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Electric deregulation good for consumers, TPPF says
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by Mark Lavergne
Electricutilitieshavebeenfullyderegulated

for over a year now, and the sky has not fallen.
That’s the message from Bill Peacock,

directorof theTexasPublicPolicyFoundation’s
(TPPF) Center for Economic Freedom, who
March26unveiledthefoundation’snewproject,
“The TexasElectricMeter.”

It’s acollection ofgraphical presentations
showing that letting the market in Texas do its
thing has been anything but the disaster for
residential ratepayers sometimes portrayed in
the media.

Recent stories in the HoustonChronicle and
the FortWorth Star-Telegramhavequotedmostly
industry representatives talking about how
energyratesare goingup, largely becauseof the
riseof naturalgas prices.But according todata
analysis at TPPF deregulation lets consumers
exercisechoice tokeeptheirbillsatleastrelatively
low.

“The critics of deregulation in 2007 were
premature,”Peacock said.Infact,Peacock says
on the TPPF website, consumers have ben-
efited.

Welland good,Peacock argues.The state
ofTexassportsthemostsuccessfulderegulated
electric market in the world, and the govern-
ment does well to keep out of it.

“Much of the debate in 2007,” Peacock
said,“didn’t really focusonthe fact,or ignored
the fact, that deregulation wasn’t completed,
fully implemented, until January 2007 and all
thedatathey wereusing in2007inthe legislative
session was based on a regulated market in
2006.”

Among the major points put forth in the
ElectricMeter.

Texas is “far and away the most successful
example of deregulation of electricity in the entire
United States if not the world.” Peacock said the
successofelectricderegulationcanbeattributed
tothe Legislature’snot exercising aheavy hand
inshaping the electricmarket. “They didn’t tell
the companies howthey were going tohave to
compete,”Peacock said.“They justsaid, ‘Here
are the ground rules, go out and compete
against each other.’ They let the market shape
and form itself.”

Peacockalsosaidtheprice-to-beathadabig
hand in helping the state transition from a
regulated toaderegulatedmarket.Statessuchas
California and New York deregulated whole-

sale prices but kept a cap on retail prices. So as
natural gas prices went up the retail prices had
nowhere togo.Theresult: shortage andmarket
collapse – i.e., rolling blackouts.

By contrast, Texas’price-to-beat allowed
prices torise during the transitionto deregula-
tion when the pressures from natural gas in-
creases drovepricesup.

Theonly real shortfall of the price-to-beat,
a price to which TXU was required to strictly
adhere in the years following the passage of
electricderegulationtoencourage competition,
was that it hung around too long.

“By the beginningof 2006 themarket was
mature enough that it could have handled the
price shocksfromnaturalgasprice increasesby
itself,”Peacock said.“Itdidn’tneed theprice to
beat.”Eventhoughthepricefunctionedonly as
a cap in 2006, it still functioned as the price
marker. Even the new competitive providers
shot for it, though it was above equilibrium.

Peacockalsonotedthat the“SummerSur-
prise of 2007” never happened. Prices were
expected to spikefollowing the 80th legislative
sessionbecause of lawmakers’ failure to curtail
the rising utility costs. Yet prices that summer
werefivepercentlowerthanthesummerbefore.

Consumer choice has shot up since deregulation.
Consumer choice went up slowly in the first
years of the transition to deregulation. But
when full deregulationhit, the numberof pro-
viders rose considerably, from four in 2002 to
the average28 thatdobusilness ineach region.
The number of rate plans went up even more
steeply, from 17 in 2002 to nearly 100 today.

The increase in choice among rate plans
meansconsumerscangoeitherwithrateshigher
or lower thanwhenderegulationbergan. Pea-
cockacknowledged that residential ratepayers
on average pay the same today as in the era of
regulation. But they can choose less, he said.

“The free market doesn’t promise lower
prices,” Peacock said. “It promises more effi-
cientprices.”

In January 2008, in Texas, the average
competitive offer was 2.9 percent higher than
the inflation-adjusted regulated rate in 2001,
among the five major utilities. On average the
lowest offer was 17.9 percent below the regu-
lated rate.

“Despite thesignificantincreasesinnatural
gas, oil, and gasoline prices since 2001,” the

TPPF study says, “most Texasconsumers can
buy electricity today for less than they could
sevenyears ago.”

“We may complain about the amount of
choiceswehavetomake,”Peacocksaid,“butit’s
eitherwegettomakethose choicesor inthecase
ofa regulatedindustry, the government makes
those choices for us.”

DavidGuenthner,TPPF directorof me-
dia and government relations, observed that
the average electric rate in Texasis12cents per
kilowatt-hour. But in every region of the state,
he added, one can find a rate planfor less than
10 cents. (Ratescanbe comparedby zipcode at
the TexasElectricChoiceEducationProgram’s
website www.powertochoose.org.)

There is also something of a risk tradeoff
in the choosing of rates for consumers. The
loweroffers tend to be month-to-month, Pea-
cock said, because prices are low right now.
Longer-term contracts tend to cost more per
month in exchange for stability in rates.

The increasedconsumerchoicehas mani-
fested also in the decreased market shares held
by the major incumbent providers –TXU and
Reliant among them. These five had lost be-
tween53 and78 percentof the entire (residen-
tial, industrial andcommercial)market share to
competition as of September 2007.

Commercial and Industrial customers have not
been the only beneficiaries. Residential customers
have not been left in the cold, according to
TPPF’sreport.WhereasinMarch2006only34.6
percentof residential consumers hadchosen a
competitive rate plan, by as the end of the year
approached and the price-to-beat’s days were
numbered,the marketbegantoanticipate com-
pletederegulation. Welloverhalf the residential
market had chosen competitive rate plans by
December2006.

ByDecember2007, some 72percenthad
chosenaplan. “Texas residentialconsumersare
full participants in – and beneficiaries of – the
competitive electricitymarket,” thereport says.

Onaverage,priceswentdownfive percent
in2007for residentialcustomersaftertheprice-
to-beat was completely eliminated, compared
to the United States as a whole, where prices
went up overall.

See Electric Dereg/7
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Electric Dereg/from 3
Natural gas prices did not yank up electric rates

in Texas. Ithas beenwidely believed that when
naturalgaspricesshotupin2006,electric retail-
ers seized the opportunity to ride gas’ coattails
to higher prices, gouging the consumers. The
Electric Meter’s findings challenge that claim.
Electric pricesdidgoup inTexas,butnotnearly
asdramatically asnatural gasprices did.

Among the five largest states–California,
Florida, Illinois, New York, and Texas — the
Lone Star State remained in the middle of the
pack fromJanuary 2006totheendof2007.The
spikeinratesoccurredineachstateexceptFlorida,
most dramatically in California.

Texas is exceptional, further, in that its
electric rates arealready starting to godown,as
opposed tothose innatural gas-heavystates like
those in New England, where “government
regulatorsare playingcatch-up,” thereport says.

The big picture. In 2001, Texas had the
fourteenthhighestaverageresidentialretail elec-
tric rates in the country.As ofDecember 2007,
Texas improvedone slot to the fifteenth high-
estaverage.

Also, the report states that Texas has had
unique success in energy investment. Since
wholesalederegulationofelectricutilities,some
$20 billion of investment hasbeen completed.
At least another $25 billion of investment has
been announced or is under construction.

The report says the investment comes
“withnoguaranteeby consumers– theypay for
itonlyif theyuse it.”Texas istheonlystate where
plantconstruction isnot built into the rate base
for consumers.�

Feud/from 7
ofthe aisle.People inthe PermianBasin–inone
of thehighest [voting]Republicandistrictsin the
state–areconstantlyperplexedastowhywehave
toconstantlycheckuponBuddy’sloyalties.Any
perusalofhisvotingrecordnevermatchesupwith
the conservative rhetoric that he uses back at
home.NohiredPR-flackcanchangethatfact.”

While Craddick is notformally endorsing,
he didsay a lotof nice thingson the radioabout
Lewis.“I’ve knownTryonforyears,”Craddick
said.“He’sbeenadistrict judge overthere.He’s
a strongconservative judge.”

Sanders accused Craddick of endorsing
Lewis. “He recruited Mr. Lewis to run against
Buddy West,” Sanders added.

Craddick’s communications director,
Alexis DeLee, said of Sanders’ statement,
“That’s not true.”

Anderson asked Craddick about the two
candidates’ position on the speaker’s race.
“Tryon is going to support me if he’s elected,
andBuddyisnot,”Craddickreplied.“Ofcourse,
Buddy did not vote for us in the last session of
the Legislature afterhe saidhe would, and then
he reneged on that.”

HavingthespeakerfromthePermianBasin
isakeyissueinOdessa,andWest’sactionsrelating
totheCraddick racehavebeendebatedthrough-
outthecampaign.Westvotedtomakethecontest
forspeakerasecretballot,adecisionwidelyviewed
asaproxyvoteforSpeaker.TheCraddickpledges
voted for a public ballot, and the anti-Craddick
faction voted for a secret ballot.

Talkingwith LSR,Lewis said thatwhile the
Speaker’sraceisnotthebiggestissueinthedistrict,
itdoeshavean impact. “One thingthatwe like to
emphasize out here is just regional cooperation,

is all of our representatives working together for
issuesimportanttoourarea,”hesaid.“…Whether
ornotwe’rehavingthekindofregionalcoopera-
tion we need is a real issue.”

West’spressconferencefeaturedendorse-
ments from four known Craddick opponents
—Reps. JimPitts (R-Waxahachie), JimKeffer
(R-Eastland),DelwinJones (R-Lubbock), and
EdmundKuempel (R-Seguin).

The choiceofPitts, inparticular, isbecom-
ingcontroversial. CraddickremindedPermian
Basinvoters that itwas Pittsthat arguedon the
flooragainstadditional moneybeingappropri-
ated to UT Permian Basin.

On the radio, Craddick said that, during
the six years prior to his becoming Speaker
(during fourof whichWest wasvice chairman
of  Appropriations), UT Permian Basin got a
$5.7 million increase in appropriations. The
Speaker said that since then the university has
received $16. 9 million in additional funding.

“Anything that can help UTPB as far as
funding,be itfromtheSpeaker’sofficeor from
Rep. West’s office, is certainly welcome by
UTPB,” Sanderssaid. “There’snotbeenabig-
gersupporter ofUTPBout in WestTexas than
Rep. West. He welcomes any support that the
Speakercanoffer tothe university.”

Also at West’s press conference, candidate
JesseGore(whodidnotmaketherunoff)reiter-
atedhissupportforWest.RandyRives,whoalso
did not make the runoff,has also backed West.

“I think it’s important for candidates and
publicofficeholderswhoareseekingofficeobvi-
ouslytomeetthepublicand totalkto thepublic,”
Lewissaid.“I’msurprisedacandidatewouldleave
the district on the eve of early voting.”

Mark Lavergne contributed to this article.


