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Mr. Chairman and Commissioners: 
 

Overview:  Achieving National Priorities Through Competitive Electricity Markets 
 
 Thank you for inviting me to speak about the future of competitive electricity markets, a 

subject that is vitally important to our nation.  With well-functioning electricity markets, we 

embrace the bright future.  Congress certainly understands this, having taken progressively more 

expansive steps toward promoting electricity competition with PURPA of 1978,1 EPAct of 

1992,2 and EPAct of 2005.3  And, in turn, recently this Commission, under Chairman Kelliher’s 

leadership, has taken numerous steps to improve competitive markets, including last year’s 

California market redesign order,4 which was voted out unanimously by the Commission despite 

                                                 
1 Public Utility Regulatory Policies Act of 1978, Pub. L. No. 95-617, 92 Stat. 3117 (1978) 
(codified in U.S.C. titles 15, 16, 26, 30, 42, and 43). 
2 Energy Policy Act of 1992,  Pub. L. No. 102-486, 106 Stat. 2776 (1992) (codified at, among 
other places, 15 U.S.C. 79z-5a and 16 U.S.C. 796 (22-25), 824j-l). 
3 Energy Policy Act of 2005, Pub. L. No. 109-58, 119 Stat. 594 (2005) (to be codified in 
scattered titles in the U.S.C.).  
4 Order Conditionally Accepting the California Independent System Operator’s Electric Tariff 
Filing to Reflect Market Redesign and Technology Upgrade, 116 FERC ¶ 61,274 (2006). 
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powerful political headwinds, and more recently, Order No. 890,5 intended to update the 

venerable Order No. 888.6 

 Large regional competitive electricity markets are essential to meeting our national 

priorities.  Both political parties in Washington have advocated reduced dependency on foreign 

energy sources for quite some time.  The urgency of this goal has been reinforced since the 

November elections by the White House and Congress.  We are also seeing an elevated focus on 

climate change and environmental values.  To meet our nation’s goals for renewables, energy 

efficiency, demand response, cleaner air and greater energy independence, we must have the 

innovation and efficiency that well-functioning regional markets bring.  I will speak more about 

the relationship between markets and meeting these important values later in my presentation. 

 I intend to deal with three questions.  First, what problems were competitive markets 

designed to solve?  Second, what have been our successes and our disappointments?  And, third, 

how can electricity markets help to achieve our national goals with respect to technological 

innovation, renewable generation, demand response, efficient use of energy, implementing 

environmental values including a focus on responding to climate change, and ultimately greater 

energy independence? 

 

                                                 
5 Preventing Undue Discrimination and Preference in Transmission Service, Order No. 890, 18 
CFR Parts 35 and 37 (2007). 
6 Promoting Wholesale Competition Through Open Access Non-discriminatory Transmission 
Services by Public Utilities; Recovery of Stranded Costs by Public Utilities and Transmitting 
Utilities, Order No. 888, 61 FR 21540 (May 10, 1996) , FERC Stats. & Regs. ¶ 31,036 (1996), 
order on reh’g, Order No. 888-A, 62 FR 12274 (Mar. 14, 1997), FERC Stats. & Regs. ¶ 31,048 
(1997), order on reh’g, Order No. 888-B, 81 FERC ¶ 61,248 (1997), order on reh’g, Order No. 
888-C, 82 FERC ¶ 61,046 (1998), aff’d in relevant part sub nom, Transmission Access Policy 
Study Group v. FERC, 225 F.3d 667 (D.C. Cir. 2000) (TAPS v. FERC), aff’d sub nom, New York 
v. FERC, 535 U.S. 1 (2002). 
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 Exhibits for the Record 
 
 Before I continue, however, I would like to mention that my statement will have attached 

four exhibits for the record of this proceeding.  Exhibit 1 is a June 26, 2006 open letter to 

policymakers signed by eight distinguished economists explaining the benefits of competitive 

electricity markets.  Exhibit 2 is a December 4, 2006 letter to Chairman Kelliher from eight large 

commercial customers touting the customer benefits of large regional markets operated by 

RTOs.  Exhibit 3 is a February 26, 2007 letter from the American Wind Energy Association 

(AWEA), individual wind developers, and a number of environmental groups such as NRDC 

touting the benefits for renewable generation that have been achieved by RTOs and regional 

wholesale electricity markets.  And Exhibit 4 is a March 1, 2007 white paper prepared by 

COMPETE articulating how organized regional electricity markets promote technological 

innovation, renewable generation, energy efficiency, and demand response. 

The Historical Development of Competitive Electricity Markets:  Providing 
Solutions in the Electricity Industry 

 
 I will begin by providing personal perspective, as a former Commissioner who served 

from 1993 through 2003, about the rationale for the steady evolution of competition policy.  

What problems were we trying to solve, and how did we get where we are today? 

 Early during my tenure, the Commission was concerned, as was Congress, about 

operational and other inefficiencies under regulation.  Regulation did not create appropriate 

incentives for efficient investments and efficient plant operation.  Plants were operating at low 

capacity factors, and more efficient non-utility generators were facing vast barriers to entry.  

Customers, rather than suppliers, were often forced to bear the risk of large cost overruns as 

expensive nuclear and other plants were placed in rate base, and there was almost no customer 

choice.  Municipal utilities and rural electric cooperatives, the so-called “transmission dependent 
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utilities,” were often trapped inside large utility systems and could not shop for the cheaper or 

more efficient supplier.  Neither could the large industrial customers. 

We were hearing from all of these groups.  Personally, I was concerned that these smaller 

businesses could not gain access to the transmission grid within any reasonable time frame.  

They had no choice.  Individual purchasers of power, often munis and coops, were applying to 

FERC for transmission access under the rather complicated process set out in EPAct of 1992, but 

they faced litigation, delay and frustration.  In truth, despite the new law and the best of 

Congressional intentions, no one was getting access, and even the Commission was frustrated.7 

 We decided to move generically with Order No. 888.8  We wanted to spur the somewhat 

embryonic industry of independent suppliers that would bring new technologies such as 

combined cycle gas plants.  We wanted to encourage suppliers who would innovate, suppliers 

who would have an incentive to operate more efficiently, suppliers who had no rate base and 

therefore would bear (along with their investors) the risk of bad or more-costly-than-intended 

investments.  We wanted to shift this risk from the customer.  We wanted customers to have 

choice -- it was, in the end, a question of fundamental fairness. 

 Order No. 888 was a success, and it radically changed the electric power industry.  Scores 

of transmission-owning public utilities -- 167, to be exact -- filed open access tariffs and 

unbundled their supply function from their transmission function.  The result, while expected, 

was impressive.   There were greater efficiencies, customers had greater choices, the risk of bad 

                                                 
7 See e.g., Promoting Wholesale Competition Through Open Access Non-Discriminatory 
Transmission Services by Public Utilities; Recovery of Stranded Costs by Public Utilities and 
Transmitting Utilities, Notice of Proposed Rulemaking and Supplemental Notice of Proposed 
Rulemaking, 70 FERC ¶ 61,357 at 47-57, 62-84 (1995). 
8 Order No. 888, supra note 6. 
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investments shifted from customers to power suppliers, and the independent power industry, 

frankly, just exploded.   

 Yet, as the Order 888 markets emerged, there were still problems with discrimination in 

the form of market foreclosure and transmission foreclosure.  Some market participants could not 

reliably gain access to the grid or to the market.  Customers and suppliers were faced with 

pancaked transmission rates as their power crossed a utility’s corporate boundary.  Transmission 

pricing was for the most part based on the contract path, which had little to do with grid 

operations in real time.  And congestion was socialized.  Moreover, even as power markets were 

evolving into large regional markets, regional institutions, regional transmission planning, and 

dispatch had yet to be established. 

 To move toward solving these problems, we encouraged the formation of new institutions 

called regional transmission organizations (RTOs), large regional institutions that would both 

dispatch generation and provide transmission access independently of market participants.  In 

other words, RTOs provided a level playing field with no transmission or market foreclosure.  

RTOs would also eliminate pancaked transmission rates.  They would rationally price congestion 

through locational marginal prices.  They would operate well-functioning spot markets that 

would provide the necessary price signals.9   

 The development of RTOs made sense in the year 2000, and their continued development 

and permanence makes even more sense now.  As one of the architects of Order No. 2000, I am 

pleased that RTOs are now in place in regions that cover roughly two thirds of our nation’s 

                                                 
9 Regional Transmission Organizations, Order No. 2000, 65 FR 809 (Jan. 6, 2000), FERC Stats. 
& Regs. ¶ 31,089 (1999), order on reh’g, Order No. 2000-A, 65 FR 120888 (Mar. 8, 2000), 
FERC Stats. & Regs. ¶ 31,092 (2000), aff’d sub nom. Public Utility District No. 1 of Snohomish 
County, Washington v. FERC, 272 F.3d 607 (D.C. Cir. 2001). 
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electricity load.  They provide reliable price signals, price congestion rationally, operate 

independently of bias for or against any market participant, conduct regional planning, and 

eliminate inefficient transmission pricing.  It will come as no secret to this Commission or to this 

audience that these large institutions have my full support and confidence. 

Implementing Competitive Electricity Markets:  Successes and Disappointments 
 
 The second question I raised is:  What are our principal successes and what have been the 

disappointments?  With respect to successes, the first one I would mention is excellent 

transparency in RTOs with locational price signals published in real time.  Congestion is 

managed rationally through market-based mechanisms and re-dispatch, and, rather than socialize 

the financial responsibility, market participants responsible for congestion are also responsible 

for the costs.  Another great success for RTOs has been independent dispatch and transmission 

operation with no conflicting incentives to favor any particular market participant.  Clearly, there 

has been substantially more efficient plant dispatch, regional sharing of efficiencies, the 

elimination of corporate seams and balkanization, and more efficient transmission pricing 

through the elimination of pancaked transmission rates.  Importantly, in competitive markets, 

competitive suppliers have no rate base that would cause customers to bear the risk of cost 

overruns or bad business decisions.  Instead, suppliers bear those risks, as evidenced by the 

number of bankruptcies in the sector for which electricity customers did not pay.  Sophisticated 

regional planning has emerged to ensure that market participants and the regional system 

operator understand the transmission, generation and demand resources that must be installed for 

the market to thrive.  And it is working -- transmission construction and investment is 

rebounding strongly in the RTO markets. 
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 Disappointments have arisen only when essential market elements are not in place.  The 

lack of a somewhat uniform policy promoting competitive procurement has been disappointing.  

Without such procurement, customers do not have assurance of the lowest cost generation 

available.  I am pleased that the Commission is working closely with the states in this regard.  I 

am additionally concerned about inefficiencies in areas outside of the RTO markets.  Despite 

good progress with Order No. 890, I fear that we will continue to see a balkanized grid with 

inefficient transmission pricing, plus lingering opportunities for both transmission and market 

foreclosure.  We also see in these areas that transparency is lacking in price signals, dispatch, and 

a host of other elements that characterize good markets.  All markets, both RTO markets and 

those in other regions, struggle with how to incentivize a robust demand response.  Much more 

work must be done in this area, but large RTOs undoubtedly hold the best hope for solving this 

problem. 

Advantages to Competitive Electricity Markets:  Promoting Renewables, Efficiency, 
Demand Response, Environmental Values and Technological Innovation 

 
 Last, let me turn to my third question regarding how regional markets for electricity help 

us to achieve our goals with respect to innovation, renewable generation, efficient use of energy 

and demand response, while at the same time promoting our environmental values and greater 

energy independence.  I am attaching materials that make this point effectively and persuasively, 

so I will just make a few points. 

 With respect to renewables, AWEA has found that 73% of installed wind capacity is in 

RTOs, while the wind energy potential in the same regions is just 44%.  The fact is that wind 

resources are disproportionately locating in RTO markets because of the large regional dispatch, 

efficient transmission pricing, and easier facilitation of electricity delivery from resources that 

may be remote from load.  Hourly and day ahead markets in the RTOs provide the best means of 
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addressing the variability of intermittent resources, and the consolidation of balancing areas 

through RTOs reduces the cost of integrating intermittent resources.  Wind generators and 

environmental groups understand that a great future for wind lies in the organized regional 

markets.10 

 Effective demand response programs can thrive in organized RTOs.  The price signals in 

regional markets are transparent, giving customers information about how changes in real-time 

demand affect prices and reliability.  The price signals in RTOs are also accurate and credible, 

allowing purchasers to make usage decisions to limit inefficiency, curb price increases and 

reduce volatility. 11  Locational price signals turn customers into participants, along with the 

system operator, in ensuring a reliable dispatch.  It is well known that in just one week during 

August of 2006, demand response programs in PJM saved customers over $650 million.12  This 

is just one example of a robust demand response that can be achieved in a large regional market.   

Clearly, energy efficiency is significantly enhanced by markets.  A study by Global 

Energy Decisions shows that plant operating efficiencies dramatically improve with market 

incentives,13 and price signals allow customers to make more efficient usage decisions in real 

                                                 
10 Exh. 3. 
11 Cf. Exh. 2; Exh. 4 at 6, n.21 (COMPETE White Paper “Meeting the Challenges Ahead:  
Regional Electricity Markets Foster America’s Energy Independence and Security” (March 1, 
2007)) (citing PJM Interconnection, Early August Demand Response Saves PJM $650 Million 
(August 23, 2006)).  
12 See Exh. 4 at 6, n.21 (COMPETE White Paper “Meeting the Challenges Ahead:  Regional 
Electricity Markets Foster America’s Energy Independence and Security” (March 1, 2007)) 
(citing PJM Interconnection, Early August Demand Response Saves PJM $650 Million (August 
23, 2006)).  
13 See Exh. 4 at 7, n.28 (COMPETE White Paper “Meeting the Challenges Ahead:  Regional 
Electricity Markets Foster America’s Energy Independence and Security” (March 1, 2007)) 
(citing Putting Competition Power Markets to the Test - The Benefits of Competition in 
America’s Electric Grid:  Cost-Savings and Operating Efficiencies, Global Energy Decisions 
(continued…) 
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time.  Cost-of-service regulation, on the other hand, may provide a disincentive for efficiencies 

in both operations and pricing. 

 Finally, markets spur technological innovation.  Nobel Laureate economist Vernon L. 

Smith, in addition to several other distinguished economists, have written about how competitive 

electricity markets spur technological innovation through advanced metering and monitoring 

technologies, among other things.14  Intuitively, we all know this to be true, that competition 

spurs innovation, and often an explosion of it.  An obvious parallel is the telecommunications 

revolution incited by deregulation in that industry -- we now have our ubiquitous Blackberries 

and other hand held communications and data devices.  We are on the verge of the same dynamic 

in the electricity industry.  I think of the work that is going on at EPRI and elsewhere with 

respect to the concept of “prices to devices,” a concept that some day could turn literally 

hundreds of thousands of devices and appliances in a large regional market into demand, 

efficiency and reliability resources.  Indeed, it is hard to imagine cutting-edge innovation taking 

hold if the system is re-monopolized, as some have urged, and it is also hard to imagine such 

innovation without accurate price signals, ease of entry, and a dispatch that is welcoming to 

renewables, demand response and efficiency products.   

 I submit that it is highly unlikely that we can meet our goals with respect to innovation, 

efficiency, renewables or demand response, and indeed our broader goals for greater energy 

independence and solutions to the problem of climate change, without large regional markets for 

electricity and customer benefits they provide. 

                                                 
Study at ES-1 (2005); Howard J. Axelrod, The Fallacy of High Prices, 144 Public Utilities 
Fortnightly at 55 (Nov. 2006)). 
14 Exh. 1. 
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 Thank you for the opportunity to submit this statement.  Four exhibits are attached. 






































	Statement.pdf
	Exhibits with stickers.pdf

