An Emerging Energy Crisis
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Energy drives our economy.  Energy prices are rising dramatically.  Gasoline prices are up 60% since early 1999.  Home heating oil prices have increased 50% since this year.  Utility costs have also risen dramatically.  Natural gas prices have doubled since the beginning of the year and consumers, on average, will see heating bills which are 33% higher this winter.  Electric prices have more than doubled at 14 of 17 key pricing points across the country in the last three years.  In San Diego, California, electricity prices tripled this summer for many homeowners.  Prices have also been extremely volatile - - peak trading prices going as high as $9,000/MWh (like having a $1.89 gallon of gas sell for $567) or 300 times greater.


Oil and gasoline prices do not have a ready made public policy solution outside the SPR administration.  OPEC continues to control a substantial portion of the supply, but the marketplace is responding to increasing prices with increased drilling activity.


Natural gas pricing also has a market based solution.  It would be helpful if the government opened up the substantial reserves which are currently off limits to exploration and production company’s as shown below:
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Due to the policies of the Federal Energy Regulatory Commission (FERC) during the previous Bush administration, gas markets are open and providing solutions to gas price rises.  Drilling activity has increased and while futures prices for this winter are about $5.50/MMBtu, futures prices for winter ’03 are down to $3.345/MMBtu - - almost 40% lower.  That price drop reflects the market’s confidence that suppliers are responding to this winter’s price signals.  


In oil, gasoline, heating oil and natural gas markets, the prevailing policy of the current administration is a free market policy.  While there is some discussion of ratepayer relief and a partial remedy in strategic petroleum reserve sales, the overall governmental policy is to let the market determine the price.

Power Markets


Electricity is a different matter, however.  Problems in today’s electricity markets can be directly traced to the failure of governments – both state and federal – to open markets to competition.  Especially frustrating has been the unwillingness of FERC - - the same Commission which opened gas markets to competition - - to open power markets fully.


Electricity is essential to American consumers and businesses.  American’s spend more of their out of pocket income on electricity than they do on prescription drugs - - and electricity prices have been going up dramatically in many markets.  The failure of federal regulators to open the market has led to the worst of both worlds - - unregulated monopolies dictating price in constrained wholesale markets.


The remedy for power market ills is the same remedy put in place in 1992 in the U.S. gas markets.  Since natural gas competition began in 1984, Americans have saved about $174 billion dollars.  Those savings have extended to all classes of consumers - - industrial, commercial and residential.  Just as important, a variety of contract structures have emerged to allow both producers and customers to protect themselves from price shocks.


Power markets could be working as well, if FERC were to open them to competition.  The current administration has had eight years to make this happen.  After a partial effort in 1996, little has happened even while evidence of the need for competition has grown.


This country needs a national electric power policy which will bring competition and individual choice to bear on a growing crisis in the electricity industry.

Energy makes up 5.3% of GDP


Energy makes up 4.7% of the CPI
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Total energy expenditures $468 b/n
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*29 Tcf closed;  108 Tcf available restrictions





Source: National Petroleum Council
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