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	Session Number 1 : Session Title: A Perspective of Regulatory Principles & Bodies
	Session-at-a-glance


	Session Learning Objective:

Given the overview of the concepts of regulation and the regulatory bodies that had been formed, the learner will obtain a perspective of the regulatory principles and the Regulatory Bodies.

Materials Required:

PC, LCD, White-board, Markers, Slides
	
	Session Structure:
	Teaching Method Used
	Time Required

	
	
	Session Overview

Learning Objective

Key Teaching Points (KTP)

1. Concepts of Regulation

2.  Regulatory Bodies in India

Summary
	Lecture

Slide 1

Lecture Slides 2 to 44 

Question-answer session


	5 minutes

5 minutes

55 minutes

10 minutes



	
	
	
	Total Time Required
	75 minutes

	Notes:
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	Session Name and Title: A Perspective of Regulatory Principles & Bodies
	Session Guide


	Instructor’s Guide
	
	Reference

	Participant Response

	Session Overview:

Welcome the participants to the session and give brief introduction.
Tell: 

In this session we are going to discuss the various concepts of regulation, the regulatory framework introduced in India and the regulatory reforms as well as important regulatory bodies that have been set up.  An overview of these concepts will enable you to have a perspective of the regulatory principles.
Learning objective:

Given the overview of the concepts of regulation and the regulatory bodies that had been formed, the learner will obtain a perspective of the regulatory principles and the regulatory bodies.

Experience (1)

Tell: I will now be explaining the various modern concepts of regulation, the regulatory framework introduced in India, the regulatory reforms world over.

Explain:

The concepts and the principles which are briefly mentioned in Slide 1
Reflection (1)
Invite: The participants to raise their doubts about concepts of regulatory bodies and respond accordingly.

Generalisation (1) 

Sum up the regulatory principles already explained as per the slide.

Experience (2): 
Tell I will now be discussing the important regulatory bodies that have been constituted under various Acts and are functioning.

Explain: Briefly using Slide 43, the various regulatory bodies that have been constituted.

Reflection (2): 

Ask: the participants to list out areas / organizations which can attract regulatory principles and introduction of a regulator can serve the interests of the stake-holders.

Tell:  You will think individually for 5 minutes.  Discuss after 10 minutes, the views of the participants.

Evaluation:

On the basis of the discussion, explain the participants’ areas / organizations where appointment of regulator can benefit the stake-holder and areas / organizations where it may not be in the interest of the stake-holder.
Summary:

Summarise the main issues discussed in the session

Lastly, thank the participants and bring the session to a close.


	
	Lecture

Lecture 

Slide 

Slides
Lecture

Lecture / Slides
Exercise

Lecture

Lecture


	Look for response from the participants and reply suitably clearing their doubts

Reply suitably to the points raised by the participants.




INSTRUCTORS’ NOTES

A Perspective of Regulatory Principles & Bodies

Session   Overview


In this session we are going to discuss the various concepts of regulation, the regulatory framework introduced in India and the regulatory reforms as well as important regulatory bodies that have been set up.  An overview of these concepts will enable you to have a perspective of the regulatory principles.

Learning Objective

Given the overview of the concepts of regulation and regulatory bodies that had been formed, the learner will obtain a perspective of the regulatory principles and the regulatory bodies.

PARTICIPANT’S NOTES

A Perspective of Regulatory Principles & Bodies


A regulation is a legal norm intended to shape conduct that is a by-product of imperfection. A regulation may be used to prescribed or proscribe conduct (“command-and-control” regulation), to calibrate incentives (‘incentive” regulation), or to change preferences (“preferences shaping” regulation”). In statist mechanisms it can also be extended to monitoring and enforcement of rules as established by primary and/or delegated legislation. In this form, it is generally a written instrument containing rules having the force of statist law (as opposed to natural law). Other forms of regulation are self-regulation. In general, regulations are written by executive agencies as a way to enforce laws passed by the legislature.  

Regulation creates, limits, constrains a right, creates or limits a duty, or allocates a responsibility. Regulation can take many forms: legal restrictions promulgated by a government authority, contractual obligations that bind many parties (for example, “insurance regulations” that arise out of contracts between insurers of reinsurers and their insured’s), self-regulation by an industry such as through a trade association, social regulation (e.g. norms), co-regulation, third-party regulation, certification, accreditation or market regulation. In its legal sense regulation can and should be distinguished from primary legislation (by parliament of effected legislative body) on the one hand and judge-made law on the other).  

Regulations may create costs as well as benefits and may produce unintended reactivity effects, such as defensive practice. Efficient regulations can be defined as those where total benefits exceed total costs.

Regulations can be advocated for a variety of reasons, including:

· Market failures – regulation due to inefficiency. Intervention due to what economists call market failure.
· To constrain sellers’ options in markets characterized by monopoly

· As a means to implement collective action, in order to proved public goods

· To assure adequate information in the market

· To mitigate undesirable externalities

· Collective desires – regulations about collective desires or considered judgments on the part of a significant segment of society.

· Diverse experiences – regulation with a view of eliminating or enhancing opportunities for the formation of diverse preferences and beliefs

· Social subordination – regulations aimed to increases or reduce social subordination of various social groups
· Endogenous preferences - regulation intended to affect the development of certain preferences on an aggregate level

· Irreversibility – regulation that deals with the problems of irreversibility – the problem in which a certain type of conduct from current generations results in outcomes from which future generations may not recover from at all

· Professional conduct – the regulations of members of professional bodies, either acting under statutory or contractual powers.

·  Interest group transfers – regulation that results from efforts by self-interest groups to redistribute wealth in their favor, which may be disguised as one or more of the justifications above.

Protecting consumer interest is protecting public interest and this is the core issue for all modern concepts of regulation.  This is the crux of the new regulatory framework that has been introduced in India.  The drive for the regulatory reforms the world over came from increase in privatization of several infrastructural services.  In the mid-1970s, with the culmination of economic rethinking of regulation of markets as well as political and technological changes, the movement towards changes in the market framework and regulatory structures began.  It spread across regulated market in US and across its borders to UK, countries in the Europe as well as Australia, New Zealand and Japan.  


In India, till recently, Government has been the provider of almost all infrastructural services.  The Government was the owner, operator, manager as well as the policy maker and regulator of Indian infrastructure.  With increase in private sector participation, old style regulation, in which the Government would take decisions on sensitive issues, such as pricing, with very little concern for service quality, paved the way for new style regulation.  This led to the emergence of an independent regulatory commission / authority which took decisions in a transparent fashion with increase in stakeholder participation.  The compulsion for change in India gained momentum from an ever-growing gap between demand and supply in infrastructural services.  The mismatch between supply and demand in services of public utilities posed an additional burden on the regulator.  The regulator not only needs to provide regulatory oversight of existing operations of the utility but also ensure that the utility can source adequate funds to meet the shortfall in a prudent manner.  The word ‘regulation’ itself is a complex term that applies to any kind of formal intervention in markets.  Regulation comprises diverse sets of instruments by which governments or other organizations to which governments delegate their powers, set requirements upon both enterprises and citizens of the nation.  The instruments of regulation include laws, formal and informal orders and rules issued by all regulatory bodies.  In cases where the Government owned utilities continues to operate, establishment of an independent regulator is done to ensure that appropriate regulatory mechanisms are put in place to protect public interest even while stakeholder interests are met.  Regulation by an independent body is expected to be in a transparent and accountable fashion, re-enforcing its independence and thus, credibility.


In India as elsewhere, private sector participation in areas, viz. power, telecommunication, ports, airports, transportation, roads and bridges, among others, has triggered off a need for introduction of independent regulation where none exists and regulatory reforms where such regulation does exist.  Regulation is much more complex than just tariffs or prices.  With a view to protect the public interest, while ensuring financial integrity of the utility, better customer service and provision of a fair return for investors, the Government of India under various Acts of the Parliament have constituted regulatory bodies in various sectors.

1. POWER SECTOR:  

The Indian Power Sector has been dominated by vertically integrated State Electricity Boards, operating in each State in charge of generation, transmission and distribution.  In view of the imminent shortage of power, the Government of India began to fund power generation through the National Thermal Power Corporation, National Hydro Electric Power Corporation and to an extent by the Nuclear Power Corporation.  The Power Sector was regulated by Government agencies, like, Central Electricity Authority of the State Electricity Boards till the 1990s.  With the increase in private sector, participation for the generation of power led to a plethora of problems on account of the single producer contracting to sell its power to the State Electricity Board in a scenario of enormous cross subsidies and Electricity Regulatory Commissions Act was passed in 1998 for setting up an Electricity Regulatory Commission as a first step to reform the sector.  It is amended to set tariff for transmission and distribution.  While the Central Electricity Regulatory Commission sets tariffs for Centrally owned generation companies, the State Electricity Regulatory Commissions do not regulate generation tariffs except in an indirect manner, as power purchase cost of transmission companies are the State Electricity Boards.  The Electricity Regulatory Commissions are required to license transmission and distribution.  The licenses of generating companies continue to be within the purview of the State and Central Government.

2. TELECOMMUNICATION SECTOR:  

The department of Telecommunications was both the operator and regulator under the Indian Telegraph Act, 1885 and India Wireless Telegraphy Act, 1933.  In 1991, the Telecom Sector was opened up for private participation in the manufacture of telegraph equipment.  Thereafter, the National Telecom policy committed further liberalization.  The Telecom Regulatory Authority of India was set up in 1997 under the Telecom Regulatory Authority of India Act, which was subsequently reconstituted under the Telecom Regulatory Authority of India Amendment Act, 2000.
3. PORTS SECTOR: 

The Government of India, Director General (Shipping) and State Governments were the regulators under the Indian Ports Act, 1908, the Major Port Trust Act, 1963, the Merchant Shipping Act, 1958 and the Dock Workers (Safety, Health and Welfare) Act, 1986.  In 1994, private sector participation by leasing of port facilities was permitted followed by investment in the creation of new facilities in existing ports or the setting up of new ports.  In 1997, the tariff authority for major ports was established under Ports Law (Amendment) Act, 1997.  The tariff authority for major ports is more like a tariff commission rather than a regulatory body of port activities.  The Port Law (Amendment) Act has a provision allowing discretion to the Government to supercede TIMP, which is considered a threat to the regulator’s autonomy.

4. INSURANCE SECTOR: 

The Life Insurance Corporation of India and General Insurance Corporation and its subsidiary companies were functioning under Insurance Act, 1938.  With a view to regulate the industry and open up private sector participation, the Insurance Regulatory and Development Authority was formed under Act 41 of 1999.  The Act also defined the powers and functions of the authority.  The Central Government, however, retained the power to issue directions and to supercede the authority under the circumstances laid down in the Act.  The regulatory authority, has an Insurance Advisory Committee and frames rules and regulations which are laid before the Parliament. 
5. Oil & Gas:

The Petroleum & Natural Gas Board regulates the sector.

      Need for regulation

While movement by pipelines is irrefutably the least-cost option for product movement, for transmission and distribution of gas, it is the sole option. In addition, product movements by pipelines requires much less energy than by other modes. Trends in the modal shares confirm this.

While current market shares for petroleum products are dictated by the sales plan entitlement scheme, market volumes in a deregulated scenario would be based on the competitive advantage that one company enjoys with respect to another, be it service, technology, quality, marketing skills, or prices.

Given that distribution expenses contribute significantly to retail prices at the consumer end, a firm can exercise competitive advantage by streamlining its distribution system. Access to pipelines, which offer the most economic mode of transport, would thus be critical in a deregulated scenario.

Key reasons generally cited for pipeline regulation as follows.

· Pipelines exhibit technical economies of scale

· Pipelines are not subject to significant inter-modal competition

· Pipelines construction is capital intensive, implying appreciable barriers to entry

Studies conducted by the US Federal Energy Regulatory Commission have indicated that pipelines exhibit economies of scale (IEA 1994). Their studies revealed that as a pipeline grows in capacity, its costs increase less than linearly while throughput increases exponentially. Thus, pipelines have decreasing average and marginal costs of production. Given sufficient volumes, the larger a pipeline is built, the lower the tariff required to produce a certain net return on investment. A pipeline could, thus, be a natural monopoly in the area it serves, since expansion of capacity results in a reduction in costs per unit transported. In most countries, a common way of regulating a natural monopoly has been some form of a rate of return limitation.

In addition, it is generally accepted that a competitive environment induces self-regulation. However, it is inconceivable that a new entrant could duplicate existing pipeline infrastructure and offer products at competitive prices to that by an existing player.

In summary, thus, pipeline regulation is warranted on two counts, (a) to limit the profits of an unregulated monopolist and (b) to offer a level playing field to all players (fostering a competitive environment).

Issues in pipeline regulation

Before moving on to issues in regulation, one must examine forms of regulation.

There are three types of regulation relevant to pipelines.

· Structural regulation; wherein a regulatory authority determines which firms can or must engage in particular activities.

· Conduct regulation; which involves measures to control the conduct of a firm.

· Use of standards; which shape the behavior of firms in areas related to health, safety, and pollution.

Given the need and form of pipeline regulation, two key issues emerge, namely open access and the other tariff setting.
6. Airports:

The Airport Authority of India (AAI) is an operator and regulator of airports; and the Director General of Civil Aviation (DGCA) along with the Bureau of Civil Aviation security is responsible for safety and technical aspects.  

7. In social Sector:

Higher education is regulated by Bodies like UGC.
CONCLUSION


Regulatory reforms must necessarily accompany changes in the market structure of the industry, which in turn depend on a variety of economic and technological factors.  Regulation must have a dynamic quality if it has to benefit all stakeholders.  The participatory and transparent process of independent regulation itself would lead to greater regulatory compliance but is sure to take several years of consorted efforts of all stakeholders to determine an effective regulatory framework.
REFERENCE

1. ASCI, the Journal of Management, Vol.29 (2), March 2000.

2. “Agenda Papers for Regulatory Bodies for Implementing Economic Reforms in India” conducted by the Institute of Public Auditors of India in March 2001.

3. Agenda Papers for XXI Accountants General Conference, April 2001 on Audit of Regulatory Bodies.

3
Session- 1 

Courseware designed and prepared by: Regional Training Institute, Jammu 


