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Electric deregulation good for consumers, TPPF says

by Mark Lavergne
Electricutilities have been fully deregulated
for over ayear now, and the sky has not fallen.

That’s the message from Bill Peacock,
director of the Texas Public Policy Foundation’s
(TPPF) Center for Economic Freedom, who
March 26 unveiled the foundation’s new project,
“The Texas Electric Meter.”

It’s acollection of graphical presentations
showing thatletting the marketin Texas doits
thing has been anything but the disaster for
residential ratepayers sometimes portrayed in
the media.

Recentstoties in the Houston Chronicle and
the Fort Worth Star-Telgranhave quoted mostly
industry representatives talking about how
energy rates are going up, largely because of the
rise of natural gas prices. Butaccording to data
analysis at TPPF deregulation lets consumers
exercise choice tokeep theirbills atleastrelatively
low.

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

Welland good, Peacock argues. The state
of Texas sports the most successful deregulated
electric market in the wotld, and the govern-
ment does well to keep out of it.

“Much of the debate in 2007,” Peacock
said, “didn’treally focus on the fact, orignored
the fact, that deregulation wasn’t completed,
fully implemented, until January 2007 and all
the data they wereusingin 2007 inthe legislative
session was based on a regulated market in
2006.”

Among the major points put forth in the
Electric Meter.

Texas is “far and away the most successfinl
exanple of deregnlation of electricity in the entire
United States if not the world.” Peacock said the
success of electricderegulation canbe attributed
tothe Legislature’s not exercising aheavy hand
in shaping the electric market. “They didn’t tell
the companies how they were going to have to
compete,” Peacock said. “Theyjustsaid, ‘Here
are the ground rules, go out and compete
against each other.” They let the market shape
and form itself.”

Peacock alsosaid the price-to-beathad a big
hand in helping the state transition from a
regulated toaderegulated market. Statessuch as
California and New York deregulated whole-

sale prices but kepta cap on retail prices. So as
natural gas prices went up the retail prices had
nowhere to go. The result: shortage and market
collapse—1i.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 drove prices up.

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

“By the beginning of 2006 the market was
mature enough thatit could have handled the
price shocks from natural gas priceincreases by
itself,” Peacock said. “Itdidn’tneed the price to
beat.” Even though the price functioned only as
a cap in 20006, it still functioned as the price
marker. Even the new competitive providers
shot for it, though it was above equilibrium.

Peacockalso noted that the “Summer Sut-
prise of 2007” never happened. Prices were
expected to spike following the 80" legislative
session because of lawmakers’ failure to curtail
the rising utility costs. Yet prices that summer
were five percentlower than the summer before.

Consumer choice has shot up since deregnlation.
Consumer choice went up slowly in the first
years of the transition to deregulation. But
when full deregulation hit, the number of pro-
viders rose considerably, from fourin 2002 to
the average 28 thatdo busilness 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
means consumetrs can goeither with rates higher
orlower thanwhen deregulationbergan. Pea-
cockacknowledged thatresidential 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 the significantincreases in natural
gas, oil, and gasoline prices since 2001,” the

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

“We may complain about the amount of
choiceswe have to make,” Peacock said, “butit’s
eitherwe get to make those choicesorin the case
ofaregulatedindustry, the government makes
those choices forus.”

David Guenthner, TPPF director of me-
dia and government relations, observed that
the average electric rate in Texasis 12 cents per
kilowatt-hour. Butin every region of the state,
he added, one can find a rate plan for less than
10 cents. (Rates canbe compared by zip code at
the Texas Electric Choice Education Program’s
website www.powertochoose.org.)

There is also something of a risk tradeoff
in the choosing of rates for consumers. The
lower offers 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 increased consumer choice has mani-
fested alsoin the decreased marketshares held
by the major incumbent providers — TXU and
Reliant among them. These five had lost be-
tween 53 and 78 percent of the entire (residen-
tial, industrial and commercial) 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
TPPE’s report. WhereasinMarch 2006 only 34.6
percentof residential consumers had chosena
competitive rate plan, by as the end of the year
approached and the price-to-beat’s days were
numbered, the marketbegan to anticipate com-
plete deregulation. Well over half the residential
market had chosen competitive rate plans by
December 2006.

ByDecember 2007, some 72 percenthad
chosenaplan. “Texas residential consumersatre
full participants in —and beneficiaries of — the
competitive electricitymarket,” the report says.

Onaverage, priceswent down five percent
in 2007 for residential customers after the price-
to-beat was completely eliminated, compared
to the United States as a whole, where prices
wentup overall.
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Natural gas prices did not yank up electric rates
in Texas. Ithas beenwidely believed that when
natural gas prices shotupin 20006, electric retail-
ers seized the opportunity to ride gas’ coattails
to higher prices, gouging the consumers. The
Electric Metet’s findings challenge that claim.
Electric prices did goup in Texas, butnotneatly
as dramatically as natural gas prices did.

Among the fivelargest states — California,
Florida, Illinois, New York, and Texas — the
Lone Star State temained in the middle of the
pack fromJanuary 2006 to the end 0of2007. The
spikeinrates occurredin eachstate except Florida,
mostdramaticallyin California.

Texas is exceptional, further, in that its
electricrates are already starting to godown, as
opposed to those in natural gas-heavy states like
those in New England, where “government
regulators are playing catch-up,” the report says.

The big picture. In 2001, Texas had the
fourteenth highestaverage residential retail elec-
tric rates in the country. As of December 2007,
Texas improved one slotto the fifteenth high-
estaverage.

Also, the report states that Texas has had
unique success in energy investment. Since
wholesale deregulation of electric utilities, some
$20 billion of investment has been completed.
Atleast another $25 billion of investment has
been announced or is under construction.

The report says the investment comes
“withno guarantee by consumers— they pay for
itonlyif theyuseit.” Texas is the only state where
plant constructionis not builtinto the rate base
for consumers. [
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of the aisle. Peopleinthe Permian Basin—in one
of the highest [voting] Republican districtsin the
state —are constantly perplexed as towhywe have
to constantly check up on Buddy’sloyalties. Any
perusal of his voting record never matches up with
the conservative rhetoric that he uses back at
home. No hired PR-flack can change that fact.”

While Craddick is notformally endorsing,
he did say alotof nice things on the radio about
Lewis. “I’'ve known Tryon foryears,” Craddick
said. “He’s beena districtjudge over there. He’s
astrong conservative 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 speaket’s race.
“Tryon is going to support me if he’s elected,
and Buddyis not,” Craddick replied. “Of course,
Buddy did not vote for usin the last session of
the Legislature after he said he would, and then
he reneged on that.”

Having the speaker from the Permian Basin
isakeyissuein Odessa,and West’s actions relating
to the Craddick racehavebeen debated through-
outthe campaign. Westvoted tomake the contest
for speakera secretballot,adecision widely viewed
asa proxy vote for Speaker. The Craddick pledges
voted for a public ballot, and the anti-Craddick
faction voted for a secret ballot.

Talkingwith .S R, Lewis said that while the
Speaker’s raceis notthe biggestissuein the district,
itdoes have animpact. “One thing that we like to
emphasize out here is just regional cooperation,

is all of our representatives working together for
issuesimportantto ourarea,”hesaid. ... Whether
ot notwe’re havingthe kind of regional coopera-
tion we need is a real issue.”

West’s press conference featured endorse-
ments from four known Craddick opponents
— Reps. Jim Pitts (R-Waxahachie), Jim Keffer
(R-Eastland), Delwin Jones (R-Lubbock),and
Edmund Kuempel (R-Seguin).

The choice of Pitts, in particular, is becom-
ing controversial. Craddick reminded Permian
Basinvoters thatitwas Pitts thatargued on the
floor againstadditional money being appropri-
ated to UT Permian Basin.

On the radio, Craddick said that, during
the six years prior to his becoming Speaker
(during four of which West was vice chairman
of Appropriations), UT Permian Basin gota
$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 it from the Speaker’s office or from
Rep. West’s office, is certainly welcome by
UTPB,” Sanders said. “There’s notbeenabig-
gersupporter of UTPB outin West Texas than
Rep. West. He welcomes any support that the
Speaker canoffer to the university.”

Also at West’s press conference, candidate
Jesse Gore (whodid notmake therunoff) reiter-
ated hissupport for West. Randy Rives,whoalso
did not make the runoff, has also backed West.

“I think it’s important for candidates and
public officeholders whoare secking office obvi-
ously tomeetthe publicand to talk to the public,”
Lewis said. “T'msurprised a candidate would leave
the district on the eve of eatly voting.”

Mark Lavergne contributed to this article.
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