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Resaarah in Brief

What power consumers want

Most customners are satisfied with the refiability of thelr electric service. S0 why are power
distributors still making huge infrastruciurs investments?

Bichard Hunter, Bonen Meinik, and Leonards Sanni

2003 Number 3

Few would guestion the wisdom of electric-power distributors that invest in projects to reduce the
duration of the pover outages their customers suffer. Recent resaarch, however, suggests that
residential custormers already find their service quite refiable. I this sentiment proves

widespread, distributors may be able to reduce their total network investmeant while making other
service improvements.

Distributors regularly undertake massive and costly projects te improve the reliabllity of thair
systems: moving cables underground for protection from the weather, reavranging network
architectures so that each outage affects fewer households, and increasing the capacity of
transformers {which dilute power from the grid for domestic usa) to cope more succassiully with
peak demand. In many couniries, regulators requive dis-iributors ko meet sat targets for
permissitsle power outages and impose hefiy Fnes for those failing to do so. Fven without such
rules, many distributors, believing that fawer, shorter power outages must be their customers’
top priority, invest heavily in reliability programs. Over the past five years, for exampie, an Asian
power company launched an extensive reliability effort, costing hundreds of miliflons of euros, to
reciuce the length of its annual service interruptions per custorner from less than five minutes to
less than two, thereby making itself more rellable than any other distributor we know. Of course,
highty reliable service truly is & priority for business customers and for residential customers whe
suffer long power cuts because of high winds or downad power fines; the pgopie of Barcelona, for
instance, wan't soon forgat the many hours without electriclty they endured in late December
2001, But it is doubtiut that residentiai consumers who have refiable service-~those in most
developad markets and in some advanced emarging ones-—want (or would be willing to pay for}
service improvemeants of any type.

Qur recent survey of one electricity distributor's customers, for instance, showed them to be
largely content with their service and almuost oblivious of service interruptions. More than half
didn’t know the total length of the outages experienced during the previous year—anpproximately
twao-and-a-half hours on average—and more than 80 percent of the remainder stgnificantiy
underestimated thelr duration. In a comparison of two regiens, one with much mare reilable
service than the other, the responses of customers in each showed that they had nearly identical
percaptions of the reflabliity of their efectrical supply (Exhiblt 1}, Finally, twoa-thirds of all survey
raspendents from Region A said that they would accept two hours of outages annually—even
though they currently suffered, on average, only 70 minutes. Fhis easygoing attitude may seeam
surprising, but the average consumer is asleep ong-third of the day and nat at home for another
third. Moresver, although power rmay be interrupted, on average, for two hours a year, many
custorers suffer no cutages at all, Research conducted in the United Kingdom in 1999 showed
that its domestic consumers were even less bothered by the reliability of their slectricity supply:
95 percent were satisfied with it and two-thirds thought that electricity cempanies shouldn't make
addittonal investments to improve (k.1

In any case, such investmants may have [ittle effect. When we anaiyzed the experience of
distributors in several countries, we found no dear correlation between the amounts spert to
improve the reliability of distribution networks and the duration of the power cuts. in each region,
even when the regions compared had similar terraing and climates [Exhibit 2). There are three
reasons for these varlations. First, some distributors are more efficient than others and can malke
thamselves more raliable at lower cost. Second, returns on rellabifity Investments (measured in
minutes of improved refiability per ewro spent) necessarily diminish bevond a certain threshold,
which maost distributors have already passed. Last, more than half of all power interruptions are
beyond & distributor’s contrel; they can occur because of constraints on generating capacity,
outages in the transport network, or excavations by gas and water utilitles, to cite a few
examples. More Investment in distribution networks can’t soive these three preblems,

Su distributors shiould take the
time ta find aut what people genulnely value. Companies with a good track record may find that
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their customers, like those in
the survey, would prefer more
frequent and accurate billing,
shorter call-center waiting
times, or speediar connactions
for new properfies (Exhibit 3~
fmprovements that would be
redatively cheap to implemant,
If distributors can show that
constmers actually want these
cheaper improvements instead
of the more expensive ones
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needed to improve the reliability of service, regulators might relax their present tough standards.
Since these standards ave usually reconsidered every two or three years, the distributors should
undertake market research and draft thelr proposals in time to influence the next round.

Meanwhile, distributors should
analyze the roct vauses of their
power cuts and rigoreusty
evaluate any potential
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e for example, after rigorously
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Hankay tmes | improvements they had
e Teiiond By intended to make, succeeded in
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original targats, Many
distributors will wertainly find
that redesigning their
inainienance procedures-—for
example, by fielding additionat
2IMErgency repally crews—could
reduce the duration of thelr power outages a good deal more cheaply than could the usual large
infrastructurg investments.
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tThe data come from an MORL polf—-Quality of Supply, Atbituces of Businass and Domaestic Electricity Customers —
conducted from Jameary t March 2999 for the Office for Eleciricity Regulation (OFFER), which regulated tha eleciricity
industry i Greal Britain at the tirme,
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