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Abstract

The Philippine government has deregulated electricity generation markets to encourage private investors and actively courted independent power producers (IPPs). This has been done to promote efficiency and reduce government financial debt obligations. Until the mid-1980s, the power sector in the Philippines was mostly state-owned through the National Power Corporation (NPC). After the debt crisis in the early 1980s, the Philippines’ government tightened fiscal policy, and capital expenditure for additional electricity capacity was significantly reduced. This led to a slowdown in the electricity generating facilities. At the same time, electricity demand continued to increase. This resulted in tight electricity supply and demand conditions by the middle of the 1980s. There continue to be periods of generating capacity constraints. This may be the result of difficulties in forecasting electricity consumption. We model residential and industrial electricity demand in the Philippines is modeled. The analysis follows Johansen’s vector error correction approach to estimate the price and income elasticity in both long and short run. The results indicate a long run cointegrating relationship is found among residential electricity consumption, income, and the stock of electric appliances. In the industrial sector there appears to be a long-run relationship holds for industrial electricity consumption and GDP. The lack of significant price responses appears to be the result of government development policies. The estimated models are used in forecasting total electricity consumption suggest that the government’s official forecast for electricity demand would be on the upper bound of the forecast range. 
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