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This presentation is focusing on evaluation of a certain institutional structure for law-making and implementation in sectors of public utilities. Regulation in this context stands for economic regulation – it concerns tariffs, market entry (licensing) and competition promotion. Transition in public utilities sectors is of dual nature: transfer of ownership from public to private hands and opening up previously monopolistic markets to competition. 

Since mid-2001 Latvia has a multi-sector utilities regulatory system. The Public Utilities Commission is in charge of the economic regulation of energy (electricity and gas), telecommunications, railway and postal services. The regulatory system also includes municipal regulators responsible for district heating, water supply, sewage and garbage collection, as well as municipal transport services, but these are not discussed in this presentation.
Some words on the Public Utilities Commission (PUC). It has five commissioners and about 70 employees organized into six departments – three sectoral departments (energy, telecommunications and post, railway) and three supportive departments (legal, economic, administrative). Independence of the PUC is very important: commissioners are appointed by the Parliament, financing is provided by special duty on regulated enterprises (independent from the state budget), and decisions can be challenged only by court (decisions cannot be overruled by government or its institutions)

Main functions of PUC include determining tariff calculation methodologies and setting economically justified tariffs, issuing licenses for the operation of public utilities, controlling compliance with requirements included in the licenses and the quality of the provided services as well as promoting competition. PUC operates strictly within the space defined by laws and government’s policies on the regulated sectors. Concerning preparation of legislation – PUC has to elaborate the tariff calculation methodologies and design most of the secondary legislation for market opening. Within 2002 new methodologies featuring unified approach for the major activities have been prepared and telecommunications market opening was ensured from January 1, 2003. These processes have allowed evaluating the functioning of the institutional set-up for multi-sector regulation, as well as acquire some experience in drafting of secondary legislation.
Concerning drafting of legislation PUC has introduced several new approaches for Latvian administration, particularly the public hearings and the counseling board. The public hearings mechanism has been successfully introduced and several hearings have taken place regarding tariff proposals, tariff methodologies, licensing regulations and other issues. In 2002 PUC established a Counseling board comprised of recognized scientists and academics in fields of law, economics, public administration, energy, telecommunications and transport. The opinion of the Counseling board was obtained and considered before making several important decisions. Both these activities can be viewed as forming part of the impact assessment process.

In the process of opening the previously monopolistic sectors and withdrawing active state participation in providing public services, proper functioning of market principles may be hard to ensure. Heritage of the previous regulatory regimes may impede competition and favour incumbents. Independent regulation can overcome many of these problems. In the context or regulatory impact and selection of appropriate solution – strongly independent regulatory body is more likely to follow international best practice in order to maintain its own status and prestige. Although it might sound theoretically, but PUC experience shows that status considerations are of great importance.
Another bit of experience probably useful for other countries and institutions is that it is easier to work with publicly owned utilities, rather than with privately owned ones. Some explanation on this can be provided by looking at the development of the entire sector. The ”classical” transition scheme as suggested by international institutions (e.g. World Bank) is (i) introduction of market rules and regulation, (ii) restructuring of the sector, and (iii) privatization. However due to financial reasons in many cases privatization has preceded restructuring, creating privately owned monopoly which is hard to restructure. Moreover, private investors can be very demanding concerning swift deregulation, even if the sector is still far from effective competition. Therefore, well-designed regulatory institution can be disappointing if the structure of the sector, which is to be regulated, is not fit for the purpose.
To conclude, main pros and cons of multi-sector regulation from institutional point of view are presented. These are the advantages and disadvantages observed in Latvian case by the regulator itself or voiced by the regulated enterprises as possibly problematic issues. 
The advantages are as follows:
· credible long-term strategy for predictability

· sufficiently independent view for balancing interests of providers and consumers, as well as short-term and long-term interests

· experience with more advanced sectors can be transferred to sectors progressing at lower pace

· enables unified approach/procedures for licensing, tariff setting, public hearings

· more qualified staff can be attracted

· high density of issues for consideration – i.e. no spare capacity

· fit for multi-sector companies

· better communication with parties involved / society at large

· fit for comprehensive impact control on, e.g. inflation, total household spending, competitiveness of the economy

Disadvantages or possible disadvantages of multi-sector regulatory regime:

· oversimplifications possible in applying unified approaches

· specific decision made by generalists not by specialists 

· possible failures/miscalculations in personnel selection are more costly, higher dependency

· more attention directed towards some (developed) sectors neglecting others

· duty paid by service providers in one sector used for regulating providers in other sector 

Conclusions

· Multi-sector approach for regulation enables better evaluation of possible impact:
· on the sector concerned – due to experience in other sectors;
· on the entire economy – due to broader approach;
· concerning the evaluation process – due to unified principles.
· Independence of regulatory body critical for successful operation, multi-sector regulator is better placed to maintain its independence.
· Transition is easier to handle for a strong regulator capable of transferring experience form one sector to another.






























