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RELIABLE ELECTRICITY IS THE LIFEBLOOD of economic
growth and technological progress. Indeed, the availability of
reliable, reasonably priced energy often defines the limits of
growth and prosperity for virtually every economy. Since
Thomas Edison invented the light bulb in 1882, the techno-
logical, social, cultural and economic changes that have
occurred in U.S. Society as well as the Global Economy are
stunning.

Merely reflecting on the progress made since the Great
Depression is important. It is during this time frame that the
laws as well as the “public interest” to be identified and served
by modern utilities were enacted. Yet, since the 1930s the
United States, our economy, the global landscape as well as the
“public interest” to be served have changed so significantly
that it is hard to characterize accurately.  Despite the profound
nature of these changes, public policies that identify and pro-
tect the “public interest” that utilities have an “obligation to
serve” as well as the laws and regulations enforcing that obli-
gation have not changed.

THE PUBLIC INTEREST
From the invention of the light bulb until the oil price shocks
of the 1970s, it can be argued that regulating energy monopo-
lies served the “public interest.” During this period, the United
States emerged as an industrialized global superpower, and the
country’s ever-increasing demand for electricity was met with
reliable, ever-declining, average-cost supplies.

By 1950, virtually the entire country had reliable electricity
service at stable prices. The vertically integrated regulated
monopoly business model placed the risk of building new gen-
eration units on local ratepayers. However, until the 1973 Oil
Embargo this did not seem problematic. America had an
abundance of natural resources, and oil imports, while increas-
ing, appeared secure. 

In the 30 years since the Oil Embargo, the U.S. has imple-
mented price controls, decontrols and numerous market
designs. Energy as a commodity continues to be volatile. Core
to the current restructuring debate is whether the “public
interest” identified at the end of the 19th Century meets the
needs of a 21st Century America.

The California experiment and ensuing crisis from a high-
risk, day-ahead market design, and its purchase of highly
priced, long-term energy contracts was not the first time that
public policy did not serve the public interest. In the aftermath
of the 1973 Oil Embargo, oil prices increased ten-fold, natural
gas prices increased seven-fold, and the price of coal quadru-
pled while interest rates soared to record levels. The cost of
utility generating capacity also rose dramatically from an aver-
age of $161/kW in 1970 to a high of $5,810 by the early 1980s.

In response to a six-month oil embargo, the federal gov-
ernment imposed nearly ten years of price and allocation con-
trols on virtually every form of U.S.-based petroleum-related
production. Government intervention helped to push world
crude oil prices above $40/barrel, natural gas prices to
$10/MMbtu and frustrated consumers into block-long gaso-
line lines.

During this time there was a growing body of quantitative
evidence that price and allocation controls were contrary to
the public interest and damaging the economy. As a result, in
1978 Congress repealed the Fuel Use Act, and passed PURPA.
Immediately after taking office, President Ronald Reagan also
repealed all remaining price and allocation controls on U.S.
crude oil, refined petroleum products and natural gas liquids.
These actions, plus the decontrol of the natural gas markets in
the mid-1980s, initiated an era of price competition and new
investments in cleaner burning, higher efficiency and lower
cost natural gas-fired generation. 

By the end of the Reagan Administration, crude oil prices
had declined below $10/barrel, natural gas prices dropped
under 75 cents, and the Soviet Union had dissolved, in part,
because crude oil had been the major source of the hard cur-
rency needed to support its “command and control” economy.

It has been 30 years since the U.S. first addressed price
spikes with price controls and failed. In contrast to California,
a number of states have experimented with competitive mar-
ket designs and succeeded. Others have relied too heavily on
controlling prices and failed. Yet in 2003 natural gas prices
spiked and a late summer electricity blackout cascaded across
half the country and within days, price caps, allocation con-
trols and all manner of price mitigation efforts were proposed.
A long-awaited Standard Market Design needed to bring liq-
uidity and transparency to the wholesale electricity markets
was delayed. And, as of today, less than 10% of the consuming
public has any meaningful energy-related price or technology
competition in an emerging retail energy industry.

THE DIGITAL ECONOMY
Admittedly, the public interest is not always easy to discern and
may be politically difficult to address. However, recent events
have again underscored a clear recognition that reliable ener-
gy delivery networks are vital to the economic welfare and
security of this country. Without the means to transport and
deliver, the value of natural gas or electricity can be worthless
or priceless or any price in between. In effect, there is no
amount of energy supply that can ensure that it will be deliv-
ered to the right consumer at the right place and time.

Lessons learned from both our distant and recent past have
made it increasingly clear that a late 19th Century, early 20th
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Century utility business model may not be well-suited for the
high technology needs of a globally competitive digital econ-
omy of the 21st Century. Focusing available financial resources
on infrastructure maintenance and upgrades, if prudently
deployed, can and should enhance reliability. Whereas, using
utility capital and credit on the competitive merchant supply
function obfuscates the true costs of energy supply, under-
mines the ability of ratepayers to become informed consumers
and promotes high-risk, sub-optimal returns on utility
resources.

What our global partners and competitors in Britain and
the European Union have learned and the U.S. has experi-
enced is that the “public interest” may be far better served if
public utilities focus available capital and credit on the relia-
bility of energy delivery networks and let the competitive mar-
ketplace underwrite the high costs, high risks and potential
losses associated with buying and selling volatile commodities.
Basic economic theory would also limit monopolies to those
functions that can only be performed by a monopoly and
encourage new, value-added products, services, information
and technologies to be designed and implemented by a price-

competitive marketplace.
The time has come to seriously reconsider the specific pub-

lic interest that a utility has an obligation to serve. One critical
public interest that currently can only be served by a utility is
the timely, efficient and reliable delivery of energy. The public
interest could also be well served if utilities were both permit-
ted and encouraged to shed the high costs, risks and potential
losses related to competitive merchant-related functions, and
focused these same resources on the reliability necessary to
maintain the 21st Century global leadership, economic per-
formance and national security that the U.S. public both
expects and requires.  

In sum, the country may be better served if the “public
interest” that utilities are “obligated to serve” is converted
from an obligation to both “supply and deliver” to an obliga-
tion “to promptly and efficiently connect, maintain and reli-
ably deliver” both natural gas and electricity. Accordingly, the
public will also be better served if risk-takers, not captive
ratepayers, underwrite the high costs and financial risks asso-
ciated with competitively available supply and related prod-
ucts, services, information and technologies.  ■
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