PIECING TOGETHER THE MULTISTAKEHOLDER JIGSAW

A CASE STUDY OF INDIA’S DEVELOPING GAS MARKET
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More than half the total populationonourclimate -stressedplanetisyettotastethefruitsofeconomic
prosperity and the atte ndant quality of life it brings. Overthree billion people locatedinthed eveloping
countries ofAsia, Afr icaandLlatinAmerica facetheformidablecha llengeofbalancingthe ir
developmentalaspirationswithanenvironmentallyresponsibleand sustainablegrowthtrajectory . This
implies that this vast and growing segment of humanity has tobeableto access clean andsustainable
energy forms tofuelitst ransition from deprivation to prosperity . Natural gas, the relatively cleaner and

abundant fossil fuel could turn that challenge into an opportunity for developing countries.

But naturalgasi safuelwhose potentialislatent notleastbecause gas marke tsare stillata nascent
stage in developing countries. Untilrecently,t he perceived lack of fungibility of natural gasand the
hugeinvestmentsrequiredtobuildthe networkinfrastructure required forreachingthisfuel tomarkets
ha dsubdued gas mark etdevelopmentinthese countries. However, inrecent times, two crucial
developments have brought gastothe front  -burner, asit were. First,d ecliningliquefactioncost made
possible by the relentless marchofthe technology juggernaut has made LNGav iable optionforgas -
starvedcountries .Second, aggravatingclimate change concernsarerenderinginvestmentsingas
infrastructure worthwhile. In the circumstances, natural gas will no longer remain the marginal fuel that

it usedtobe inthe20 " century .

In India, for over four decades, natural gas has powered industries and homes. As feedstock used in
fertilizerindustry, it hascontributed tothe country’s food security. Yet, untilrecently, gasremained
only amarginal fuelinIndia’s energy basketp  rimarily because domestic productionwaslimi  ted and
transnational pipelines failed to materialize for one reason or another  despite sustained efforts .Two
LNG terminals —one ofthem a merchant facility —serve just tosupplement domestic supply. Gas
infrastructure developed slowly in keeping with this situation.

Thatscenarioissettochange. Withthe discovery of substantial gas depositsinitsterritorial waters o ff
the eastern coast, natural gasis setto become animportant component of India’s ene rgy basket. As
domestic productiongoesup fromearly2009 , development of an extensive trunk pipeline network
connecting far -flungregions of this vast country would be a natural corollary . Trunkpipelinesare being
builtacrossthe countryatafurious pace. The prospect of gas availability in the near future has already
provided anenormousi mpetus forthe development of city gas distribution (CGD) networks in nearly a
hundred towns and cities. Bidding has commenced for licensing CGD networks. Construc tion of new
LNG terminals will no longer be constrained by the lack of pipeline infrastructure and domestic gas

demand, especially with the prospect of LNG prices cooling off in tandem with crude prices. More LNG
terminals, hitherto delayed, are expected  tobebuilt asnew cargoesbecome available ,substantially
augmentingdomesticgassu pply. Inshort, like Prometheus, India’s gas markets have finally been

unbound.



But merely unbinding the shackles is not enough. Gas markets have to be incentivized by ap propriate
policies, pricing and prudentregulation. Ontheonehand,i nvestors —NOCs, domestic private investors
andI0Cs have to be gently nudged with policies that offeramodicum of investor comfort through
assurance of reasonable returns whileonthe other,consumer interests havetobebalanced by
promoting competitive markets.  Thisrequires a delicate balancing act. While pricing freedom is assured
tothe producer by the termsof upstrea  m contracts, how does one ensure competitive pricingina

mark et thatis essentially served by a duopoly?  Cantheregulator create an environmentthat promotes
more shippers in the system even as production remains the preserve of one or two players? Ina

situation where a single entity dominates  —albeitthroughits affiliates -the entire value chain from
upstream to transmission pipelines to CGD, what devices are available to the regulator, government and

the market itself to create a modicum of competition and prevent restrictive trade practices?

My proposed paper , acase study of gas market developmentin India, willaddress these andother
relevant issues and critically examine the respective roles of multiple stakeholders. The case study will

focus on the following:

1. The role of governmentaspolicymaker which isoftenatvariance with the role of government
inits capacity as majority shareholderin NOCs .How are these contradictions resolved?

2. Therole of NOCs andthat of IOCs and other investors etcin this evolving market scenario.

3. In2007,Indiasetupan independentregulatory body expressly to regulate downstream sector.
The responsibilities of the regulator include, incentivizing investments through appropriate
regulations, licensing gas networks through competitive bidding process, dispute resolution et C.
My paper will analyze the role of independent regulator in providing level playing field to
investors through appropriateregulations .Itwill also examine the effectiveness of the regulator

inmimicking competitive markets in what is essentiallya mono poly network service.

4. Therole of multilate ralagenciesin providing policy, consultancy and financial support to

potential investorsin gas businesses

5. Therole of municipala ndlocalgovernmentsinincentivizing CGD network s through speedy RoU
clearance s and other supporting measures.

6. Theroleof civil society organizations and more importantly, of the judiciary, which in response
to publicinterest litigation has been a major catalyst to gas market developmentinIndia’s
national capital. itwaslIndia’ sapexcourtthatordered publictransportinthe national capital
Dehito switch from polluting diesel to clean gas.

The paper will rely extensively on documents to supportits hypotheses and build and buttress its
arguments. Government policy documents, = committee reports, regulatory records, consultant reports

where available and court orders and other relevant materials will be used in the analysis.
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