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Gas Market Monitoring, Natural Gas and Electric Price Indices, What is new at FERC?

Disclaimer- I do not speak for the Commission.  What I present are my own opinions.  

As a preface to my remarks, let me say a few words about myself and my role within the Office of Market Oversight and Investigations.   I have had a long trading career. I began in the vaults of a prestigious precious metals firm in the 70’s.  I worked my way up to head of the gold and foreign exchange desks and I have done every task in that business from carrying coins to clients to floor clerk, arbitrageur, to floor broker to head of trading.  I have built trading desks.  In the late 90’s when metal trading was dying I was fortunate enough to enter the power trading business where I had significant successes at 2 firms.

I joined the FERC in the summer of 04.  My focus is trading issues, and I am primarily involved in market oversight, though I do interact with Enforcement, OMTR, which is now called the Office of Energy Markets and Rates.  Part of my responsibility is to communicate with market participants, hence my presence.
Let me change the order of the topics Matt Rogers asked me to speak about.  What is new at FERC?

Most obviously is Chairman Kelleher’s start to his term and the passage into law of the Energy Policy Act.  In November, Bill Hederman, the first Director of OMOI, and the architect of what is in place, announced his intention to leave the Commission.  The Chairman named Susan Court as the Director of OMOI.  Susan has an extensive history at the Commission.  She joined FERC in 1982 as an Attorney-Advisor and most recently she was the Chief of Staff for Chairman Wood. I am told that Susan is an efficient manager of people and process, and her long tenure at the Commission points to her depth of understanding on how the Commission works.  Under her leadership OMOI should be more integrated within the Commission’s broader mission.  
The obvious next question is, “what do these three changes mean to OMOI?”  The sharp, curt answer is nothing.  It is business as usual.  The Chairman in recent remarks has noted that the Commission is “acting to assure that prices are being driven by fundamentals, not by other considerations, such as market manipulation.” What has changed is the intensity of OMOI’s scrutiny, and an increase in its curiosity.  
OMOI in the past has engaged in concentrated, highly focused examinations of events and prices.  What is occurring today is not unique in that sense.  OMOI has in my experience been watchful and on guard.  Let us recognize that this year there was unparalleled weather related damage to natural gas supply infra-structure in the late summer which resulted in a strong price response layered onto an already high priced market.  Summer electricity demand was met by gas fired generation, and this last summer set many temperature and load records. For simplicities sake I choose not to delve into other factors that contributed to the high prices prior to Katrina’s arrival in the gulf region. Let me say there is a heightened sensitivity among the Commission Staff to be vigilant against unlawful activities in the markets within FERC jurisdiction. On a personal level, let me take the time and digress briefly to compliment the civic service provided by the Staff, and to note how impressed I am with their capabilities.  There are many individuals who could earn a substantially better living from the private sector then they earn from service.  There are quite a number of people who have made this conscious sacrifice act in the service of the public good.  So what are they doing to fulfill their calling?
The Chairman has mentioned recently that OMOI has a daily meeting to discuss for example: power and natural prices for real-time or day-ahead delivery, term transactions for physical and financial products, weather, LNG deliveries, coal, foreign energy matter of interest and domestic infra-structure.  In other words, OMOI challenges itself to discern the cause for shifts in values in a similar manner that the transacting participating community engages itself for profit.  What is different today, in my opinion, is that Steve Harvey the Deputy Director has inculcated a culture of questioning the apparent as well as the seeming aberrant or mysterious.  How else can I put this- Staff searches for not just the logical but the evidential.  After we deduce or receive an explanation about an event, we want more; we want confirmation, and probably we want more support again.  While some personnel do not have extensive private sector experience nonetheless their inquiries are sophisticated.  If there is a message, in my opinion it is this; for those that are tempted to manipulate markets you do so at your severe peril.  You need to understand that we can unwind the maze and figure out what has occurred. Not only is the staff mandated to do so, the staff wants to do so.
What does that mean?  It means that market participants are more likely to be asked about what they see, what they understand, and what they publish.  
This brings me to the topic of what tools are available to OMOI.  Of course, in power we have the Electronic Quarterly Report, and that only tells us bit of the picture.  We have dedicated people in power as regional experts who are in contact with the various ISO/RTO Market Monitors.  Whatever market participants buy to make decisions we can buy to study trader’s activity.  In our Market Monitoring Center we have a number of the same sophisticated commercial products that traders and quants have at their disposal.  They are extensively utilized.  The obvious case in point is Earthsat’s weather forecasting service.  We watch prices ourselves and we are developing an alert system to provide a type of anomaly signal capture to assist staff so that all significant gyrations in prices identified and explanations are sought after.  FERC and the CFTC signed a Memorandum of Understanding to share information.  I imagine that we will work closer and closer together overtime.  FERC has newly granted penalty authority.  Last, FERC has the ability to subpoena whatever data it requires.  
The Epact also contains market transparency language.  While I will not speculate on the nature of how that language may be used, I can surmise that it will be to strengthen the markets and our own abilities to see more of the pricing universe.  
Let me take a moment to remark about participant’s interaction with FERC and the obligations participants have within gas and power markets.  It is in everyone’s best interest that markets function competitively.   This is indisputable.  OMOI is not omniscient; we do not see the whole of energy trading.  We rely on you to keep us informed about market developments, market concerns, and of course suspected or observed market misbehavior.  Things that are bad business and public confidence can escape our watchful eye.  We rely on you to call us with whatever issues are important to you and bring to our attention anything that you feel is aberrant, mysterious, confusing, inexplicable or is a potential or clear violation of our rules.  If someone is abusing or bending a rule then that act could be harming the markets upon which you rely for business. Let us work out whether in fact a participant was operating appropriately within the markets or not.  
The presentation slide notes contain the Hotline number if you have a complaint.  If you want to make an observation you can call me directly.  For those of you who have OMOI’s flagship document, The State of the Markets Report, turn to the back pages for a listing of OMOI staff with their areas of expertise, and call the person you identify as closest to the issue.  

What is left for me to address?  Indices.  Index formation is near to OMOI’s heart.  I’d rather hear from you about the success of Index formation, the robustness of formation and the confidence you have in the indices.  Are you all reporting your prices to the index publishers?  If not why not?  I have discussed with staff my concerns about indices and how an index might be abused.  Tell me what is important to you on this matter during the Q and A period or after the conference.  This is too important a topic in my opinion for me to simply state that it seems that all is well with the indices.
So, shall we begin with questions?
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