p. 133
49 Masood Ahmad, @Telecommu nications Sector?, op. cit.

50 [bid .
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investments. A number of multinationals like Alcatel CIT
France, Semens AS Germany, Ericsson Sveden, Summitomo
Japan and Telecom Foundation participated in the project for
provision of telecom services in the major cities of Pakistan.
Thus, the project for the supply and installation of 500,000
telephone connections earned the government foreign
investment of more than US $ 300 million. Later, other
financial institutionsincluding national banksinvested in the
telecommunication sector.51

Asfar as the value-added services of the telecommunication
sector are concerned, the government had allowed the
private sector to operate in the market in early 199Gs. Thus,
the cellular mobile telephone services were allowed to be
provided by private companies. Two private companies,
Paktel and Instaphone got licenses to provide mobile
telephone services. Later, the third private company
Mobilink also started providing mobile telephone service.
However, these three companies were provided a protection
period of ten years, during which other mobile telephone
service providing companies were debarred from operating
in the country. However, after ten years (ending in
December 2002, the monopoly of the three companies will
come to an end, and the mobile telephone market will be
open to any private company.

In early 199Gs, an international private company was granted
the license to provide card phones and paging services.
These new companies created competition for the fixed-line
service, which was under the complete monopoly of the

51 |bid.
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government. As far as other value-added services are
concerned, private companies got licenses to manufacture
and market telephone sets and telephone exchanges. The
provision of other services including the voice mail, e-mail
and data service were also open for the private companies.

Moreover, in early 1991,the government authorised PTC to
expand its network by allowing it to make sub-contracting
arrangements with some international telephone companies
like Semens, Alcatel and Ericsson. These companies were
supposed to provide 300 000to 400 00Ctelephone lines on a
build, operate and transfer (BOT) basis in order to meet the
ever-increasing demand of telephone connections. As a
result of this partial privatisation, the capacity of PTC
increased to 1.8 milli on lines by December 1993, and then to
2.2milli on lines by December 1994.In addition, the revenues
of PTC also tremendously increased from Rs. 9.95bhilli on in
198990 to Rs. 25 hillion in 199293, whereas the net profit
increased from Rs. 5.7billi on to Rs. 15billi on.52

In 1994, the government decided to undertake some more
liberalisation measures. Thus, Pakistan Telecommunications
Corporation Act, 1991, was repealed under the Pakistan
Telecommunications Ordinance, 1994. The Ordinance
promulgated by the President of Pakistan introduced mass
scale changes in the telecommunication sector. These
included the following:33

52 Aziz, Privatisation in Pakistan, op. cit., p. 42

53 For details sse Masood Ahmad, 2Telecommu nications Sector®, op. cit.
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In place of PTC, Pakistan Telecommunications
Company Limited (PTCL) was established and
thus PTC was transformed into a public limited
company. According to Section 14(2) of the
Telecommunications Ordinance, 1994, the
services of PTCL were for all Pakistan except
for Azad Jammu & Kashmir and the Northern
Areas.’* The telephone consumers of these two
areas were excluded from the services of PTCL,
as Special Communication Organisation (SCO)
was already operating there. Moreover, a 25
year renewable license was granted to PTCL for
operating in the sector, and for theinitial seven
years it was granted exclusive monopoly to
provide basic telephone services.

The Ordinance sought to establish Pakistan
Telecommunications Authority (PTA) with the
aim to regulate and oversee the functioning of
the telecommunication sector in the country.
However, the PTA was established after two
years in 1996,which will be dealt with a little
later.

Under the Ordinance, a N ational
Telecommunication Corporation was also set
up in order to provide telecommunication
services to the defense establishment, the
Federal and Provincial Governments and the
local authorities.

54 Mirza, Privatisation in Pakistan, op. cit., p. 139
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In addition, a Frequency Allocation Board
(FAB) was established, which was to replace
the Pakistan Wireless Board. FAB was
responsible for allocating radio frequencies to
commercial telecommunication services, radio
and television operations, and private wireless
operators.

The Ordinance also included measures to
attract foreign investment through voucher
scheme and selling the company's shares to
investors as devised by the World Bank. The
Government decided to offer PTC vouchers
worth Rs. 3.00 bilion, which were
exchangeable into shares of PTCL. It was also
decided that each voucher worth Rs. 3000
would be converted into 100ordinary shares of
Rs. 10 each within two years. As far as the sale
of shares was concerned, the government
initially decided to offer its 26% shares for sale,
which was to be followed by a gradual sale of
the remaining shares later on.

The PTC vouchers scheme has been criticised on a number of
grounds. The critics of the scheme have asserted that it was
aimed at generating resources for the government, and the
vouchers were not more than @etters of comfort® issued by

the Federal Government without any undertaking from
PTCL for honouring the assurance of the government. 5°

Later, government divested its chares partially to the

55 1bid ., p. 145,
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national and international investors. Privatisation
Commisson initially offered 2% shares of PTC through
voucher scheme in early 1994. After getting a positive and
encouraging response from the people, the government
offered another 10% shares to the foreign buyers in
September 1994worth $ 898milli on.5¢ Up till now, the PTCL
has privatised only 20% of its shares, whereas the rest of the
8% stakes are still owned by the government. Therefore, the
level of privatisation in PTCL in terms of share offering has
been minimal. It is argued that a facade of privatisation has
been created by the state, and the dforts towards
liberalisation of economy are fake and a mere sham, sincethe
government still owns a lion's share of the PTCL's dakes.
The telecom sector still needs de-monopolisation and
deregulation of telecom services in order to encourage
competition. In fact, the sector should have been
demonopolised and deregulated prior to privatisation.

The case of privatisation of telecommunication sector in
Japan in 1985 presents a similar example, where Nippon
Telegraph & Telephone Corporation (NTT) holds a
aGulli ver -type monopoly® in the telecommunication sector.
The privatisation is only partial, since the government still
controls dhareholdings, appointments of directors, price
settings and business activities.5” Smilarly, in India, thereis
amonopoly of VSNL in Internet services, which holds nearly
80% of the Indian Internet connectivity market.>8 In the same

56 Hassan and Azfar, @Privatisation in Pakistan®, op. cit., p. 32

57 Kagami in Kagami and Tsuji, Privatisation, Derggulation and Institutiona
Framework, op. cit., p. 19.

58 Sunil Mani, @Deregulation & Reformsin India's Telecommmu nications
Industry.°in Ibid., p. 241notes.
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way, the example of telecommunication sector in Sri Lankais
an interesting case, where the privatisation plan for
telecommunication was marred by political obstacles. A
Telecommunication Board was established to supervise and
manage privatisation, however, later the idea had to be
shelved owing to the fact that the capital market was unable
to absorb a share issue of Rs. 5000to Rs. 6000 milli on, the
estimated cost of the existing set up.5°

As far as the regulation of the telecommunication sector is
concerned, Pakistan Telecommunication Authority (PTA)
was established under the Pakistan Telecommunication (Re-
organisation) Act, 1996.According to this Act, the primary
functions of PTA include the following:¢°

regulating the telecommunication sector in the
country

providing licenses to telecommunication
service providers

setting the terms and conditions of the licenses
renewing the licenses
maintaining standards of service

investigating and adjudicating on complaints
and other claims made against li censees.

59 S. S. Mehta in Kanesalingam, Privatisation: Trends, op. cit., p. 53. For
details :2e Eymard de Slva Wijeyeratne, @Privatisation: The Sri Lanka
Experience®, in Kanesalingam, Privatisation: Trends, op. cit., pp.170-73.

60 Khan and Hafeez, Consumer Lawsin Pakistan, op. cit., p. 39.
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The PTA was responsible for monitoring and regulating the
telecommunication  sector, promoting the quality,
performance and efficiency, making the services cost-
effective, acting as a vigilance commisson for dealing with
consumer complaints.6t The role and performance of PTA
has been discussed later in the same chapter.

At present, the various <rvices provided by the
telecommunication sector in Pakistan can be divided into
two categories: the basic telephone services and the value-
added services like cellular mobile phones, radio-paging,
voice-mail, email and data transmisson. Currently, thereisa
growing demand of value-added services.

Given below is an overview of the PTCL network (as on 30
06-2000

Total Telephone Exchanges 2,697
NWD Sations 1490
International Gateway Exchanges 3
Earth Station 2
Optic Fibre Cable N etwork 5,500
Total Public Call office
Urban Departmental 398
Extra Departmental 2605
Total 3,003

61 Aziz, Privatisation in Pakistan, op. cit., p. 44.
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Rural Line& Wire 508
VHF 10.256
Local 2,035
ED PCO 69
Total 12,868
Card Payphones 29,000
Total Gateway Exchanges 3

Consumer Concerns

Corporatisation and deregulation process relating to the
telecommunication sector in Pakistan has not been
adequately sensitive to consumer needs and concerns. As a
result, consumers continue to suffer a range of problems
including inefficiency in service delivery, lack of quality
maintenance, limited access, unnecessary bureaucratization,
frequent upward tariff revisions, and virtual absence of
public participation in the process of policy-making which
involves ggnificant implications for consumer.

This, however, is not the case with Pakistan alone. It may be
appropriate here to cite the example of the privatisation
experience of the telecommunication sector in Britain under
the Thatcher Government. After privatisation of telephone
sector in the UK, the price has gone up for domestic users,
and installation costs have also increased. Moreover, as a
result of privatisation, emergency calls are no longer free
and the quality of services has also come down.62

62 Mirza, Privatisation in Pakistan, op. cit., p. 139
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The concerns of consumers in Pakistan with regard to the
deregulation and privatisation programs in the
telecommunication sector are briefly discussed in the
following.

Service Concerns

The major grievances of the users of various
telecommunication servicesinclude the following:

Low quality of service, despite the fact that the
rate of digitalization of the sector is 90%. The
target fixed by PTCL is of 100% digitalization
by 2003.

Long waiting lines for telephone connections,
since there is an ever-increasing demand for
telephone connections, but the demand is not
being matched by the supply of services.

Low tele-density, which is only 2.45%%.
However, PTCL's target for fixed line tele-
density is 5.6% by the year 2003.

Delayed complaint redressal.

Excessve billing is one of the most important
consumer concerns. Just in the year 2000, the
tariff of telephone service and other charges
were raised a number of times despite the fact
that the PTCL is earning a huge profit.
Moreover, the tariff and other charges of basic
telephone services are very high despite the fact
that the government has fixed the price-cap for
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tariff of telecommunication services. In some
developed countries, the regulation of price-cap
has been widely adopted for public utilities. In
this regard, the eample of the
telecommunication sector in Japan can be cited.
In addition, after privatisation of the
telecommunication sector in Japan, the prices of
services have drastically reduced, especially for
long-distance and international call s.63

Arbitrary price fluctuations are rampant, which
are often made without any prior notice to the
consumers.

Consumers of telephone service often
complaint of dead telephones for long periods
of time. The number of total installed lines is
4.00 million, whereas the actual number of
working linesis 3.18milli on.

Since PTCL has given more connections than its
infrastructure can support, the “call completion
rate' is poor. Many times, a number does not
get dialled even if the called number is not
busy .64

Delay in shifting of telephones from one place
to other.

63 Kagami in Kagami and Tsuji, Privatisation, Deregulation and Institutiona
Framework, op. cit., pp. 17-18.

64 Sarfraz  Khan Qureshi, 2Regulatory Issues in Pakistan
Telecommu nication®, The Pakistan Devdopment Review, 37:4, Part Il (Winter
1999, p. 877.
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Non-functioning of public telephones.

Unfair practices of PCO operators (licensees of
telephone department).

Delay in publication of telephone directory is
also a concern of the telephone users, sinceit is
an obligation of PTCL to publish its directory
regularly and distribute it free of cost to the
people. The directory has not been published
for a number of years. Though in 1994, PTCL
published a directory for telephone subscribers
in Karachi, the number of copies was limited.
As a result, 36% of the consumers in Karachi
could not receive its copy.®s Given the
increasing number of telephone subscribers in
the country, at least 2.86 million directories
were needed in 1999 done.®¢ This number must
haveincreased by now.

Concentration of telecom facilities in urban
areas and neglect of rural areas.

Concerns of Internet, VSATs & Cable TV Users

The role of Internet in information dissemination cannot be
over-emphasised. But Pakistan's telecommunication sector is
relatively weak in the areas of high-speed digital
communications and satelli te-based telecoms.6” Though the

65 Syed M. Aslam, @The Delay in Publishing of Telephone Directory?,
Pakistan and Gulf Economist, August 9-15, 1999 p. 20.

66 | bid .
67 Qureshi,, 2Regulatory Issues®, op. cit., p. 877.
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Internet connectivity is inexpensive as compared to
expansion plans in other areas of telecommunication
services, and relatively less physical infrastructure is
involved in it, these areas are lagging far behind the other
areas. It can be assessed from the fact that in Pakistan the on
line population or the Internet users in the year 2000 were
merely 0.25milli on.

The consumers of these services also suffer from a number of
problems. The prices of leased lines have been about ten
times higher than the international prices,’8 which were only
lowered in 19992000, & their prices dropped world-wide.
Moreover, the PTCL being a monopolist, has restricted the
use of lines for Dialpad services. Thus, it has not allowed
information technology's advancement in the
telecommunication sector beyond a certain limit, since the
company fears the loss of huge revenue generated by long
distance international calls.®® The VSATs and Cable TV
license fees are arbitrarily increased. The price of decoder is
not stable in the market. The PTA has been receiving
complaints from people, consumers and companies but it
took two years to take action against the Cable TV operators
owing to the lack of legal framework to address problems
and issues related to the grievances of Cable TV users. It is
only now that the government has formulated rules and
regulations for them.

68 [ bid .
69 [bid .
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Universal Access to Basic Services

The telecommunication services are regarded as basic
services, which must be supplied or provided universally,
irrespective of the fact that some regions or areas of the
country are remote and isolated, or relatively less populated.
Furthermore, in telecommunications, the scope of universal
services must include local calls, access to telephone
directory, access to pay telephones, and lifeline services.
However, additional services do not constitute universal
services.”0

As far as the telecommunication services in Pakistan are
concerned, there is a marked concentration of
telecommunication services in the urban areas, where exists
a greater demand, whereas the urban areas form a low
priority area for the telecommunication service providers. It
is a concern of the consumers, particularly those dwelling in
the rural or remote areas of the country, that this rural-urban
divide in the provision of telecommunication services must
come to an end. The PTCL must not only consider the case of
the people living in isolated or less-populated places, but
also the low-income households, which can not afford to pay
much for the basic telephone services. It is significant to
point out here that in case of Japan, in order to ensure
universal service in telecommunication, the strategy of cross
subsidisation has been adopted.”

70 Masatsugu Tsuji in Kagami and Tsuji, Privatisation, Deregulation and
Ingtitutional Framewark, op. cit., p. 46.

71 Kagami in Ibid., p 35.
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Transparency and Accountability

It is dgnificant to point out that when the telecommunication
sector was corporatised, and consequently, PTC was
converted from a public enterprise to a commercial interest,
it was incorporated in the Companies Ordinance, 1984.
According to this Ordinance, the companies could not be
scrutinised by the public on grounds of ‘commercial
sensitivity'. Therefore, after the corporatisation of the
telecommunication sector, certain questions regarding
acoountability and regulation of the sector were raised.
These questions revolved around concerns regarding the
consumer complaints handling, the role of public
participation especially in tariff determination, etc. The
Pakistan Telecommunications Ordinance, 1994 raise a
serious consumer concern regarding the availability and
accesgbility of relevant information for public scrutiny.
Section 13 of the Ordinance debarred the public from getting
the information on grounds of ‘commercial sensitivity'.
Under the new arrangement, no petition could be admitted
to the Ombudsman against any irregularities committed by
the PTC, adversely affecting the interests of the consumers.”2
Thus, the scope of acoountability and scrutiny of public
services in telecommunication sector is considerably reduced
under the Ordinance. This highlights and brings to forefront
the need for other regulatory mechanisms, so that the
interests and concerns of consumers could be protected vis-
a-visthe state and the market.

Although the regulators are supposed to strike a balance

72 Mirza, Privatisation in Pakistan, op. cit., pp. 138 1401. For further
critique of the Ordinance seepp. 141-2.
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among the various gake-holders including the state, market
and consumers, there is a strong likelihood that the
regulators become biased and partial in favour of the
affluent ones i.e. state or the big business. Therefore, they
may act in favour of the “captured' or ‘vested' interests,
instead of functioning in the publicinterest at large, sincethe
regulators may have close contacts with one of the party. In
case of the PTA, its current Chairman was previously the
Chairman of PTCL. Under his Chairmanship, PTA has
attracted a lot of criticism for taking decisions favourable to
PTCL. It, therefore, needs to be analysed as to how such
posting affect the functioning of a regulatory body,
especially if these are on deputation basis. To 2minimise the
probability of “captured' or ‘vested' interests, policy
guidelines and decisions taken by the regulatory body
should be discussed in open forums where they can be
corrected by unbiased experts.°73

Regulation

Institutional regulatory frameworks like regulatory bodies
are not only meant for regulating and monitoring the
privatised sectors, particularly in case of the monopolies, but
also for ensuring competitivenessin the market and acting as
watchdogs of the interests of the consumers. In fact, the
whole process of liberalisation including privatisation,
deregulation and disinvestment becomes meaningful only
when effective regulatory arrangements are in place.
Moreover, with the aid of regulatory bodies, the

73 Muhammad Mazhar Iqgbal, 2Telecom Industry: Competition,
Interconnection Requirements, and the need for Regulations®, The Pakistan
Devdopment Review, 37:4, Part II, (Winter 1998, p. 869.
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liberalisation programs can be organised in a sustainable
manner. Regulatory bodies attempt to strike a balance
among the three stakeholders in the provision of any goods
and services, since these three stakeholders including the
service providers, service arrangers and the consumers have
different and quite often conflicting interests and concerns.
Thus, the interests and concerns of the state, market and the
consumers are supposed to be safeguarded by the regulatory
bodies, so that none of them flourishes at the expanse of the
other.

Keeping in view the post-colonial South Asian context, the
colonial legacy of disregard of the concerns of consumers
still persists, and mars the functioning of any regulatory
regime in the country. The need for the regulation of the
telecommunication sector in Pakistan acquires more
significance given the fact that Section 13 of the Pakistan
Telecommunication Ordinance, 1994, & pointed out above,
debars the public from demanding any relevant information
from the PTCL for scrutiny for the purposes of
acoountability. Moreover, in case of the telecommunication
sector, the task of regulation is more challenging, given the
fact that PTCL is operating as a monopoly as far as the
provision of basic telephone services are concerned. In
addition, the threemobil e service providing companies have
been granted protection period of ten years. Keeping in view
these kinds of protections, the need for effective regulation of
the telecommunication sector becomes manifold.

In Pakistan, the Pakistan Telecommunication Authority
(PTA) is primarily responsible for regulating the
telecommunication sector. It is dgnificant to point out here
that the Pakistan Telecommunication (Re-organisation) Act,
1996, under which the PTA was established, also includes
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provisions for safeguarding the interests of the consumers of
telecommunication services. For instance, the section 4(c)
clearly states that it is the function of the Authority to
apromote and protect the interests of the users of
telecommunication services in Pakistan®. Smilarly, its
section 21(4)(1) states that 2Every license granted under this
Act may, inter aia, contain obligations for the protection of
consumers' interest®. In the same manner, while outlining
the responsibilities of the Authority, section 6(f) of the Act
states that the Authority 2shall ensure the interests of users
of telecommunication services in Pakistan®’4 However,
despite assurances to protect the consumer interests, the Act
fail s to expresdy mention about the power of PTA to award
compensation or damages to consumers, which is a major
shortcoming in the Act?s. But it has been argued that the PTA
has the power to do so under section 23(2)(b) or may impose
it as aterm or condition in the license under section 24(4)(1)
to award damages or compensation to the consumers or
complainants.”®

Given the monopoly of PTCL over basic telephone services
for a period of 25 years, and other private companies over
mobile telephone services for a period of ten years, the
regulation of the telecommunication sector is quite
challenging for the PTA.

74 See, Pakistan Tdecommunication (Reorganizaion) Act, 1996 (XVIl of 1996,
Government of Pakistan, 1996

75Khan and Hafeez, Consumer Lawsin Pakistan, op. cit., pp. 39-40.

76 |bid. p. 41
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Chapter 4

Power Sector and Consumer Concerns

Power sector has undergone major developments in recent
years, including partial privatisation, but despite that
electricity services in the country remain substandard and
unsatisfactory. The benefits of privatisation and
liberalisation have not been passed on to the consumers,
who remain confronted with a host of problems ranging
from arbitrary price increases to power fluctuations and very
poor quality of services. The present chapter presents an
overview of the major developments in the sector, with a
focus on the post-privatisation scenario and with particular
reference to the citizen-consumer concerns.

Power Sector in Pakistan: A Historical Perspective

The power sector in the country has undergone a number of
developments during the past 53 years. It was in 1958 that
the Government of Pakistan established the Water and
Power Development Authority (WAPDA). The status of
WAPDA was of a statutory body having a legal personality
distinct and separate from the Government. Since then,
WAPDA has virtually been autonomous in the conduct of its
business.”” It has not only been responsible for supplying
irrigation water, but also controls almost the entire system of
generation and distribution of electricity in the country,

77 For details of the legal status of WAPDA, see Mirza, Privatisation in
Pakistan, op. cit., p. 119-20.
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except for the city of Karachi. The city of Karachi, which is
the country's biggest industrial centre as well as port, is
being supplied electricity by the Karachi Electric Supply
Company (KESC) functioning as a separate corporate entity
controlled by the WAPDA. Thus, the Government of
Pakistan owns two vertically integrated power utilities,
namely, WAPDA and KESC.

Power generation remained in the exclusive state control
until very recently. Some private power distribution
companies had been allowed to be setup in 196G but, under
Zulfigar Ali Bhutto's nationali zation drivein 1970, those too
were nationalized and merged in the WAPDA in 1972.

As far as the liberalisation and privatisation of the power
sector in the country is concerned, the government had
decided to privatise the sector in early 199G. However, the
government decided to retain its ownership of the hydro-
generation plants, which constitute nearly half of the
WAPDA's generating capacity. It is important to recall here
that WAPDA generates electricity from two sources, which
include the hydro and thermal sources. Electricity generation
from the hydro sources remain 20 to 30% lower than the
generating capacity of the units, because of the considerable
fall in water flow during winters. At the very beginning,
when the government intended to privatise the power sector,
it was decided that the main distribution grids or the hydro
system of WAPDA would not be privatised. As far as the
thermal power plants were concerned, they were to be
gradually privatised including the power distribution
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systemsin certain major cities.”8

For the purpose of privatising the power sector, astudy was
conducted for the privatisation of the Karachi Electric
Supply Corporation (KESC) in 1991. It recommended the
government to privatise it as a single unit comprising
generation, transmisson and distribution of electricity.

Smilarly, in 1991 afirm called International Resource Group
(IRG) Ltd. of the United States, sponsored by the US Aid,
was commissoned by the Government to prepare a
feasibility study for privatising the sector, and to make
recommendations for it.”® The Report, which came in 1992,
recommended, inter alia, the privatisation of two thermal
power stations at Jmshoro and Kot Addu, which had
installed generating capacity of 880 and 1600 MW
respectively. The report also suggested the privatisation of
Faisalabad Area Electricity Board, which was responsible for
distribution of electricity in the Faisalabad Division. Before
privatisation, however, the study suggested that the area
boards of WAPDA should be corporatised, i.e. transformed
into corporate entities before privatisation. In addition to
that, it recommended that an elaborate regulatory
framework should be put in place by establishing the
National Electric Power Regulatory Authority (NEPRA) with
the aim of regulating the privatized units and distribution
companies.

781bid., p. 45.

79 For a detailed discusson on the recommendations of the IRG Report,
legal and constitutional hurdles in its implementation and related
concerns, etc. seeMirza, Privatisation in Pakistan, op. cit., pp. 11527.

CRCP Publication 63



Power Sector

The recommendations of the Report were opposed and
criticised by various quarters. These included, among others,
the governments of the NWFP and the Balochistan. These
provinces feared that the privatisation of power stations
would affect their due share in the profits from them, which
were granted to the provinces under the Constitution.80

Meanwhile, the international fiscal institutions had begun
urging the Government of Pakistan to implement the
recommendations of the Report. The Government had
assured the World Bank that the thermal units of WAPDA
would be privatised within a specific time period. However,
the Government was unable to do so owing to some
restrictions under Articles 157 and 161 of the Constitution.
This considerably undermined the credibility of the
Government of Pakistan. Consumers were kept unaware of
this, despite the fact that they had the right to know about
such deals between the Government and international
agencies, because these decisions were likely to affect the
consumers and citizens directly .81

As far as the rationale for the privatisation of the power
sector is concerned, it is important to note that the main
justification given for its privatisation was to attract the
foreign investors.82 The dficiency gains did not constitute
any significant or primary rationale for privatisation.
Privatisation of the power sector isvital for the Government

80 Aziz, Privatisation in Palkistan, op. cit., p. 45, Mirza, Privatisation in
Palkistan, op. cit., pp. 122-4.

81 Mirza, Privatisation in Pakistan, op. cit., p. 134
82 Aziz, Privatisation in Pakistan, op. cit., p. 45.
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in order to reduce the high rate of distribution losses and
pilferage, which reached 60% in 199983

The privatisation of the power sector has been opposed on
various counts. It has been argued that the maintenance and
security of the assets like bulbs, electricity lines, poles, etc.
scattered all over the country is difficult, and their
replacement or repair is expensive and costly. There is a
huge risk involved in their maintenance and security, and
their handing over to the private sector is likely to increase
that risk. Though the Government had decided to privatise
the sector in early 199Gs, it took years to actually start
privatising the sector. In early 1994, an energy policy was
announced by the Government, which offered an attractive
price of $0.065per unit for the purchase of electricity from
anyone and anywhere in the country. It attracted a number
of foreign investors in the power sector to generate about
12000 MW of power at an estimated cost of $13 billi on
approximately.84 The €fforts for privatisation could only
materialise in 1996, when the Government decided to
privatise Kot Addu and Jamshoro thermal power plants and
the Faisalabad Area Electricity Board, as suggested by the
IRG Report. In addition, the Government decided to
privatise KESC as well .85

Initially, only 26% of the shares in the dectricity generating

83 Qultan Ahmed, 8KESC's Irrational Demand for Higher Tariff, Dawn,
Economic & BusinessReview, December 18-24, 200Q

84 Aziz, Privatisation in Pakistan, op. cit., pp. 45-6.

85 For detail s of the privatisation process of these units till 1996see lbid.,
pp. 46-7.

CRCP Publication 65



Power Sector

plant at Kot Addu were offered for sale, which was followed
by the sale of another 10% stakes.8 It resulted in the creation
of the Kot Addu Power Company (KAPCO). KAPCO had
very little Government interference, and its efficiency
increased after privatisation. However, due to a number of
reasons, including labour unrest, the WAPDA took back the
shares of Kot Addu power station, which had been sold in
1996 to the National Power of the United Kingdom. In fact,
WAPDA'’s labour union, which is one of the most powerful
unions in the country, had vehemently opposed
privatisation of the power sector.8”

Government plans to soon offer 51% shares of KESC for sale
to strategic investors. Moreover, as per the recommendations
of the Privatisation Commission, the KESC should be sold as
a vertically integrated unit3 The response of the
Government of Pakistan to the privatisation of power sector
has been slow as compared to the other sectors like the
telecommunication. One of the reasons for this is the
prolonged Hub Power Company and Kot Addu Power
Company litigation, which has only recently been resolved.

Government has been extensive efforts to privatise the
power sector, including appointment of a number of
international firms and financial advisers to supervise the
process and make recommendations regarding the
privatisation, as well as agreements foreign investors.

86 Hassan and Azfar, “Privatisation in Pakistan”, op. cit., p. 32.

87 M. Ziauddin, Waiting for the Privatisation Process to Start”, Dawn,
Economic & Business Review, December 4-10, 2000.

88 Hassan and Azfar, “Privatisation in Pakistan”, op. cit., p. 33.
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Despite all this, the Government has not been able to
complete even a single transaction. Probably, one reason
could be the fact that the procedure of privatisation has been
debatable, though there is almost consensus on the need for
privatisation.

Asfar astheregulation of the power sector is concerned, the
National Electric Power Regulatory Authority (NEPRA) was
established under the Regulation of Generation,
Transmisson and Distribution of Electric Power Act, 1997 &
recommended by the IRG Report. NEPRA is@esponsible for
providing licenses to electric power generation, transmisson
and distribution service providers, regulating the provision
of electric power in Pakistan, setting the terms and
conditions of the licenses, maintaining standards of service,
setting tariff, and if appropriate re-newing thelicense.8 The
IRG also recommended NEPRA to be a statutory
autonomous body headed by a Chairman to be selected by
the Prime Minister. Moreover, the members of the Authority
were prohibited from owing any interest in the dectric
power industry directly or indirectly. The budget of the
Authority was to be raised by user fees to be charged from
the regulated entities.%0

The Act under which NEPRA was established considerably
overlapped other legislation, including the Companies
Ordinance, 1984,Monopolies and Restrictive Trade Practices
(Control & Prevention) Ordinance, 1970 ad the Securities
and Exchange Ordinance, 1989, ad various other fiscal and

89 Khan and Hafeez, Consumer Lawsin Pakistan, op. cit., p. 35.

9% Mirza, Privatisation in Pakistan, op. cit., pp. 128-9.

CRCP Publication 67



Power Sector

commercial Acts and Ordinances.®® Moreover, it has been
commented by critics that the establishment of regulatory
mechanism like NEPRA is quite premature, since the
privatisation process of the power sector has not yet taken
off in a real sense. To quote SA. Mirza, o establish a
regulatory body in anticipation of power generation and
distribution companies competing with each other is like
setting up a police station to catch thieves while the
township is gill i n the planning stage.©92

In addition to NEPRA, the NWFP Government establi shed
Sarhad Hydel Development Organisation (SHYDO)
pursuant to the Sarhad Hydel Development Act, 1993
(NWFP Act No. 1 of 1993. SHYDO is responsible for the
regulation of generation, transmission and distribution of the
electric power by the private regulated entities in the
province.®3

Critics of the privatisation of the power sector in the country
argue that in the beginning only one distribution company
should have been privatised so that its performance could be
monitored after privatisation. After learning lessons from
this experience, the privatisation model should have been
modified and then replicated to avoid problems arising out
of the first instance. Moreover, instead of privatising the
assets of the distribution companies, their management and
operation could be leased out on contract basis for a specific
period of time. Whereas the state should have retained the

o11bid., p. 130,
92 bid ., pp. 130-1.
% |bid., p. 131
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ownership of the companies, and thus be responsible for
security. The contract could be extended on expiry, but
subject to good performance by the private companies.?

Consumer Concerns

The power sector in Pakistan has only partially been
privatised, and thus, the proclaimed benefits of privatisation
like improved quality of services and increased efficiency
have not been yet passed on to the consumers. As a result,
the problems of the consumers remain the same. Their
concerns range from poor quality service and lack of
universal service provision to the issues related to
accountability, transparency of privatisation process,
regulation and public participation. These concerns are
briefly discussed hereunder:

Service Concerns

Critics contend that the services provided by WAPDA are
one of the world’s most “inefficient” and the system is “most

corrupt”.?> The consumers have a number of serious and
legitimate concerns. These include, inter alia, the following:
load-shedding, frequent power break down, distribution or
line losses and pilferage of electricity, long list of demands
for the services, unreliable services, particularly, voltage
fluctuations resulting in damage of valuable electronic
equipment, slow electrification of remote or rural areas,

9 Syed Hassan Nawab, “Privatisation of Electricity Distribution”, Dawn,
Economic & Business Review, November 27-December 3, 2000.

% A. A. Islahi, “Current Privatisation Barren in Objective Terms”, Dawn,
Economic & Business Review, Jan 1-7, 2001.
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which is a low priority for the government, electrocution due
to lack of safety arrangements, etc. In addition, there are
complaints which an ordinary consumers faces in his or her
dealings with the distributors. According to WAPDA'’s own
statistics, the frequency of some major kind of complaints in
a month is as given below:%

i. Incorrect meter reading 38%
ii. Revision of detection bills 16%
iii. Excessive/accumulated units 7%
iv. Non/late receipt of bills 3%
v. Amount paid but not posted 3%
vi. Change in tariff 1%
vii.  Replacement of defective meter 9%
viii.  Miscellaneous 23%

In addition, frequent and prolonged load-shedding in both
urban and rural areas, despite assurances of successive
governments, continue to create inconvenience for
consumers. Commenting on the recent load-shedding, Dr.
Mahnaz Fatima maintains that the previous governments
had to appease the people in their constituencies, therefore,
they tried to prevent electricity load-shedding by all possible
means. However, the present government, which has no
plan for elections and has no constituencies, has started
unabashed load-shedding in the city of Karachi, which is the

9 Report by Committeeon Improvementsin WAPDA, November 1996,p. 20.
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major industrial centre as well .97 At present, there are about
1.2 million power consumers in the city of Karachi alone,
which are provided electricity by KESC.

Only one power line connects the premises of the consumers
with the distribution system, and in case of fault in the
connection line, the consumers have to face power break-
down, which are particularly frequent in the rural areas, and
at times prolong to many hours a day, if not for days. The
city of Karachi faces frequent power tripping and break
down. This is because there are four industrial estates in
Karachi, and the dectricity demand of the city is increasing
at an average of 8% every year. In addition, the transmisson
system of KESC is quite old and unmaintained, and thus, has
become very tripping-prone for normal power supply, what
to talk about heavy load.?® Thus, the consumers are left to
the mercy of the service providers and distributors.

In 1999the distribution losses and pilferage in KESC reached
60%, athough the official figure in this regard was that of
44%. Moreover, only 53% of the consumers paid bills. The
‘kundas,' which are used in power theft, were estimated at
450,000.This figure must have increased by now given the
fact that the punitive action against those guilty of pilferage
is not much effective. However, the target of 36% reduction
in line losses has not been achieved by KESC.?9 Smilarly,

97 |bid.

9% Syed M. Aslam, @Power Failures Again® Pakistan and Gulf Economist,
October 25-31, 1999 p. 49.

99 Sultan Ahmed, 8KESC Ir rational Demand for Higher Tariff®, Dawn, Dec
18-24, 2000
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acoording to an estimate, 27.% of electricity of WAPDA is
being lost due to pil ferage and other mal-practices.1200n one
hand, WAPDA needs to increase its revenue generation
capacity and, on the other, reduce the rate of line losses and
power theft, since it can directly benefit the consumers by
reducing over-billi ng.

WAPDA & KESC have to overcome power theft and
corruption in their organisations. Grosdy inefficient staff
needs to be made more dficient, and over-staffing must be
checked. However, it isimportant to adequately addressthe
labour concerns regarding compensation, so that the
magnitude of opposition to privatisation from the labour
unions could be decreased. It has been pointed out that the
country's antiquated and out-of-date laws relating to labour
are one of the seriousimpediments to privatisation.101

Another significant consumer concern is the issue of the
replacement of a private company if it does not perform or
fail s to perform satisfactorily. In such a case, the people are
left with no choice but to suffer due to non-performance or
tolerate poor quality services. Thisis because the cancell ation
of distribution license and selling it to another private
operator is a time-consuming issue, involving legal
complexities. This whole process of cancellation of license
and its issuance to a third part may take years, and
consumers in the meanw hile would have no way out. Thus,
there is a need to evolve such a mechanism whereby the

100 Mirza, Privatisation in Pakistan, op. cit., p. 132

101 sultan Ahmed, @mpediments to Profitable Privatisation®, Dawn,
Economic & BusinessReview, December 11-17, 200Q
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private distribution companies could be replaced by new
ones, if they fail to perform well, without disturbing the
existing system of supply of electricity.192Following is a brief
profile of power generation and consumption.

Electricity Generation by Source

1. Hydel 34.3%
2. Nuclear 0.45%
3. Gas 29.3%
4. Coal 0.8%

5. Oil 35.2%0

Electricity Generation by Company

1 WAPDA 85.8%
2 KESC 10.1%
3 KANUPP 0.4%
4, KAPCO 14.%%
5 HUBCO 8.2%
6 Other IPPS  8.3%.

Electricity Consumption by Sector 1989 1999

1. Domestic 44 .8%
2. Commercial 5.6%
3. Industrial 28%

102N awab, ?Privatisation of Electricity Distribution®, op. cit.
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4. Agricultural 13%
5. Bulk Supplies 7.%%
6. Stred Light 0.7%0

Electricity Consumption by Province

1 Punjab 25244/ GWh
2 Sndh 9920

3. NWFP 6243

4 Balochistan 1687

5 Total GWh 43094

Pricing & Tariff Concerns

One of the most crucial consumer concerns is related to the
pricing of electricity services. Some people expect that as a
result of privatisation and the consequent competition in the
sector, the dectricity bills will be reduced. However, on
analysing the power sector privatisation, one can easily
conclude that privatisation in its real sense, which ensures a
healthy competition, increased efficiency and improved
services, has not in fact taken place. It is generally argued
that privatisation in its true essence should have not only
resulted in improved quality of services but also in reduction
of prices. On the contrary, the fact is that consumers of the
power services are complaining of excessve billing. The
prices of electricity have gone much higher, and are likely to
go up further. It has been asserted that expecting the
electricity prices to fall after privatisation seems to be
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“unrealistic1%. This is because the consumers are paying not
only for the electricity actually consumed, but also for the
upgrading and expansion of the system to meet the
increasing demands. Here the example of the British
experience of the privatisation of electricity seems pertinent,
where as a result of it, the power consumers are paying the
lowest electricity charges in Europe.1%

In 1995 and 1996, there were sharp increases in the power
tariff, which adversely affected the middle and upper
income groups. Rise in the tariff can be assessed from the
fact that the domestic power rates for 1000 kwh of electricity
trebled during 1989-96, i.e. from Rs. 989 to Rs. 2,738.1%5 The
sharp increases in power tariffs do not end here, the
WAPDA and KESC have been continuously demanding
upward tariff revision from the NEPRA.

For instance, a few months back, KESC demanded an
increase of 32.7% within next 18 months. The demand
included an increase of 15% from November 1, 2000, and 8%
more from July 2001 and then again 8% in July 2002. NEPRA
allowed KESC an interim raise of 13 paisa per unit of
electricity. What is alarming to note here is that the Ministry
of Water and Power pleaded the case of KESC before
NEPRA.1% The ground on which this demand was made is

103 Tbid.

104 Kagami and Tsuji, Privatisation, Dereggulation and Institutional Framework,
op. cit., p. xi.

105 Parvez Hasan, Pakistan’s Economy at the Crossioads, op. cit., p. 300.
106 Sultan Ahmed, “KESC Irrational Demand for Higher Tariff”, op. cit.
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the increase in the price of furnace oil. It is interesting to
point out that recently the prices of furnace oil have come
down in the wake of its deregulation by the Government,
but the private companies have not given any indication of
lowering down the rate of tariff. However, one way of
decreasing the power ratesisto reduce power theft and line
losses. Moreover, the non-payment of bill s by the ruling elite
and certain government quarters must also be checked. It can
significantly help in lowering down the tariff.

Arguably, acomprehensive pricing model should have been
developed prior to privatisation, covering the dectricity
prices at generation, transmission and distribution levels.107
Without addressng the consumer concerns related to the
crucial issues of pricing and tariff, the drive for the
privatisation of public utili ties can hardly be made successful
from people's perspective.

Universal Access to Basic Services

The Sate is responsible for providing the basic and essential
utilities to all the citizens of the state irrespective of their
locality, economic status, ethnic identity, etc. The supply of
electricity must be viewed as a state responsibility, rather
than from a purely commercial viewpoint. Moreover, the
electricity must remain affordable for a common man even
after privatisation. Getting uninterrupted supply of
electricity constitutes a basic right for every citizen.

Given the fact that in Pakistan, the number of power
consumers is far less than developed countries, there is a

107Nawab, ?Privatisation of Electricity Distribution®, op. cit.
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need of rapid electrification of the remote and rural areas. It
is also argued that in case of electricity services, the state is
also responsible for the security and maintenance of the
distribution systems.!%8 Following charts show the nature &
growth of varies categories of power consumers.

Consumers by Economic Group (%age to total)o®

Fiscal
Year Bulk
) ) ) ) ) Public Supply
(Ending | Domestic | Commercial | Industrial | Agricultural Lighting and Total
30th Traction
June)
1960 76.64 17.98 4.23 1.06 0.06 0.03 100.00
1970 72.70 18.04 5.22 3.95 0.05 0.04 100.00
1980 74.69 17.75 3.83 3.65 0.05 0.03 100.00
1990 79.58 15.85 231 2.18 0.05 0.03 100.00
1999 82.52 14.05 1.76 1.60 0.04 0.03 100.00

Annual Increase in Consumers by Economic Group (%age
Change)t10

Fiscal | Domestic | Commercial | Industrial | Agricultural Public Bulk Total
Year Lighting Supply
(Ending and

30" June) Traction
1961 14.85 14.85 19.84 41.30 9.00 30.86 15.34
1970 9.48 9.80 9.89 8.72 3.24 12.73 9.53
1980 11.83 7.14 6.16 6.57 12.32 4.32 10.54
1990 7.68 4.80 3.76 3.95 6.34 6.12 7.03
1999 5.39 8.61 1.90 1.48 1.36 2.34 5.70

108 Tbid.

109 Pakistan energy year book, 1999.
110 Tbid.

CRCP Publication 77




Power Sector

Regulation

In Pakistan, despite privatisation of certain units and coming
in of Independent Power Producers (IPPs), the generation of
electricity is still largely in the public sector. Any regulatory
framework, therefore, needs to attain its envisaged objectives
not only in the context of competition among private
companies/units but also vis-a-vis government which has
monopoly or significant control in certain areas. This
complicates the things as any regulatory body becomes
vulnerable to influences not only from private business but
also from government which participates in the process as a
corporate entity.

At present, NEPRA is regulating the tariff of the power
distribution companies which they charge from the
consumers, but the Authority has no power to regulate the
prices which the distribution companies pay to the
government for the purchase of electricity. This may result in
arbitrary increase in the rates of electricity by the
Government, having a direct bearing on the consumers of
electricity, but NEPRA is unable to regulate it, and hence, its
role remains ineffective.!!

Under the Regulation of Generation, Transmission and
Distribution of Electric Power Act, 1997, NEPRA is bound to
safeguard the interests of the consumers vis-a-vis the state
and the market. A number of sections in the Act ensure the
protection of the interests of consumers of the power
services, or deal with the consumers. These sections include

111 Mirza, Privatisation in Pakistan, op. cit., p. 153.
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the following!z Section 7(6) reads as: @n performing its
functions the Authority shall protect the interests of the
consumers.® Section 31(2)(a) states: 2Whil st determining the
tariff the Authority shall protect consumers against
monopolistic and oligopolistic prices.® Section 31(3)(b) states:
aWhil st determining the tariff the authority shall provide an
opportunity for customers and interested persons to
participate meaningfully in the tariff approval process®
According to the Section 39(1), 2Any interested person may
file a written complaint with the Authority against a
licensee' Section 46(2)(f) reads as: The Authority may make
rules for the procedure to resolve disputes between
consumers and licensees.®

Though the Act envisage certain mechanisms for complaint
redressal, the power to award compensation or damages to
consumers in not clearly stated, and the Act does not
explicitly pronounce that NEPRA can award compensation
to aconsumer or an end user in respect of acomplaint. Ifitis
not within the jurisdiction of the Authority to award
compensation and damages, it is a major shortcoming in the
Act from the consumers' perspectivell3 However, it has also
been argued that under the section 7(6) NEPRA has the
power to do so, or it may impose it as aterm or condition in
the license under section 24(4)(1) to award damages or
compensation to the consumer or complainant.114

112 See, Regulation of Generation, Transmission and Distribution of Electric
Power Act, 1997 (XL of 1997), Government of Pakistan, 1997

113Khan and Hafeez, Consumer Laws in Pakistan, op. cit., p. 35-6.

1141bid ., pp. 37-8.
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The private power generating companies, from which the
Government buys electricity, present another case, which
urges the need for effective regulation. The price of
electricity per unit, which is sold by these companies to the
Government, is 2one of the highest in the world®. 115
Moreover, the NEPRA is not responsible for ensuring
environmental protection, and thus, take any action against
those power-generating units that cause serious
environmental damages. Environment needs to be protected
against any harm, since it is a legitimate concern of the
people.

From consumer perspective, NEPRA has not been up to the
mark in ensuring meaningful public participation in its
proceedings on issues which directly affect consumers and
citizens. Although it held public hearings but the quality in
terms of allowing consumers enough time to make their
point or submit their point of view after engaging expertise
in the private sector was not always maintained. For
instance, in November 2000,NEPRA provided accessto the
proposed Automatic Fuel Adjustment Formula just one day
before the public hearing and thus precluded consumers and
citizens from examining the formula independently. NEPRA
also compromised on its financial autonomy by allowing
government to submit only a token amount of RS. 1000for
the disposal of its tariff petition. Any decision which has
implications for NEPRA's autonomy is likely to undermine
consumers' confidence in the regulatory arrangement and
hence can derail the whole privatisation process by
triggering a political backlash.

115Mirza, Privatisation in Pakistan, op. cit., p. 156
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Transparency and Accountability

Transparency and accountability are the key-conceptsin the
good governance  discourse. Transparency and
acoountability in the conduct of and decision-making in the
power sector can considerably check malpractices,
corruption, incompetence, etc. Here it will be appropriate to
refer to the controversy on IPPs (especially in the case of
HUBCO) which could have been avoided by following
procedures transparently and by making all the relevant
information avail able to the media and citizens. Asthe deals
were shrouded in secrecy, many objected to the deals and all
kind of speculations about kickbacks created what was no
less than a crisis for power sector with significant
implications for the national economy and consumers. If
these deals provide any lesson, it is that such agreements
should never be taken in secrecy and without inviting
informed public discusson on relevant aspects. Since it is
feared that regulators are likely to become under the
influence of corporate interests, it isvery important that they
conduct their proceedings in transparent manner by
involving all the stake-holders, particularly the consumersin
a meaningful way who are often the most vulnerablein view
of being unorganised. NEPRA, at the best, presents a mixed
record. It has performed well as compared to other
regulators in Pakistan but lately there exists evidence to
show that it had started obliging WAPDA without
justification under Government pressure.
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Conclusions

The deregulation and privatisation processin the context of
public services has not been adequately sensitive to
consumer needs and concerns in Pakistan. Although it is
recognized that this process sould be pursued with the aim
of restructuring and reforming the related sectors, the fact is
that short-term considerations such as attracting foreign
investment and raising funds to reduce budget deficit or
retire debt often assume greater significance in taking actual
decision. In this way, not only consumer interests are
compromised but also greater complexities are created for
the national economy. Until very recently, the privatisation
and deregulation process was underway without any
privatisation act in place. This had resulted in controversies
not only on the objectives of privatisation but also about
procedures and lack of transparency with regard to different
deals. Now, however, a privatisation act has been
promulgated and the country, for the first time, has the
legislative frame-work to pursue the privatisation program.
Despite this, keeping in view the past experience, there are
various consumer concerns which need to be addressed
while moving ahead with privatisation, especially in the
context of public services.

First of all, privatisation and deregulation programs should
be implemented not as if they are objectives in themselves
but as integral parts of over-all restructuring and reform
process based on socio-economic and political realities. It is
asserted that the deregulation and privatisation process
should not be made hostage to short-term economic
considerations, rather it should take into account the
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guestions of universal access to basic services, equity, free
competition, regulation to forestall any development
towards creation of monopolies and cartels and vulnerabili ty
of marginalised consumers. Experience of deregulation and
privatisation until now showsthat at least in some situations
it has resulted in the emergence of cartels. Furthermore, as a
result of corporatisation of some public utilities, investment
in terms of expanding facilities in the rural areas has
decreased, whilethe enphasis has shifted towards providing
value-added servicesin the urban areas.

The whole privatisation process assumes the existence of
competition in the private sector which would bring in
efficiency, improved quality services, foreign investment and
even decrease in prices. In the context of Pakistan, however,
this assumption does not appear valid in some situations
where markets are not developed or the socio-economic
situation is such that a competitive environment does not
exist. The situation becomes further complex in the case of
public services which are considered natural monopolies.

The importance of autonomous regulatory frameworks in
the post privatisation phaseisrecognized world over. In fact,
the process of privatisation and setting up of regulatory
bodies must go hand in hand in order to protect consumer
interests and ensure socially responsible market practices. In
this context, Pakistan too has st up regulatory bodies for
electric power and telecommunications. These authorities
are supposed to work independently with the aim of
mediating among the various gake-holders such as business,
government and consumers. These regulatory bodies,
however, suffer from several problemswhich include:
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1. Unnecessary governmental interventions, often
motivated by short-term considerations, with
significant implications for the credibility of the
regulators;

2. Regulators in some situations lack capacity to
independently evaluate the performance of utilities,
especially in the processof determining tariff.

3. Until now, it is very common in Pakistan to post
people from the public sector utilities in the
regulatory bodies. Often, they are posted on
deputation and thus have an interest to go back to
their parent department. This practice undermines
their capacity to play an impartial role vis- -vis the
public sector monopolies.

4, Regulatory frameworks do not make it mandatory
for the regulators to hold public hearings and ensure
consumer participation. As a result, at times, the
regulators under influence from government or
affluent service providers, decide not to hold public
hearings.

5. Even when public hearings are organized, little
emphasis is given to ensure quality of participation
by ensuring timely access to necessary documents,
reports and data. At times, such information was
totally denied.

The whole regulatory framework does not appear promising

particularly in a situation where consumers are not
organized enough to regularly monitor the market situation
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and make expert input to the policy-making processes or in
the regulatory activities. The result is that they remain the
most vulnerable in the whole regulatory system, as the
organized business has all the resources to establish and
plead its case with all the technical backup but consumers do
not have such resources at their disposal. This clearly
underlines the need of a powerful consumer movement in
the country which is until now very weak and lacks in
capacity to make full use of available avenues for public
participation with the aim of protecting consumer interests.
Government must also realize its responsibility in thisregard
and come up with initiatives and programs through which
consumers could be organized and facilitated to play their
duerole.
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Consumer Rights Commisdson of Pakistan

Consumer Rights Comm ission
of Pakistan

Consumer Rights Commisson of Pakistan (CRCP),
established in 1998, is an independent, non-profit, non-
political and non-governmental organisation, which is not
supported by any industry or commercial sector. CRCP isthe
first comprehensive consumer rights protection body in
Pakistan approaching theissuein holistic terms.

Mission Statement:

To articulate and promote the interests and rights of
consumers at all socio-economic levels, and facilitate the
emergence of an organised consumer movement in Pakistan.

Aims and Objectives:

To encourage and support the formation of
consumer groups and organisations at all socio-
economic levels of society.

To create awareness among different categories
of consumers, especially the marginalized
groups about their roles, rights and
responsibili ties.

To undertake advocacy and lobbying activities
for the enactment and implementation of
improved legislation on consumer protection.
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Consumer Rights Commission of Pakistan

To intervene on behalf of consumers, while
seeking active support and participation of
existing consumer groups, where a regulatory or
redress framework is available.

To encourage greater coordination among civil
society initiatives and individual efforts for
consumer protection.

To improve understanding of existing and
emerging issues concerning the consumer
protection at the grass roots and policy-making
levels.

To take appropriate measures to check unfair
trade practices including misleading product
information, and supply of substandard goods
and services.

For information, suggestions, complaints, membership and

donations:

CONSUMER RIGHTS COMM ISSION O F PAK ISTAN
P.O. Box 1379, Islamabad, Pakistan.

E-mail: crcp@comsats.net.pk

Web Site: http:/ /crcp.sdnpk.org
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