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Background
The electricity industry in Orissa
State (population 35 million peo-
ple) of India has been restruc-
tured and privatised. Generation,
bulk, and regional distribution
have been split into different
businesses, Indian and multi-
national capital companies have
taken over ownership, and the
institutional stage would appear
to be set for profitable growth
and development.

But all this in itself makes little
difference to what actually hap-
pens at the village level. Most of
Orissa’s 39,000 villages are nomi-
nally ‘electrified’, but over a quar-
ter of all the power that is sup-
plied to them is stolen, and in
some rural districts less than a
fifth of that part of the power that
is invoiced is ever paid for. Meters
are absent, broken or unread,
bills are wrong, undelivered or
ignored, and field staff respond
only to threats or to bribes. Trans-
formers are burned out because
transmission cables are shorted
and the loads are unknown, and
they remain un-repaired because
they will only be blown again

(Figure 1). Power may only be
available for a few hours a day,
or a week, and widely varying
voltages frequently damage con-
sumers’ appliances.

`The tariffs for small domestic
consumers, and for irrigation
pumps, are in any case set well
below the marginal cost of power
to the distribution companies, but
it is intended that the losses
should be cross-subsidised from
the profits on power supplied to
industrial users. The companies
can never make a profit on rural
power, but in the present circum-
stances their losses are such that
it would make more sense to
withdraw altogether. This is not
permitted by the Government
Regulator, and it is said that the
private owners of at least one of

the four regional distribution
companies in Orissa are consider-
ing cutting their losses and return-
ing the whole business to the
State. This would undo the whole
restructuring process, which is
being presented as a model for
the rest of India. The power is
not worth paying for, and there-
fore is not paid for; the vicious
circle spirals downwards, and
there appears to be no remedy.

Micro-privatisation; a new
approach
A new micro-privatisation initia-
tive, however, appears to have
the potential to make an improve-
ment. A study by the Xavier Insti-
tute of Management (XIM) in
Bhubaneswar found in 1996 that
in a few villages the people them-
selves had got together in an
effort to put things right. They
were informally collaborating
with the local linesmen, often
with informal inducements, to
control unauthorised power use
in their villages(Figure 2), and to
facilitate meter reading and bills
collection, in return for improved
power supply. In one case the vil-
lage people had even paid for a
new transformer.

We concluded that it might be
possible to learn from these infor-
mal initiatives, and actively to
promote similar local groups to
take over the village level distrib-
ution task from the power sup-
plier. Several attempts were made

Micro privatisation de la distribution d’énergie en mileu rural
Cette initiative pourrait améliorer l’offre, actuellement défaillante,
d’électricité a Orissa en Inde. Parmi les principales mesures, il convient de
relever : une gestion plus efficace quand elle est prise en charge par une
organisation intéressée aux résultats et ayant des responsabilités et des
primes clairement définies. Les groupements communautaires ne devraient
pas etre assujeties à des responsabilités complexes et différentes. Les
intéressés devraient être motivés par la possibilité de réaliser des bénefices
perçus selon des règles établies et si nécessaire les bénéfices pourraient
être fractionnés.
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Figure 1: Semi-derelict sub-station
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to persuade DfID and other
donors to fund a small experi-
ment, without success. In 1999,
however, when the privatisation
of the regional distribution com-
panies had been completed, the
management of BSES, the owners
of WESCO and two others of the
four companies, agreed to finance
XIM to undertake a pilot experi-
ment with 100 villages in Bargarh
in the North Western part of the
State. They did this without any
donor support, and not out of
‘social responsibility’. They
realised that this form of commu-
nity development might be a
good investment.

In the event, it has been
exactly that. Cash collections from
the 100 villages increased from
about $34,000 in the period from
August 1998 to February 1999, to
$71,500 in the same period a year
later, after the committees had
been formed. The extra collec-
tions covered the cost of XIM’s
work, at $275 a village, in about
five months. Payment to XIM is in
any case strictly by results, as a
proportion of the increased col-
lections.

The ‘community enterprise
promotion’ procedure
This success has achieved by fol-
lowing a more or less standard-
ised procedure. After some false
starts with NGOs and other inap-

propriate intermediaries, the fol-
lowing system was evolved:

● A team from XIM explains the
potential benefits to village
meetings.

● After a maximum of three
meetings the villages form
committees, including the
linesman as an ex officio
member, and appoint a Village
Contact Person (VCP) from
among themselves.

● The XIM team helps the com-
mittee and the VCP to collect
together and present their
grievances to a WESCO man-
agement representative.

● WESCO and the committee,
with mediation from XIM, set-
tle (in a maximum of 10 days)
billing errors, long overdue
amounts for undelivered
power and so on.

● Committee persuades (by
example) consumers to pay
first instalment of reduced
overdues, as agreed.

● The WESCO representative
agrees with VCP on a cash
collection day, comes to vil-
lage and takes cash.

● Illegal consumers are per-
suaded by committee either to
unhook or to accept legalisa-
tion, to pay a $10 connection
charge and receive a meter.

● WESCO implements supply
improvements as necessary
(reduced illegal load and
reduced consumption because

of metering often make this
unnecessary).

● WESCO pays the VCP a fee for
each meter reading and each
bill delivered, amounting to
about $5 a month for a typical
village. This is an appreciable
sum for an otherwise un- or
under-employed person.

● Consumers continue to pay
regularly at monthly collection
days.

● XIM provides advice on a
declining basis, which is termi-
nated after about one year.

As a result of this initial success,
XIM have been contracted to pro-
vide the same ‘treatment’ to a fur-
ther 3000 villages. It is envisaged
that the process will be extended
throughout the State, at as fast a
pace as XIM and its collaborators
can manage. Other States are also
showing an interest, as their
power industries are restructured.

Lessons learned
The same approach can also be
applied to the tens of thousands
of small lift irrigation points in
Orissa and elsewhere, and indeed
to almost any situation where the
large-scale provider of a public
service is failing to deliver the ser-
vice to small communities. This
undertaking, which has already
proceeded beyond the experi-
mental stage, is only one example
of the micro-privatisation
approach which is already being
applied to the delivery of primary
health care, education, post
office, telecommunications, trans-
port and many other public ser-
vices.

The experience is barely one
year old, and much remains to be
learned. A number of important
lessons have however already
evolved:

● Community management can
best be promoted if the
endeavour is paid for and dri-
ven by a results-oriented
organisation which has a
vested interest in success.

● The promotion organisation
should be organised like a
marketing business, with clear
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Figure 2: Illegal ‘hook up’ to electric supply



responsibilities, measurable
results and clear rewards.

● Traditional NGOs and their
staff lack the skills and the
attitudes which are necessary
to achieve rapid and sustain-
able results.

● Community groups should be
expected to perform one clear
and simple task; they should
not be burdened with a range
of complex and different
responsibilities.

● People should be motivated
by the anticipation of real ben-
efits to themselves, and the
benefits should be delivered
as promised, if necessary in

small increments, and without
delays.

(See Harper, M., “Public services
through private enterprise –
micro-privatisation for improved
delivery”, 2000, Sage Publications
New Delhi and ITDG Publica-
tions, London, for further exam-
ples of the same approach)

Professor Malcolm Harper has been
adviser to several enterprise develop-
ment and micro-finance programmes
worldwide and is director of two lead-
ing micro-finance institutions in India.
He was also the founding editor-in-
chief of the journal ‘Small Enterprise
Development’
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rich/poor and men/women –
and there is great potential to
realise positive development
centred upon energy intensifi-
cation

● there is a risk that benefits will
be appropriated by richer
households, for the simple
reason that rich households
have the money to spend.

● before we can talk about dis-
tribution and equity, we also
need to ensure that systems
do indeed function. In remote
areas and low-income areas,
this is still a major challenge.

Three key lessons to ensure that
energy remains accessible to all

● Decentralisation means that
communities will have to
assume financial responsibility
– when something breaks, it is
up to the community to find
the money to replace it. This
has implications:

● Because everyone has to pool
together, the participation of
poor households may be lim-
ited – clearly, users will only
contribute what the poorest
can afford.

–  households may divert
money from other essential
areas – e.g. education – due
to social pressure. The solu-
tion is to ensure that MHPs
have other areas for income
generation:

–  productive end uses should
exist which will generate
economic linkages between
energy and MHP. Of course,
this also maximises the
breath of the development
impacts of the system.

–  the implementation strategy
and the organisational struc-
ture will  determinewill
determine whether the sys-
tem will function well.
Where linkages are gener-
ated, it is more likely that
systems will be used for
some sort of income gener-
ation, although it is not pos-
sible from this data to say
who will benefit.

● The introduction of MHP is
often technically new and
challenging in remote rural
regions. Often people do not
know how to fix or manage
the systems so the most edu-

cated, which is usually the
most wealthy, have the say in
decision-making. Less edu-
cated people – the poor and
women – are limited in their
participation because they
cannot read or write. If the
women are omitted from deci-
sion-making and the poor
contribute a greater amount of
their income to energy ser-
vices, then it is fairly obvious
who will suffer. The solution
to this is to provide training to
the greatest number of people
– i.e. generate human capital.
This ensures that everyone has
a say in decision-making and
that everyone understands the
operation of plants.

● While decentralisation does
offer the benefits of economic
efficiency and appropriate-
ness, it also offers an opportu-
nity for opportunism – for
example, outright pilfering of
funds. The only solution to
this is to ensure that linkages
and enforcement mechanisms
exist between the state and
local organisations.
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