Lessons from California’s Electric Restructuring

· The Mistake—California Failed to Deregulate. 

A flawed wholesale market
1. California’s siting laws have blocked new power plant development and created severe shortages in the face of growing demand.

2. California replaced one monopoly—the regulated utilities—with another monopoly—a state-designed spot market called the “Power Exchange,” or PX.

3. California abandoned basic economic principles of “diversification” and forced the utility to buy all of its power supplies from the spot market.  The policy is equivalent to forcing Californians to finance their homes with variable rate mortgages.

4. California created a new bureaucracy to run the state’s electric transmission network but failed to ensure that all market participants have fair access to the network.

A flawed retail market
5. California set retail rates below the market price for power, which provided a powerful disincentive for customers to remain with the incumbent utility. 

6. California forced all customers to pay for the utilities’ uneconomic generation assets, whether they stayed with the utility or switched to another provider.

7. California dampened incentives to conserve electricity by forcing customers to pay the same price no matter how much they consumed or when they consumed it. 

· The Solution—Finish the Job California Started and Establish Real Power Markets
 
1. Reform California’s permitting laws to bring power plant siting and construction timelines more in line with those of other states.

2. Eliminate the PX monopoly and encourage market participants to focus on bilateral contracts rather than volatile, spot markets, like the PX.

3. Ensure that all market participants have fair, open access to California’s electric transmission network.

4. Create a robust retail electricity market by a) removing impediments to customer choice and b) creating incentives for conservation and energy efficiency.

5. Reform regulation to encourage the utility to develop a diversified portfolio of power supplies to provide service to customers who stay with the utility.

6. Allow suppliers to compete to provide service to customers who stay with the utility.
