Has anyone one ever heard, “if it’s not broken, don’t fix it?”  This statement has most likely been on the minds of electricity ratepayers in recent years.  Especially since politicians, experts, industry leaders and others have talked volumes about the virtues of de-regulating our nation’s electricity industry.  And, there have been many concrete steps taken toward full de-regulation.  But the promises of market driven competitive retail electricity prices have always been broken.

It seems the ratepayer is the victim with all those with ties to the electricity industry benefiting at his or her expense; regardless of the stated official reasons.  In contrast, the ratepayer was accustomed to level or slowly rising prices for relatively cheap electric power for many decades.  Often the increases in their power bills were at a lower rate than general inflation.  So what happened?

Well, in the good old days, the ratepayer had strong advocates in the various regulatory
organizations that kept the industry honest with respect to its economic needs.  All this

changes with deregulation.

Everyone knows businesses need occasional revenue increases to pay for the things necessary to produce the product.  But without an externally imposed constraint on prices, things quickly get out of hand.  In the good old days, at the typical rate hearing, before the appropriate regulatory organization, the electrical utility was required to carefully justify each and every request for higher fees.  As often as not, a request for a rate hike was denied.  This environment kept the utility on its toes and honest (efficient, prudent and fiscally responsible) with respect to spending ratepayer’s hard earned money.

Depending on the state, regulatory officials were either elected or appointed by elected officials.  This motivated them to do the “peoples business” and to do it well.  No one should under estimate the power of the vote when controversial issues are to be resolved.

If the utility failed to articulate its need or the need was merely a want and not a real necessity, the utility had to “make do.”  Regardless of the rate hearing outcome, the electricity customer could trust the system to do the right thing because of the before mentioned power of the vote.  He or she saw few, if any, radical and seemingly irrational rate increase like those experienced recently.  Furthermore, the lights did not go out when rate hikes were denied.
So what was not to like?  Nothing.  There was an appealing equilibrium between the producers of electricity and the consumers of electricity.  Regulators served as referees.  The balance was maintained with neither party being able to dominate nor being asked to accept undue hardships.  The industry had to think very carefully about how to spend the ratepayer’s resources because they could not reasonably expect to get their way each time they asked for more in the way of rates.  On the other hand, the electricity consumer enjoyed very good, reliable service without budget breaking gyrations in the price they paid for power.  Has the production, transmission and distribution of power changed so dramatically in recent years this method is obsolete?  I do not think so.
Therefore, did we give up a better system in the name of de-regulation?   I think so.  De- regulation has provided opportunities for abuse of the ratepayer by industry.  One only has to look at the Enron disaster in California.  Furthermore, the nature of the product (electricity) makes it like no other.  It has no shelf life; therefore, it can not be stored for future use.  It is truly a service with the producer always standing by to accommodate demand; regardless of when and how much electricity is called for by customers.  
Perhaps the old regulated monopoly format still makes the most sense for the electric utility industry.  Market forces may be too volatile and the product too unique to be managed by the free market.  That seems like the reality of the situation.
Tylor Claggett, Associate Director

ShoreENERGY: The Energy, Economics, and Sustainability Program of the Franklin P. Perdue School of Business at Salisbury University
