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In his paper, Mr. Zulqarnain Anjum aimed at showing that the subscription of the private sector in the power sector was incomplete and skewed in favor of private investors. He divided the paper into six sections, two of them make the introduction and the conclusion and in two other sections he consecutively articulated the global trend of privatization in infrastructure and the structure of the power industry in Pakistan. The substance of his paper is found in the remaining sections IV and V. Section IV is devoted to describing the establishment and agreements of what he considered a typical private sector power generating company, the HUBCO, and in Section V the writer analyzed the reasons why the Pakistani system of power generation-cum-transmission and distribution failed.

Although the writer’s selected title of the paper is “financing sustainable infrastructure” which indicates that his focus is expected to be on the problems of mobilizing funds for public utilities and other industrial and agricultural infrastructures in a way that can afford their sustainability, the purpose of his paper, as stated in 1.3 came to be  “to examine the private sector participation in power generation in Pakistan in order to study its impact on the financial health of public utilities.” This is completely a different issue than what the title point out to. The papers actually deals with the effect of having the public sector’s companies in Pakistan buy electricity from private generators in terms of profit/loss results that accrue to the Pakistani public utility’s agencies. And the discussion throughout the paper centered, not on financing infrastructures nor on their sustainability, but on the sustainability of losses by these agencies.

I do not dispute with the writer that what he described makes a real failure of the system, but I take exception to rationalize this main conclusion in a way that differs completely from the writer’s.

The writer’s argument runs as follows: Pakistan opened its power generation market to the private sector; a HUBCO came in with a government support to impose unbalanced agreements on both its fuel suppliers and its customers (public transmitters and distributors) as well as on the government of Pakistan and its central bank. Implicit in the paper, although the writer never explained why, is a stipulation that other independent power producers (IPP) were afforded similar privileges. This resulted in the publicly owned and run transmission and distribution agencies accumulating huge losses that they could not pass on to the consumers because of rigid tariffs and/or inability of consumers to pay such high prices. 

In fact, all the points that the writer counted in section V, the exchange rate losses, the market risk, the fuel price risk, the convertibility risk, the political risk and the high rate of return awarded to investors in HUBCO fall under this result that is solely caused by the privileged contracts awarded to the IPP. In other words, the problem is favoritism in granting privileged contracts and failure of negotiation on equal terms with the private investors or failure of maintaining a competitive play ground in the power industry rather than partial privatization as the writer thought and tried, but failed, to convince us. There is nothing in the paper that draws a causal relation between partial privatization and the accumulated losses of the public utilities. In fact, the argument for privatization, whenever there is a way to maintain both inclusiveness of the price to all direct cost and social cost and exclusiveness of free riders, remains as it has always been:  the inefficiency of the public sector because it lacks the self-interest motives. Part of it, no doubt, is the prevalence of favoritism. 

In subsection 5.1, the writer tells us that there is another alternative to complete privatization that may also solve the problem of losses. This alternative, he says, can be sought in making the public sector component of the power industry efficient to a degree that absorbs the participation of the private sector in other components such as generation. What kind of efficiency can remove favoritism? It is efficiency in the high-power transmission network? Or is it efficiency in the credit and collection department of the public agencies? Or is it efficiency in using improved computer software in pricing power to final consumers? It seems to me that there is no kind of efficiency that can solve favoritism except subjecting each player to the conditions of competition or at least a structured form of competition that makes favoritism in contradiction with the players’ self interests.

Furthermore, if efficiency is a solution why did the writer skip a third alternative that is revising the public sector’s performance and policies for the purpose of making it efficient any way and without any privatization at all? In his paper the writer led the reader to feel that this alternative deserves more and serious attention, especially that the he told us that WAPDA is most efficient in power generation since the cost of generation in both its thermal and hydro electricity is extremely low compared with the cost of all the IPP! 

At this stage I like to digress in order to cover two points the writer did not cover. One what framework can Islamic finance offer to mobilize funds for infrastructure; and, two how can public and private sectors harmonize their contributions to infrastructures.

Private Financing of the Public Sector

Granted that infrastructure projects usually require huge amounts of investment, affect all sectors of the economy and the society at large, directly touch on principal concerns of masses of consumers in a manner that blows up their political implications and determine the direction and sustainability of economic development, the Islamic finance principles and approaches can contribute to enhance the potentiality of private sector’s involvement in financing infrastructure projects.   

Besides allowing the private sector to undertake the execution and financing of specific infrastructure projects on the contractual basis of Istisna[ and Murabahah, the public sector can use private financing for its project by floating Ijarah and Mudarabah certificates. Both kinds of certificates do not deprive the public sector from the management and policy determination rights. The Mudarabah certificates provide private financing for return promising (income generating) projects such as power production and distribution. These certificates can be issued on the basis of sharing either gross income, like toll proceeds of a road, a bridge or an entrance-fee-based public park. They can be based on net income sharing as usually known in the accounting of business projects 

On the other hand, Ijarah certificates can be used for mute or non-income-generating projects such as universities and airports as well as for income generating projects. In more that one paper on Ijarah I pointed out that Ijarah certificates, and the Ijarah contract for that reason, are very flexible in such a way that they can be structured in a multiplicity of formats that make them amenable to the short and long term needs of a given project. So is the synchronization of the timing of both the certificates principal and its rentals (dividends). Certificate Principal can be mobilized in one lump-sum payment or on installments; it can be collected before the beginning of the actual construction of the project as well as during it. The dividends can start paying before or after the beginning of construction; they can be fixed, declining or increasing; and they can combined with principal repayment in a way that makes the total payment to certificates’ holders fixed or variable. 

Additionally, Ijarah and Mudarabah certificate help in developing an Islamic capital market that facilitates the job of underwriting and floating other certificates and stocks and providing funds to funds-hungry businesses and infrastructures.

Harmonizing the Private Sector and the Public Sector in Public Utilities

On the basis of the experience of Pakistan power industry, at least as described by Br. Zulqarnain Anjum, and let alone the political influences and favors in granting foreign contracts that only God knows what kickbacks were associated with them, it seems that the private and public sectors can be harmonized if each producer is allowed to market its own products without interference of others nor permitting them to hinder a producer’s marketing efforts. This can be done with minimum regulation and without all these agreements that the writer eloquently described. 

Since transmission and distribution require, at the present state of technology, cable networks that are costly to be duplicated by each energy producers, the owners of these networks must be required to transfer electricity of any producer at a price that is determined fairly. This fair price of transmission and/or distribution can be determined by an equation that allows networks owners to exercise a monopolistic power not greater than the maximum they exercise against their own customers.

Hence, if we take out from the final price of electricity they charge their own customers, at any point of time, the bare cost of their own production the left segment of the price represents the maximum charge they get for transmission and/or distribution from their own customers because it is based on having zero profit on their production. This is the price they network owners should be allowed to charge other producers. 

Once the rules of the game are known and announced then any private or public producer of electricity can enter this industry and market its product without any need for capacity agreements and without selling its production to another company or agency except in the case of mutual agreement because the buyer has customers for what it is buying and the seller has excess capacity available for additional output. Transmission and distribution lines and networks become like highways that accommodate private and public cars and each new comer anticipates its cost and revenues on the basis of market information and expectations. 

Why didn’t the government of Pakistan take this route is a question that must be addressed to the decision makers in Pakistan. I believe that the claim of the high foreign component of energy production does not withstand the argument that profit hungry foreign investors like to grab an opportunity once available in Pakistan as well as in other countries and the decisions makers in Pakistan and unfortunately in most developing countries are not keen to open up in a rational and competitive manner and prefer, under all kinds of claims, to conduct business through side corridors’ agreements instead of setting clear and transparent rules of the play!
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