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The Electricity Problem Requires Public Institutions. 


Separating Market Operations and Social Policy





by Robert Blohm





The August 18th Blackout seriously damaged Indonesia's economic competitiveness, as the nation emerges from the 1997 collapse of crony capitalism. That collapse left it to international lending agencies to be the foreign investor of last resort and to merely pressure Indonesia to modernize. Indonesia needs to take the initiative to end insider policy-making and engage the population in the development and enforcement of fair policies and rules, through public institutions that are open and accountable. 





As Indonesia struggles to restructure its electric industry on an efficient market basis, opponents and advocates of the process agree that publicly accountable institutions are a prerequisite--the main conclusion of the report by Fabby Tumiwa for the Working Group on Power Sector Restructuring. So, while the government redrafts the 2002 electricity law rejected by the Supreme Court, the Blackout should hasten establishment of the Electricity Market Supervisory Board. 





Electricity is sold at the same single price all over Indonesia. The electricity price in Indonesia has no relation to supply, to demand, or to the cost to produce electricity, which is higher in remote areas like West Irian and lower in areas closer to the main Java-Bali power grid. The single price merely transfers the excess money people pay for electricity in Java-Bali to the people in West Irian who pay less than the cost to produce electricity there. The same applies in the Java-Bali grid itself, where power flows from east where there is excess supply, to west (Jakarta) where there is not enough supply to meet the demand. The power flows through the single extra-high-voltage transmission line that shorted-out at the time of the Blackout, first disconnecting East Java from West Java, and then causing the Suralaya plant in West Java to switch off because it was overloaded by too much demand, and the Paiton plant in East Java to switch off because it was suddenly producing too much excess power. Finally, sudden loss of the Suralaya plant caused the West Java system to collapse. The Komisi VII 











parliamentary energy committee inquiry and the blackout investigating team must examine why PLN wouldn't or couldn't shed more demand in West Java. Cutting demand could have prevented units of the Suralaya plant from automatically cutting off. 





If consumers paid a higher price in West Java and a lower price in East Java, demand would have been lower in West Java and higher in East Java, and the plants might not have switched off and the blackout not occurred. Good managers say "Let me solve the problem with the resources I have", not "Give me the resources to solve the problem." Therefore, the most basic solution is not to build another transmission line along southern Java to maintain the single electricity price that promotes overdevelopment of West Java at the expense of East Java. Even if such a line were built, only the consumers in West Java should pay for it. 





In electricity, Indonesia needs to separate market operation from social policy. The Java-Bali interconnection can clearly operate on the basis of market prices related to cost and location. The government should separately use general tax revenue, not the electricity price, to reduce the electricity price of regions where it seeks to promote development and encourage industry. Once foreign investors are convinced Indonesia's electric system is operating increasingly efficiently and fairly, ultimately the undersea transmission line will be built connecting coal-and-gas-rich Sumatra to Java-Bali, adding 2000MW of supply to Java-Bali from the west and significantly reducing the east-to-west flow in Java-Bali. As well a transmission connection will be made to Malaysia, contributing to the industrial development of Sumatra including extension of the transmission grid into Aceh in the far north, and to the promise of a reliable and efficient energy-based Indonesian economy at one end of a Southeast Asian transmission grid.





An efficient, open and fair market itself, maintained by strong publicly accountable institutions, is the "Res Publica! Once Again Res Publica!" in the title words of the nation's founder Sukarno's 1959 manifesto. That means the public "good" that is the public "interest" and prosperity, not the public "property" controlled by the economically inefficient bureaucratic state.





Robert Blohm is an expert in electricity markets and electric reliability.
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Photo caption: 500 kilovolt extra high tension transmission line in Cirata-Saguling, Purwakara, West Java.  This supplies electricity for the industrial area in West Java.








