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Electricity is a critical infrastructure component that underpins economic development, social
wellbeing, and national security. In Malaysia, Tenaga Nasional Berhad (TNB) stands as the dominant
player in the electricity sector, with a significant market share and extensive operational reach.
Understanding whether TNB functions as a monopoly or monopsony involves analyzing its market
power, regulatory environment, and the competitive landscape. This article explores the extent to
which TNB can act as a monopoly and monopsony firm within the Malaysian electricity industry,
examining legal frameworks, market dynamics, and potential implications.

Defining Monopoly and Monopsony in the Context of
the Electricity Sector

What Is a Monopoly?

A monopoly exists when a single firm dominates the entire supply of a particular good or service in a
market, with significant control over prices, supply, and entry barriers for potential competitors. In
the electricity industry, a monopoly may mean that one firm is the sole producer or distributor, often
justified by the natural monopoly characteristics due to high infrastructure costs and economies of
scale.

What Is a Monopsony?

A monopsony occurs when a single buyer has dominant power over sellers in a market. In the
context of electricity, a monopsonist would be a firm or entity that is the primary or sole purchaser
of electricity, thereby influencing prices and terms of procurement.

The Market Structure of the Malaysian Electricity
Industry

Historical Background and Regulatory Environment

Malaysia's electricity industry has historically been centralized, with TNB as the sole integrated
utility responsible for generation, transmission, and distribution of electricity nationwide. The



regulatory framework, primarily governed by the Energy Commission (Suruhanjaya Tenaga), aims to
promote fair competition, regulate tariffs, and ensure reliable supply.

Market Liberalization and Competition Initiatives

In recent years, Malaysia has begun liberalizing its electricity market, allowing independent power
producers (IPPs) to generate and sell electricity under power purchase agreements (PPAs).
Nonetheless, TNB remains the dominant player, controlling a large proportion of the generation
capacity and distribution network.

Can TNB Act As a Monopoly?

Legal and Regulatory Constraints on Monopoly Power

Although TNB is the dominant firm, Malaysian law and regulatory policies seek to prevent abuse of
monopoly power. The Electricity Supply Act 1990 and the Energy Commission Act establish the
regulatory authority’s role in overseeing tariffs, preventing anti-competitive practices, and
protecting consumer interests.

Market Dominance and Natural Monopoly Characteristics

TNB'’s extensive infrastructure, high capital costs, and economies of scale position it as a natural
monopoly in certain segments, particularly in transmission and distribution. The high costs of
building and maintaining electricity grids make it inefficient for multiple firms to operate parallel
networks.

Potential for Monopoly Behavior

Despite regulatory oversight, TNB’s dominant position could enable it to:
 Set higher tariffs in the absence of competition
e Limit access to its infrastructure for new entrants

e Engage in anti-competitive practices that hinder market entry

However, the government’s policies and regulatory measures aim to mitigate such behaviors,
promoting fair pricing and market access.

Impact of Market Liberalization

The introduction of IPPs and the open bidding processes for new generation capacity aim to
introduce competition, limiting TNB’s monopoly power in generation. Yet, TNB still controls most of
the transmission and distribution, reinforcing its monopoly position in those segments.



Can TNB Act As a Monopsony?

Market Power as a Buyer

TNB is the primary purchaser of electricity from various generators, including IPPs and foreign
suppliers. Its purchasing decisions influence market prices and supply terms, conferring
monopsonistic power.

Extent of TNB’s Monopsonistic Power

While TNB is the dominant buyer, it is not the sole purchaser of all electricity. The presence of IPPs
and alternative sources means that TNB’s monopsonistic influence is limited but still significant.

Factors Affecting TNB’s Monopsonistic Ability

e Number and capacity of alternative suppliers
¢ Regulatory policies encouraging diversified energy sources

e Price negotiations and long-term PPAs

If the government encourages open procurement and diversification, TNB’s monopsonistic power
could diminish.

Regulatory Measures and Market Reforms

Role of the Energy Commission

The Energy Commission (Suruhanjaya Tenaga) oversees tariffs, licensing, and market conduct,
aiming to prevent abuse of monopoly or monopsony power. It sets tariff guidelines and monitors
market behavior.

Malaysian Electricity Market Blueprint

The government’s strategic plans include:
e Encouraging competition in generation
e Promoting renewable energy sources

e Ensuring fair access to infrastructure



These reforms aim to balance TNB’s natural monopoly characteristics with competitive market
elements.

Recent Policy Developments

Recent initiatives include:
1. Implementation of open bidding for new generation capacity
2. Allowing third-party access to transmission and distribution networks

3. Introducing a capacity market to encourage new entrants

Such measures seek to curtail TNB’s potential to engage in anti-competitive practices.

Implications of TNB’s Market Power

Consumer Impact

If TNB exploits its monopoly or monopsony power, consumers could face:
» Higher electricity tariffs
e Limited choices for electricity providers

e Potential for reduced service quality

Regulatory oversight is crucial to prevent such outcomes.

Market Efficiency and Innovation

While natural monopolies can benefit from economies of scale, lack of competition may stifle
innovation and efficiency. Market liberalization efforts aim to foster competitive pressures to
improve service quality and reduce costs.

Economic and Policy Considerations

Balancing regulation and market liberalization involves:
e Ensuring affordability and reliability
e Encouraging investments in renewable energy

¢ Preventing market abuses by dominant players



Achieving this balance is vital for sustainable industry development.

Conclusion: The Extent of TNB’s Monopoly and
Monopsony Power

In conclusion, Tenaga Nasional Berhad (TNB) possesses significant market power in Malaysia's
electricity industry, functioning as a de facto monopoly in transmission and distribution due to
natural monopoly characteristics and high infrastructure costs. Regulatory measures and market
reforms aim to limit potential abuses of this power, promoting fair tariffs and access. Regarding
monopsony power, TNB is the main purchaser of electricity, but competition from independent
power producers and diversified energy sources reduce its market dominance as a buyer.

While TNB’s dominant position grants it considerable influence, the Malaysian government’s
ongoing liberalization efforts and regulatory oversight are designed to prevent it from acting as an
unchecked monopoly or monopsony. The future of the industry will depend on the effectiveness of
these reforms in fostering a competitive environment that benefits consumers, encourages
innovation, and ensures energy security.

Ultimately, TNB’s ability to act as a monopoly or monopsony is constrained by legal frameworks,
market dynamics, and policy measures. Continuous vigilance and adaptive regulation are essential
to maintain a balanced electricity market that serves Malaysia’s economic and social needs
efficiently and sustainably.

Frequently Asked Questions

What factors contribute to Tenaga Nasional Berhad (TNB)
functioning as a monopoly in Malaysia's electricity sector?

TNB's dominant control over electricity generation, transmission, and distribution infrastructure,
along with regulatory barriers and high capital investment requirements, limit market entry for
competitors, enabling TNB to act as a monopoly.

In what ways can TNB act as a monopsony in the Malaysian
electricity market?

TNB is the primary buyer of electricity generated by independent power producers (IPPs), giving it
significant purchasing power and enabling it to influence market prices and terms, thus functioning
as a monopsony.

How does TNB's monopoly status affect electricity prices for
consumers in Malaysia?

TNB's monopoly position can lead to less competitive pricing, potentially resulting in higher
electricity tariffs for consumers due to lack of alternative providers and limited market competition.



What are the potential benefits of TNB's monopoly and
monopsony power for the Malaysian electricity industry?

A monopoly allows for economies of scale, consistent infrastructure development, and stable supply,
while monopsony power can lead to efficient procurement and integration of large-scale projects,
benefiting overall system reliability.

Could TNB's monopoly status hinder the development of
renewable energy sources in Malaysia?

Yes, TNB's dominant position might resist integrating decentralized or renewable energy sources,
potentially slowing diversification efforts unless regulatory frameworks promote competition and
renewable investments.

What regulatory measures are in place to prevent TNB from
abusing its monopoly and monopsony powers?

Regulatory bodies like the Energy Commission (Suruhanjaya Tenaga) oversee TNB's operations,
enforce fair tariffs, and promote competition by encouraging independent power producers and
alternative suppliers.

How might TNB's monopoly influence innovation and
technological advancement in Malaysia's electricity sector?

Monopoly status can reduce pressure to innovate due to lack of competition, potentially leading to
slower adoption of new technologies unless driven by regulatory incentives or market reforms.

Can TNB's monopsony power negatively impact prices paid to
independent power producers (IPPs)?

Yes, as a dominant buyer, TNB may exert downward pressure on prices paid to IPPs, which could
discourage investment in new power generation projects or lead to unfavorable contractual terms.

What are the challenges faced by policymakers in regulating
TNB's monopoly and monopsony powers?

Policymakers must balance ensuring affordable electricity prices, maintaining reliable supply,
fostering competition, and encouraging renewable energy development, all while managing TNB's
entrenched market position.

Is it feasible for Malaysia to break TNB's monopoly and
develop a competitive electricity market?

While challenging due to existing infrastructure and regulatory frameworks, gradual reforms,
promoting independent power producers, and opening markets to competition can help reduce
TNB's monopoly power over time.



Additional Resources

Tenaga Nasional Berhad (TNB): Exploring Its Monopoly and Monopsony Power in Malaysia’s
Electricity Sector

In the landscape of Malaysia’s energy industry, Tenaga Nasional Berhad (TNB) stands as a towering
figure, wielding significant influence over the nation’s electricity generation, transmission, and
distribution. Its dominant position raises compelling questions about the extent to which TNB
functions as a monopoly and monopsony. This article delves into these concepts, analyzing TNB’s
market power, regulatory environment, and the implications for consumers and the economy.

Understanding Monopoly and Monopsony in the
Context of TNB

Before assessing TNB’s role, it’s essential to clarify the fundamental economic concepts:

What Is a Monopoly?

A monopoly exists when a single firm is the sole provider of a product or service in a particular
market, with no close substitutes. This firm has significant market power, enabling it to set prices
and output levels without competitive pressures.

In TNB'’s case:

- Market dominance in electricity distribution: TNB holds the exclusive license to distribute
electricity across Peninsular Malaysia and certain parts of Sabah.

- Vertical integration: It manages generation, transmission, and distribution, consolidating control
over the entire supply chain within its operational regions.

- Legal and regulatory barriers: Licensing requirements and regulatory frameworks often serve as
barriers to entry, reinforcing its monopoly status.

What Is a Monopsony?

A monopsony occurs when a single buyer exerts substantial control over the purchase of goods or
services in a market, giving it leverage over suppliers or producers.

In TNB’s context:

- As a major buyer of electricity generation: TNB purchases electricity from independent power
producers (IPPs) under Power Purchase Agreements (PPAs). Its purchasing power influences prices
and terms.

- Control over renewable and non-renewable sources: It can influence the development of generation
capacity by dictating procurement terms, impacting investment in new power plants.



The Extent of TNB’s Monopoly Power

Assessing TNB’s monopoly involves analyzing its legal mandate, market structure, and competitive
constraints.

Legal and Regulatory Framework

- Exclusive license: TNB is licensed under the Electricity Supply Act 1990, granting it the exclusive
right to supply electricity in Peninsular Malaysia.

- Regulatory oversight: The Energy Commission (Suruhanjaya Tenaga) regulates tariffs, service
standards, and licensing, acting as a check on TNB’s market power.

- Open access policy: TNB is mandated to provide open access to its transmission and distribution
networks, theoretically allowing independent power producers (IPPs) to supply electricity without
owning the network.

Market Structure and Competition

- Generation sector: While TNB owns a significant share of generation capacity, the emergence of
IPPs like Malakoff and YTL Power indicates some level of competition.

- Distribution monopoly: TNB'’s role as the sole distributor in most regions grants it near-monopoly
status.

- Pricing power: TNB sets tariffs within the regulatory framework, but these are subject to approval
by the Energy Commission, limiting arbitrary pricing.

Barriers to Entry and Expansion

- High capital costs: Establishing new generation plants or transmission infrastructure requires
substantial investment.

- Regulatory hurdles: Licensing procedures and environmental regulations can be prohibitive for
new entrants.

- Economies of scale: TNB benefits from extensive infrastructure, reducing costs and creating a
competitive advantage.

Conclusion: TNB’s monopoly power is substantial, especially in distribution, reinforced by legal

exclusivity and infrastructural advantages. However, competition exists in generation, though
limited.

The Monopsony Power of TNB in Procurement

TNB’s role as a primary purchaser of electricity from IPPs and other generators positions it as a
potential monopsonist.



Power Purchase Agreements (PPAs)

- Long-term contracts: TNB secures electricity through PPAs, which often span 15-25 years.
- Price setting: These agreements influence the prices paid to generators, impacting the profitability
and investment decisions of independent producers.

Market Influence on Suppliers

- Bargaining power: TNB’s status as the dominant buyer allows it to negotiate terms favorable to
itself, which can suppress prices.

- Impact on renewable energy projects: TNB’s procurement policies can either encourage or hinder
renewable energy development, depending on its willingness to purchase from such sources at
competitive prices.

Implications of Monopsony Power

- Pricing suppression: Excessive buyer power can lead to lower prices for generators, possibly
discouraging new investments.

- Innovation and capacity building: Limited incentives for suppliers to innovate if TNB exercises
significant market leverage.

- Market efficiency: While lower prices benefit consumers, they may also lead to underinvestment in
capacity or quality if suppliers are undercompensated.

Conclusion: TNB’s procurement practices possess significant monopsony power, which influences
the overall dynamics of electricity supply and pricing in Malaysia.

Regulatory Measures and Market Dynamics Limiting or
Reinforcing TNB’s Market Power

While TNB wields considerable influence, regulatory frameworks and market structures aim to
balance its power.

Open Access and Unbundling

- Transmission and distribution access: TNB is obliged to grant third-party access to its networks,
fostering competition in generation.

- Market liberalization: Initiatives like the Malaysia Electricity Supply Industry (MESI) aim to create
a more competitive landscape.

Tariff Regulation

- The Energy Commission sets tariffs based on a regulatory formula that considers costs,
investments, and a reasonable return.



- This limits TNB’s ability to arbitrarily raise prices, although the process can sometimes favor the
incumbent.

Independent Power Providers (IPPs) and Competition

- The presence of IPPs introduces competition, especially in generation capacity.
- However, their influence is limited by the capacity of the grid and the terms negotiated with TNB.

Market Challenges

- Limited number of large players: The market remains concentrated, reducing competitive
pressures.

- High entry barriers: Capital intensity and regulatory hurdles restrict new entrants.

- Policy and political considerations: Government policies often favor maintaining TNB’s stability,
reinforcing its dominant position.

Conclusion: Regulatory mechanisms attempt to curtail TNB’s monopoly and monopsony powers, but
structural and market limitations mean it still maintains substantial influence.

Implications of TNB’s Market Power

The extent of TNB’s monopoly and monopsony influence carries multiple implications:

Pros

- Economies of scale: Large-scale operations can lead to cost efficiencies and reliable service.

- Investment stability: TNB’s dominant position provides a stable environment for infrastructure
investments.

- Regulatory oversight: Government regulation helps prevent abuse of market power.

Cons

- Potential for market abuse: Monopoly power can lead to higher consumer prices and suppressed
innovation.

- Limited competition: Reduced incentives for efficiency and technological advancement.

- Barriers for new entrants: High entry costs and regulatory hurdles deter competition and
diversification.

Impact on Consumers and the Economy

- Price stability: TNB'’s control helps maintain stable electricity prices but may limit reductions.
- Service quality: Monopoly status can result in complacency unless regulatory pressures are strong.



- Sustainability and renewable energy: Market dominance influences the pace and direction of
renewable energy adoption.

Future Outlook: Will TNB Maintain or Curtail Its
Monopoly and Monopsony Powers?

The Malaysian government has expressed intentions to liberalize the electricity market further,
which could diminish TNB’s dominance.

Potential Reforms

- Market liberalization policies: Encouraging more independent generation and retail competition.
- Enhanced regulatory oversight: Strengthening the role of the Energy Commission to prevent
market abuse.

- Investment in grid infrastructure: To support multiple players and renewable energy sources.

Challenges to Reform

- Infrastructure costs: Upgrading and expanding the grid to accommodate new entrants.

- Political and economic considerations: Balancing TNB’s stability with market competitiveness.

- Market maturity: Developing a competitive market requires time, investor confidence, and policy
consistency.

Conclusion: While TNB currently holds considerable monopoly and monopsony powers, ongoing
reforms and market liberalization efforts could reshape its influence. The balance between
regulation and competition will be critical in determining Malaysia’s energy future.

Summary

Tenaga Nasional Berhad (TNB) is a dominant force in Malaysia’s electricity industry, functioning as
a de facto monopoly in distribution and transmission, and wielding significant monopsony power as a
primary purchaser of electricity. Its legal licenses, infrastructural advantages, and regulatory
oversight sustain its market dominance. However, the presence of independent power producers,
open access policies, and regulatory measures aim to introduce competition and limit TNB’s market
power. The extent of its monopoly and monopsony influence has profound implications for pricing,
innovation, investment, and energy sustainability in Malaysia.

As the country moves toward a more liberalized energy market, TNB’s role may evolve, potentially
reducing its market dominance while fostering a more competitive and sustainable energy
landscape. Stakeholders—including regulators, consumers, and industry players—must navigate this



complex environment to balance efficiency, affordability, and innovation.

In essence, TNB’s monopoly and monopsony powers
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