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THE FUTURE OF GAS by S L RAO

The energy sector in India is notorious for its short-lived fads. From ‘fast-track’ to mega projects, nuclear to hydro, ‘mega’ to metering, unbundling and privatization to continuing monopolies, and naphtha, the list is almost endless. That is why the latest fad, a large-scale shift to gas, should be carefully examined. Each fad involves large expenditures of time by Ministers and administrators, as well as money by governments and investors. With monotonous regularity, the demand forecasts in this sector have been exaggerated, resulting in bad investment decisions.

Commercial energy consumption in India has grown by 5 to 6 % per year, and though the growth has slowed since 1997, with economic revival, it will pick up again. We have vast coal resources, but largely concentrated in East India and environmentally unfriendly because of its high ash content. The share of natural  

Gas is about 8% in 2000, and has been growing, but it is 25% for the world as a whole. Domestic gas production has shown declining growth, though the private sector’s share has shot up since the sector was opened up in the 1990’s. As with other demand forecasts, demand for natural gas is projected to have exponential growth. Like other such forecasts, these forecasts are not related to price and the ability of the market to pay it. The supply of gas is from three sources. Domestic production has severe limits because of limited reserves at present. Liquefied natural gas (l.n.g.) requires special ships to transport it, expensive terminals to receive it and plant to regasify it, apart from the pipelines to transport it within the country. Then there is gas through pipelines over land or sea from our neighbours. Pakistan and Bangla Desh and especially the latter, have much more than they can use. Iran and Oman pipelines have unresolved cost and security issues. Of five projects at different stages of implementation, except one, all are on the West coast in Gujerat.

It is in this context that we must consider a national policy on gas. There is no doubt that coal is the cheapest fuel for India. Imported coal, chiefly Australian, is much less polluting, with stable prices compared to oil and gas, and is economical for some of the far corners of India. As Coal India pushes up prices, and with investments to reduce its pollution, imported coal might become more viable in other parts of the country as well. Economic and defence security considerations, and cost, suggest that we should not become as dependant on imported gas as the rest of the world. We must stimulate a wider range of uses, especially domestic use, for transportation and as a direct fuel, than merely for power and fertilizers as at present. That will enable the development of a market because of the different price elasticities of the different usages. The suggestion that we should average out the different prices of domestic gas, LNG and that received on pipelines from neighbouring countries, will perpetuate government interference in pricing and the continuation of the existing monopolies of ONGC and GAIL. If there were many user markets, suppliers will develop those that can afford their supplies. Similarly the onerous “take or pay” contracts as in the case of the Dhabhol project, mortgage the Indian consumer to pay a fixed price for many years to come. Instead, we must develop a situation in which gas investments are based on markets and what prices they can bear. A suggestion is that prices should be based on what the end use can bear and on the cost of alternative fuels, namely, domestic and imported coal, and domestic gas. However, this may best be left to the forces of the market, subject to independent and transparent regulation.

Then there is the question of transporting the gas over the country. Today there is only the HBJ pipeline and GAIL has been cavalier in meeting its commitments to supply, even to the central power sector. Ownership of gas pipelines must be thrown open, open access to them made mandatory, and as natural monopolies their tariffs and other matters must be subjected to independent and strict regulation. We must have an independent Gas Regulator in place before major changes in supply take place. This Regulator must in due course be integrated with other independent energy regulation. The Courts will hopefully soon settle the respective authorities of the Centre and the States on gas. There are indications that government will harmonize the tax rate over the country.

Gas provides many new opportunities and directions for India’s development. We must not allow it to be messed up as governments have done with the power sector. (785)  

