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Power Sector Reform: The Bottleneck Has
Moved From Generation to Regulation

=/ The Indian Express 31 July 2026

} INTERVIEW ANGLE

"If discoms remain passive bill-collectors rather than active system managers even dfter years of
reform attempts, what specific incentive, not just a new mandate, would actually change their

behaviour?"

(® Every fact web-verified against primary sources

THE LIFT LINE

India solved the harder engineering problem, generating clean power at scale, and is now stuck on the
easier-sounding but institutionally thornier one: getting that power efficiently from wherever it is cheapest

to wherever it is needed, through a distribution layer still built for a simpler grid.

WHY THIS EDITORIAL MATTERS FOR YOUR EXAM

Power sector reform is a dense, high-value GS3 theme combining economics, regulation and infrastructure,

and this editorial’s core move, distinguishing “generation-side success” from “distribution-side bottleneck”, is
exactly the kind of layered diagnosis UPSC Mains answers reward over generic “India needs more renewable

energy” framing.

GS Paper 3: Infrastructure: energy; Indian economy, issues relating to planning and mobilisation of

resources; conservation and efficient use of energy resources.

For Prelims, fix the CERC’s role, the MBED concept, and the standard AT&C loss metric as recurring power-

sector vocabulary.
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CONCEPT MEANING WHY UPSC TESTS IT

Discom Power distribution company, typically state- The institutional actor at the centre of
owned, responsible for buying power and most Indian power-sector reform
billing consumers debates

AT&C losses Aggregate Technical and Commercial losses; India’s standard metric for discom-level
electricity lost to technical inefficiency plus inefficiency, frequently cited with a
revenue lost to billing/collection failure target-versus-actual comparison

Market-Based A proposed mechanism to dispatch power The specific reform proposal this

Economic Dispatch nationally based on actual marginal cost editorial centres on

(MBED) rather than fragmented state-level scheduling

Central Electricity The apex regulator for inter-state power The body estimating MBED’s potential

Regulatory transmission and market design savings, relevant to any power-market-

Commission (CERC) reform question

BACKGROUND AND CONTEXT

India’s power sector has undergone a significant generation-side transformation over the past decade, with
renewable energy capacity additions accelerating substantially and clean-energy technology costs falling. This
success has, somewhat paradoxically, exposed a downstream bottleneck: a grid increasingly reliant on variable
renewable generation requires more sophisticated, dynamic distribution and dispatch mechanisms than the
comparatively static, long-term-contract-based system built around predictable thermal generation. Discoms,
the state-level entities responsible for purchasing power and billing consumers, remain the weakest link in this
chain, constrained by historically poor financial health, cross-subsidy obligations that price different
consumer categories very differently for the same electricity, and continued exposure to state-government

tariff-setting pressure.

REFORM AREA CURRENT STATE PROPOSED DIRECTION

Dispatch Fragmented, state-by-state Market-Based Economic Dispatch (MBED), national

mechanism scheduling marginal-cost-based dispatch

AT&C losses Approximately 16 per cent Sustained reduction toward global best-practice
nationally benchmarks

Discom role Passive bill-collector, long-term Active system manager, dynamically responsive to price
PPA-anchored signals

Estimated MBED N/A Approximately $1.6 billion annually (CERC estimate)

savings
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THE CORE ARGUMENT / ISSUE

From a generation problem to a distribution problem

For much of the past decade, India’s power-sector policy conversation centred on generation: how much
renewable capacity could be added, how quickly, and at what cost. That problem has been substantially, if not
completely, solved. The editorial’s central diagnostic claim is that the sector’s binding constraint has shifted
downstream, to distribution-level regulatory design and discom institutional capacity, a shift that receives

comparatively less policy attention despite arguably being harder to fix.

Why MBED matters

Market-Based Economic Dispatch would replace the current fragmented dispatch approach, where power
scheduling happens largely along existing contractual and state-boundary lines regardless of whether cheaper
power is available elsewhere on the grid, with a system dispatching based on actual marginal cost nationally.
The CERC’s estimated $1.6 billion in annual savings represents the scale of inefficiency currently locked into

the fragmented system, savings that would flow through to lower overall system costs if realised.

The AT&C loss problem as a distinct, compounding issue

AT&C losses, combining technical losses (electricity lost in transmission and distribution) and commercial
losses (revenue lost to billing errors, theft, or non-payment), sitting around 16 per cent nationally represent a
separate but related distribution-level inefficiency. Unlike the dispatch-mechanism problem, which is
primarily a market-design and regulatory issue, AT&C losses are more directly a discom operational-capacity

and financial-health issue, reflecting metering, billing and collection weaknesses accumulated over years.

Why discoms cannot simply be told to reform

The editorial’s more nuanced point, and the one worth defending on Mains, is that discom underperformance
is not purely a matter of institutional laziness or resistance to reform. State governments routinely intervene
in tariff-setting for political reasons, cross-subsidy structures embedded in the regulatory framework distort
the price signals discoms receive, and many discoms carry legacy debt burdens that constrain their financial
flexibility to invest in the metering, IT and market-participation infrastructure that active system management

would require.

HOW TO THINK ABOUT THIS (ANALYTICAL FRAME)

When a sector’s headline problem appears solved, ask what problem moved downstream to

replace it. Generation-capacity addition and distribution-level efficiency are sequential, not parallel,
challenges: solving the first does not automatically solve the second, and often exposes it more starkly by

increasing the volume and variability of power the distribution system must handle. This “solved problem
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reveals the next bottleneck” pattern recurs across Indian infrastructure sectors, from telecom (network rollout,
then last-mile affordability) to water (source augmentation, then distribution-network leakage), and is a useful

diagnostic lens for any infrastructure-reform question.

THE DIAGRAM IN WORDS

Picture a river (generation) that has been successfully widened and deepened over the past decade, now
carrying far more water than before, including a large, variable seasonal flow representing renewable
generation. That water now reaches a network of narrow, ageing irrigation channels (the distribution system,
run by discoms) originally built for a smaller, steadier flow. The channels were adequate when the river
carried less, more predictable water; they are now the bottleneck, not because the river stopped flowing, but

because the channels were never redesigned for the river’s new scale and variability.

WAY FORWARD

@ Sequence discom financial-viability reform before dispatch-mechanism reform, since a
financially distressed discom cannot credibly adopt sophisticated market-based dispatch

participation.

2] Depoliticise tariff-setting through stronger regulatory independence, reducing the populist

pricing pressure that undermines discom balance sheets.

O Accelerate MBED implementation to capture the CERC-estimated $1.6 billion in annual

efficiency savings from national marginal-cost dispatch.

O 1nvest in discom-level metering and billing infrastructure to directly target the

commercial-loss component of AT&C losses.

® Build discom capacity for active system management, including staff training and IT

infrastructure for real-time market participation, as renewable penetration continues to rise.

PYQ LINKAGE AND PRACTICE

UPSC has tested power-sector reform, renewable energy integration, and discom financial health as a
recurring GS3 theme, and this editorial’s distinction between generation-side and distribution-side

bottlenecks offers a sharper analytical frame than a general renewable-energy-progress answer.

Practice question: “India’s power sector’s binding constraint has shifted from generation capacity to
distribution-level regulatory design.” Examine this claim with reference to Market-Based Economic Dispatch

and persistent AT&C losses. (250 words, 15 marks)

Interview angle: If discoms remain passive bill-collectors rather than active system managers even after
years of reform attempts, what specific incentive, not just a new mandate, would actually change their

behaviour?
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Sources: The Indian Express, Central Electricity Regulatory Commission, Ministry of Power

Source: Power Sector Reform: The Bottleneck Has Moved From Generation to Regulation — Ujiyari.com | Free
UPSC & State PCS Editorial Analysis
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® KEY ARGUMENTS AT A GLANCE

India’s clean-energy transition is no longer primarily constrained
by generation technology or capacity, both have scaled
substantially, but by regulatory and structural bottlenecks at the
distribution level, where discoms continue to function as passive
bill-collectors rather than active system managers capable of
handling a more complex, variable, renewables-heavy grid.

v SUPPORTING

* Market-Based Economic Dispatch (MBED), which the Central Electricity Regulatory
Commission estimates could save around $1.6 billion annually, would allow power to be
dispatched based on actual marginal cost across the national grid rather than through the
current fragmented, state-by-state scheduling that leaves cheaper power stranded behind

administrative boundaries.

* Deeper, more liquid power markets would let discoms and generators respond dynamically
to real-time price signals, a capability essential for integrating variable renewable generation

efficiently, but one current market structures do not adequately support.

* Aggregate Technical and Commercial (AT&C) losses persisting at around 16 per cent
represent a large, chronic leakage of both electricity and revenue that no amount of new
generation capacity addition can offset, since it is a distribution-level, not a generation-level,
inefficiency.

A COUNTER

Discoms operate under genuine structural constraints, populist tariff-setting pressure from
state governments, cross-subsidy obligations, and historically weak balance sheets, that limit
their ability to behave as sophisticated active system managers even where the regulatory
framework nominally permits it, meaning the reform gap is not purely a matter of discom
willingness.

— WAY FORWARD

Sequence reform to address discom financial viability and tariff-setting independence first,
since a discom operating under populist pricing pressure and cross-subsidy strain cannot
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credibly be expected to also master sophisticated market-based dispatch mechanisms

simultaneously.
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-g,é\ MAINS ANSWER FRAMEWORK

QUESTION
India's power sector reform challenge has shifted from generation capacity to distribution-level

regulatory and structural bottlenecks. Discuss with reference to Market-Based Economic Dispatch and
persistent AT&C losses. (250 words)

INTRODUCTION

India’s power sector reform challenge has shifted meaningfully over the past decade: generation capacity
and clean-energy technology have scaled substantially, but distribution-level regulatory and structural
bottlenecks, exemplified by persistently high Aggregate Technical and Commercial (AT&C) losses and

underdeveloped power markets, now constitute the binding constraint on efficient sector functioning.

BODY

The core diagnosis is that India’s power distribution companies (discoms) largely continue to function as
passive bill-collectors, purchasing power through long-term power purchase agreements and billing
consumers at regulator-approved tariffs, rather than as active system managers capable of responding
dynamically to a grid increasingly characterised by variable renewable generation. Market-Based Economic
Dispatch (MBED), estimated by the Central Electricity Regulatory Commission to generate roughly $1.6
billion in annual savings, would allow the national grid to dispatch power based on actual marginal cost
rather than the current fragmented, state-by-state scheduling approach, which frequently leaves cheaper
power stranded behind administrative and contractual boundaries even when cheaper supply exists
elsewhere in the country.

Persistently high AT&C losses, around 16 per cent nationally, compound the problem by representing a
chronic leakage of both electricity and discom revenue that generation-side reforms cannot address, since
the inefficiency occurs downstream of generation, at the distribution and billing level. However, discoms
operate under genuine structural constraints beyond simple institutional inertia: state governments
frequently exert populist pressure on tariff-setting, cross-subsidy obligations distort pricing signals, and
weak discom balance sheets, often burdened by historical debt, limit both the financial capacity and the

institutional sophistication needed to adopt more active, market-responsive system management.

CONCLUSION

Meaningful power sector reform now requires sequencing: addressing discom financial viability and
depoliticising tariff-setting first, since a financially strained discom operating under populist pricing
pressure cannot realistically be expected to simultaneously master sophisticated market-based dispatch

mechanisms, however economically beneficial those mechanisms would be in principle.
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