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Chile started its reform process of electricity sector in the late 1930s. As
one of the éountries with the longest and most extensive privatization
experience, Chile provides a good case study. This paper analyses a series
of problems that have taken place in the sector since the late 1980s: higher
prices by oligopolistic market design, frequent black-outs and rationing by
administrative decree, and foreigners’ control of the industry.

First, the Chilean case shows clearly how difficult it is to design
adequately the structure of the post-privatization market, even though the
technological conditions of the industry have been changed by the advent of
combined-cycle gas turbine(CCGT) generators. The case illustrates the
perils of privatizing an industry characterized by natural monopoly segments
and substantial informational asymmetries without implementing a full
regulatory regime.

Second, one of the main problems resulting from Chile’s privatization of
the electricity sector is that it allowed the creation of a large
vertically~integrated conglomerate that could use its market power to reduce
competition in order to raise its profits. Therefore, the efficiency gains are
not distributed to consumers.

Third, an ambiguous and weak regulatory framework makes the
generation companies depend heavily on much vcheaper hydraulic resources
which do not provide stable supply of energy. The generation companies
failed to provide electrical power adequately in the times of drier season.
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Therefore, there were large and frequent black-outs in the 1990s.

Finally, Spanish TNC Endesa has a dominant control over the sector and
enjoys higher profits. Appropriation -of national rent in: the strategic sector
by foreign companies shows clearly one of the darker sides of
post-privatization debacle in Latin America.
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<E 5> deake] HE AH(E?)7FA(UEE/100kWh) 3 o]-8<1984-1990)

A= FAE &7 | &71d8 85 | WIE a5 | oj&(udge])
15684 6.18 531 3.84 , 33

1985 6.40 5.56 3.78 -65

1986 6.48 562 3.81 50

1987 7.06 6.19 429 62

1983 8.23 7.60 478 179
1989 9.24 8.62 545 106

1990 8.77 8.18 517 104

22 Pablo Spiller and Luis Viana Martorell(1994), unpublished manuscript;
Luigi Manzetti, “The Political Economy of Regulatory Policy”, Manzetti
(ed.)(2000), Regulatory Policy in Latin America’ Post-Privatization
Realities, Miami, North-South Center. Press, 89°14 A <18

<& 6> F78 AY HI7HHAME/KLWh)

ax g _o=dl B A

1990 1102 141 8.1 92
1992 9.9 16.0 79 133
1994 102 156 105 13.8
19% 112 162 113 100
1998 92 | 141 116 113

MWh: A7t w719l E &2 Francisco Aldama, “Chile a media luz”, 183.

<E 7> 2MW oA ALg2r AE Ha7HARIE/KWh)

= ek o=l Hepd ERE!
1990 6.4 6.3 44 45
1992 6.0 114 42 56
1994 7.1 7.8 49 5.1
199% 75 8.1 54 3.7
1998 59 79 58 50

23 Francisco Aldama, “Chile a media luz”, 184
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1993 549 479 37.40 3748
1994 57.0 52.0 37.40 36.73
1995 544 50.8 36.41 35.83
Z72: Francisco Aldama, “Chile a media luz”, 185.
<E 9> AR $AEIFA(1990-99), Blge/MWh
NE 2y op2 &l 244 Al F
1990 109 7.3 58 40
1992 11.0 84 7.0 6.2
1994 12.3 99 80 6.2
1996 13.3 11.1 131 42
1998 104 139 133 47

23 Flemings Securities(1997), Survival of the Fittest(April), New York,

Flemmings Research; Luigi Manzetti,
Regulatory Policy”, 974 <18
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