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Introduction

THE ELECTRICAL INDUSTRY IS A VERY BIG PUBLIC BUSINESS THAT NOW HAS THE

potential to provide the private sector with huge profits. The deregulation and

privatization of electricity is occurring rapidly throughout North America, and is

threatening the public control of electricity, despite the inability of electricity de-

regulation to deliver on the promises of lower prices, a secure electricity supply,

or increased economic and technical efficiency. Even countries like Canada, coun-

tries that have no supply and prices problems that need “fixing,” are succumbing

to the lure of an international, deregulated electricity market. A complex web of

factors conspired to spread the deregulation process, even in jurisdictions where

existing public utilities serve the population exceedingly well.1 But this shift is

radically altering the character of electrical energy as a common resource.

The deregulation

and privatization

of electricity is

occurring rapidly

throughout North

America, and is

threatening the

public control of

electricity, despite

the inability of

electricity

deregulation to

deliver on the

promises of lower

prices, a secure

electricity supply, or

increased economic

and technical

efficiency.

Until fairly recently it was widely accepted

that the electrical industry was best served by

large-scale, highly regulated monopoly produc-

tion. In Canada this meant that electricity was

overwhelmingly in the public sector, mainly be-

cause the capital costs involved in providing

electricity were larger than private corporations

wanted to risk. In British Columbia over the

last forty years an extensive infrastructure of

reservoirs, generating stations, transmission

lines, and local distribution and service systems

was built by B.C. Hydro to provide electricity

to most businesses and residences in the prov-

ince. This infrastructure did not come easily or

without huge costs. Creating large reservoirs

and transmission systems required a great deal

of money, but even more significantly, caused

damage to wildlife habitat, local communities

and the socio-economic way of life of many

aboriginal people. But however unpopular, en-

vironmentally damaging, or mistimed were the

development of these hydro-electric mega-

projects, they now provide a secure, reliable

supply of inexpensive and “clean” electricity

through a system that has been paid for by the

people of the province.

This public ownership and control over elec-

tricity in this province is about to change dra-

matically. The most radical proposals are from

the Fraser Institute and its supporters. These

groups, claiming that any business in the pub-

lic sector is inherently bad, call for the privati-

zation of B.C. Hydro by breaking it up into sev-

eral distinct corporations and offering them for

sale.2 Other measures, such as those proposed

by Dr. Mark Jaccard (former Chair of the B.C.
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Utilities Commission, the body that regulated

B.C. Hydro), are more incremental and involve

competition in generation and permitting pri-

vate electricity producers access to the trans-

mission and distribution systems.3 These ini-

tial calls for deregulation, before the debacle of

deregulation in California, promised consum-

ers “greater choice, customer responsiveness,

lower prices and less risk.” They also prom-

ised, “greater social benefits [that] include the

economic development and job creation result-

ing from lower prices and greater returns to

publicly-owned assets, and the potential for

regionally-dispersed resource development as

environmental and social considerations are

combined with market reform.”4 The serious

problems that have ensued with electricity de-

regulation in the U.S. and the one jurisdiction

in Canada where deregulation has been fully

implemented, Alberta, shows that these claims

were more wishful thinking that an accurate

assessment of the way that electricity deregula-

tion proceeds.5 Despite these failures the B.C.

government intends to proceed with deregula-

tion and the privatization of parts of the B.C.

Hydro system.6

My intention in this paper is to defend the

existence of a public monopoly in the produc-

tion, transmission and distribution of electri-

cal energy and to argue against the fostering of

a competitive market in B.C. In doing this I

will begin with a discussion of the forces driv-

ing competition and privatization in North

America and follow this discussion with three

main themes. One is that privatization––that

is, the sale of all public assets––is not neces-

sary to undermine the dominant role and ben-

efits of the public sector in the provision of elec-

tricity. The route toward privatization is more

circumspect: it can be successfully accom-

plished in an incremental form and does not

require the total and outright sale of all assets

as occurred in the U.K. My second main theme

will focus on the distinction between condi-

tions for producing electricity in B.C. and those

of other jurisdictions that have embraced com-

petitive markets. A hydro-based system like the

one in B.C. does not have the problems of high

costs and environmental degradation, as do

thermal and nuclear-based generation systems.

My third main theme is to show that there are

huge disadvantages to the public as a result of

the deregulation and privatization of electric-

ity. The argument will focus mainly on the fal-

lacious assumption that competition among

producers will occur when markets are

deregulated. Markets often do not behave the

way that textbooks say they do, particularly in

the electrical industry where very large corpo-

rations have tended to dominate the market

wherever deregulation has occurred.

Markets often do

not behave the way

that textbooks say

they do, particularly

in the electrical

industry where very

large corporations

have tended to

dominate the

market wherever

deregulation has

occurred.
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The move toward privatization, as a result

of the competitive pressures of “globalization,”

came slower to the electrical industry than to

other industries in the public sector. Until re-

cently the industry was relatively insulated from

international pressures because the technologi-

cal advantages of large-scale production and

distribution of electricity created natural mo-

nopolies that ensured that this sector was most

efficient and met public needs best in Canada

as a public corporation. In recent years, changes

in the technology of the generation of electric-

ity have made private, relatively small-scale

(principally thermal) electrical generation more

viable. The electrical industry historically has

been considered a natural monopoly, both be-

cause of the physical constraints of transmis-

sion and distribution and the high capital costs

involved in electrical generation. The most ef-

ficient relationship between high-voltage trans-

mission and low-voltage distribution demands

an exclusive line or network of lines both to

reduce costs and to minimize losses of electric-

ity. On the generation side, large production

units can take advantage of economies of scale

to produce electricity more cheaply than could

several smaller generating units.

Technical changes have not changed the

natural monopoly of transmission and distri-

bution, but they have affected the natural mo-

nopoly of some forms of electrical generation.

While economies of scale historically have

dominated the economics of the industry, the

use of new technologies, such as combined cy-

cle gas turbines (CCGTs) makes smaller-scale

production more efficient and cheaper than it

has been. Early gas turbines were relatively in-

efficient, but in the late 1980s the introduction

of CCGTs and the beginning of a cycle of low

prices for natural gas, increased the enthusi-

asm for the use of CCGTs.7 Also, the use of gas

is environmentally more acceptable than oil,

coal and nuclear energy, something that further

undermined the use of traditional thermal and

nuclear sources of electrical generation.

In places where electricity has been gener-

ated by thermal or nuclear sources the impact

of technological change has been substantial.

In B.C., where most electrical generation comes

from hydro sources, the notion that technologi-

Is Competition Necessary?
PART 1

THE LANDMARK CASE IN THE DEREGULATION OF UTILITIES IN NORTH AMERICA

was the U.S. court decision in 1984 ordering AT&T to open the U.S. telephone

system to competition. Since then the U.S. has introduced legislation to deregulate

the telecommunications industry, the trucking industry, the gas industry, and the

electricity industry. The deregulation of oil and gas in Canada was initiated in the

mid-1980s with the Western Accord, an agreement designed to complete the dis-

mantling of the National Energy Program. Since this deregulation began, competi-

tion in the gas industry has increased and so to has the privatization of the resource.

B.C. Hydro, under the Social Credit government, privatized B.C. Gas in 1989.

For gas or coal

generation to

displace hydro in

new production on a

deregulated market,

all of the efficiencies

of the public entity,

B.C. Hydro, would

need to be

dismantled. This is

because providing

private power simply

would not be

profitable if it had

to compete with the

low-cost and

efficient operations

of the public system.
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cal change is driving system changes is highly

exaggerated. Gas or coal generation would be

the most likely sources of new generation in a

competitive market, but it is, even in a very

low-cost period, still more expensive than wa-

ter in generating electricity. Price fluctuations,

particularly in the cost of natural gas, add risk

and act as a deterrent to private investment.

For gas or coal generation to displace hydro in

new production on a deregulated market, all

of the efficiencies of the public entity, B.C. Hy-

dro, would need to be dismantled. This is be-

cause providing private power simply would

not be profitable if it had to compete with the

low-cost and efficient operations of the public

system.

The technology that enables the private sec-

tor to profitably generate electricity was not,

by itself, a sufficient reason to bring about the

move toward deregulation of this industry in

other countries. Private generation has not in-

variably lowered the cost of production of elec-

tricity and has not been more efficient than

generation in the public sector. The process of

deregulation and privatization has been fostered

by many different things, some of which do

relate to specific problems with cost, efficiency,

and environmental concerns with electrical

generation within individual countries. But, the

most significant factors that have created a cli-

mate for change across national boundaries are

the conditions established by an ideological

shift to the right and its related public policy

aims of redirecting government activities from

those that provide service to people and busi-

ness to those mainly concerned with creating

markets for the private sector.

As international markets began to expand,

all kinds of services, such as water and tel-

ephone services, which were once the domain

of specific nations, became “trade-able.” As with

water and telephone services, the possibility of

a great international market in investment in

electricity has led to the deregulation of inter-

national trading and investment rules to per-

mit foreign corporations much greater access

to the domestic markets of nations. The pres-

sure from the private sector to deregulate in

order to increase competition has escalated,

with the result that energy corporations in the

public sector are targets––their existence cre-

ates an obstacle for competition to work prop-

erly.

In B.C. the pressures for change in the elec-

tricity industry have had nothing to do with

real problems with inefficiency, high costs, and

dirty energy. By world standards B.C. Hydro

excels as an efficient, low-cost and clean pro-

ducer of energy.

Prices
Electricity in B.C. is cheap. All classes of cus-

tomers have among the cheapest electricity in

North America. In Canada, only Manitoba has

lower rates for all classes of customers. This is

mostly because that province does not have the

difficult terrain that increases transmission costs

in B.C. B.C. Hydro also offers a “postage rate”

system of billing, an egalitarian system that

charges people across the province the same

rate, whether they live in rural areas of those

areas that are more densely settled, more ac-

cessible, and, therefore, cheaper to serve.

In B.C. the pressures

for change in the

electricity industry

have had nothing

to do with real

problems with

inefficiency, high

costs, and dirty

energy. By world

standards B.C. Hydro

excels as an efficient,

low-cost and clean

producer of energy.
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B.C. Hydro’s low rates are possible because

its production costs are low and it is efficient.

Since comparative data have been collected,

beginning in 1970, B.C. Hydro’s cost of gener-

ating electricity has been consistently lower

than the average of the Canadian Electrical As-

sociation (CEA), an organization of fifteen ma-

jor Canadian electric utilities. B.C. Hydro has

also maintained, since 1978, below average

costs for operations maintenance, and admin-

istration. This includes all labour and material

costs for the entire system of generation, trans-

mission and distribution, making B.C. Hydro’s

level of efficiency in this industry one of the

best in North America.

Reliability

B.C. Hydro is reliable – amazingly so – consid-

ering the rough terrain over which it transports

power and the fierce weather that is character-

istic of the province. Since data have been col-

lected on reliability, which is measured as the

amount of time that service is available in the

distribution system, B.C. Hydro has consistently

out-performed the CEA average.8 The level of

Table 1: Comparative Electricity Prices in North America
(Canadian cents per kWh)     Average Prices on May 1, 2000

Canadian

Winnipeg 5.89 4.44 2.96

Montreal 6.03 6.10 3.83

Vancouver 6.12 4.56 3.36

Edmonton* 7.51 5.81 5.30

Toronto** 8.32 7.31 6.24

St. John’s 8.37 6.22 3.49

Regina 8.20 6.79 4.10

Moncton 9.14 6.62 4.95

Halifax 9.40 8.27 5.57

Charlottetown 10.06 8.80 5.45

U.S.

Seattle 6.75 5.28 4.92

Portland 9.36 6.40 5.70

Nashville 9.41 8.50 6.41

Houston 12.07 8.85 5.77

Chicago 12.26 10.98 7.09

Detroit 14.63 10.53 7.39

New York 21.24 17.52 12.63

San Francisco 17.18 12.76 7.33

Average 10.30 8.34 6.00

* After deregulation the price of electricity rose from 5 cents to 25 cents per kWh, although a rebate prevented
residential customers from experiencing the 500% increase in electricity bills. Large business customers
experienced large increases, although this was partially offset by rebates of up to 7.6 cents per kWh.

** In June 2001 Toronto Hydro-Electric System increased residential rates 8.6% or $7.35 per month. Medium
industrial users’ rates increased 8.9% and for large industrials rates increased 11.6%.

Source: Hydro Québec, Comparison of Electricity Prices in Major North American Cities; Toronto Hydro Electric System,
Important Information about Rates; National Energy Board, Canadian Electricity: Trends and Issues, May 2001.

Cities

Power Consumption

Residential
1,000 kWh
and under

Medium Power
1,000 kW –

400,000 kWh

Large Power
50,000 kW –

30,600,000 kWh
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reliability is particularly significant because B.C.

Hydro meets its obligations to serve people all

over the province, including those in remote

and rural areas, areas that are considered “thin”

territories where people are very spread-out

and, therefore, difficult and expensive to serve.

But the most significant aspect of reliability

is related to the kind of long-term planning that

an integrated public utility is able to undertake.

All classes of customers can depend on a se-

cure supply of electricity at constant prices,

something that is not characteristic of a market

that is deregulated.

Electricity Conservation
Any kind of large-scale electricity production

has negative effects on the environment, but

some forms of production are worse than oth-

ers. Because large-scale dam construction

causes substantial damage to both the physical

and the social environment it is fairly certain

that another project of this sort would not be

undertaken in B.C. as long as electricity pro-

duction remains in the public sector. However,

once dams have been constructed and the abil-

ity to generate electricity through hydro-power

exists, as it does in B.C., there is no compari-

son between hydro-based electricity and other

forms of large-scale electricity generation: hy-

dro-electricity does not pollute the air, contrib-

ute to greenhouse gases, or deplete non-renew-

able resources in the ways that coal, natural gas

and other thermal sources of energy do.

In a society that is experiencing rapid popu-

lation growth and new demands for energy, the

most important conservation measure has been

to curtail or actually reduce the growth in the

demand for electricity. B.C. Hydro has been a

pioneer among electrical utilities, through its

Power Smart program, in providing incentives

for consumers to reduce their power consump-

tion. This “demand side management,” which

urges customers to consume less of a product,

does not make sense for private companies, but

it does for a public utility like B.C. Hydro. This

is because increased consumption means cre-

ating new sources of electricity and, even if this

does not involve new dams, it can mean ex-

panding the generating ability of existing fa-

cilities and expanding transmission and distri-

bution lines, all activities that are extremely

expensive: adding new customers to B.C. Hy-

dro can add more in costs than it does to the

company’s revenues. Under these circum-

stances, it makes sense for the company to en-

courage people to conserve energy so that it

can avoid the costs of expanding production.

It can do this in a number of ways, including

encouraging the use of high efficiency motors

in the industrial sector, improved building de-

sign in the commercial sector, and in the resi-

dential sector, by educating people about the

need to conserve and by encouraging home

improvements to save energy. It can also set its

rates to re-shape energy demand so that pres-

sure is taken off peak periods and shifted to

low-usage times. In this way, the capacity of

the system does not have to expand, even

though more people are served.

Altogether, this brief introduction to the

strength of B.C. Hydro’s performance passes

what economists refer to as the “inter-ocular”

test––they are findings that hit you right be-

tween the eyes. B.C. Hydro serves the interests

of B.C. extremely well. In identifying the forces

in B.C. behind more competitive electricity

markets, a distinction needs to be made be-

tween the arguments about lower prices and

increased efficiency, arguments that are used to

justify competition and deregulation and the

reasons it is favoured by specific groups of peo-

ple. The major actors favouring increased com-

petition are private international energy corpo-

rations like Duke Energy, Utilicorp, and

Calpine, the smaller Independent Power Pro-

ducers, and a few very large industrial custom-

ers who are also potential producers, like Alcan.

A competitive market is also favoured by the

Liberal government because it is ideologically

predisposed to privatization. These groups have

a variety of different reasons for supporting

The most significant

aspect of reliability

is related to the

kind of long-term

planning that an

integrated public

utility is able to

undertake. All

classes of customers

can depend on a

secure supply of

electricity at

constant prices,

something that is

not characteristic

of a market that is

deregulated.
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deregulation. Some corporations, such as

Utilicorp, Duke Energy and electricity produc-

ing industrials, want access to B.C. Hydro’s

domestic market and feel that under the right

conditions (that is, if the advantages of the pub-

lic corporation are eliminated) they would be

able to compete. The electricity market is a huge

business and the possibility of revenues shift-

ing from the public sector to the private sector

is a powerful motivating influence. Often the

motivation for deregulation comes from pro-

ducers who see great benefits in the ability to

engage in power trading, specifically through

greater access for exports of electricity to the

U.S. Initially some industrial customers sup-

ported a deregulated market because they felt

they would have greater bargaining power in

negotiating lower rates, however, with the

ratcheting up of prices in other jurisdictions

that have deregulated, the large corporate sec-

tor in B.C. is much more fearful of the conse-

quences. The industrial users anticipate that the

huge rate increases would create “serious eco-

nomic dislocation, destroy the fundamental

economic health of many firms and result in

serious unemployment, community instability

and reduced government revenues.”9

For governments, the issue of whether to

deregulate and privatize is an important politi-

cal one. They need to balance the wish to be

seen as responsible to consumer needs with the

apparent “inevitability” of change in response

to the demands of the private sector. For many

countries, outright privatization was attractive

because it could offer a source of funds that

were particularly valuable at times of economic

crisis. Governments in Canada have, for the

most part, been cautious in their approach to

deregulation mainly because there are substan-

tial risks involved. Aside from the problems of

price escalation and insecurity of supply that

has plagued deregulation in North America,

foremost in the collective government mind is

the potentially serious blow to government rev-

enues that could occur with the elimination of

public electrical monopolies. B.C. Hydro re-

turns to the province between $600 million and

$750 million each year in dividends, taxes, and

water rentals, revenues that would be compro-

mised with increased competition. In 2001 B.C.

Hydro paid the province $372 million, in ad-

dition to a customer rebate of $310.10

The Federal Government has quietly sup-

ported the move to deregulate and privatize

provincial electrical utilities. The Department

of Foreign Affairs and International Trade

(DFAIT) has been strongly committed to en-

ergy deregulation through international trade

agreements. Also, the Federal Government has

been very reluctant to challenge the rulings of

FERC that have demanded reciprocity and has

reduced the requirement for full-scale public

oversight for all electricity export permits. Per-

haps more cynically one might note that be-

cause deregulation and privatization of provin-

cial public utilities is not within the jurisdic-

tion of the Federal Government, it has been less

concerned about the implications of these poli-

cies and, perhaps, has been willing to use such

changes as bargaining chips with the US and

other trading partners in international trade

negotiations.

The electricity

market is a huge

business and the

possibility of

revenues shifting

from the public

sector to the private

sector is a powerful

motivating influence.

Often the motivation

for deregulation

comes from

producers who see

great benefits in the

ability to engage in

power trading,

specifically through

greater access for

exports of electricity

to the U.S.
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although B.C. Hydro clearly holds the mo-

nopoly on the market. B.C. Hydro also buys

about three percent of its power directly from

Independent Power Producers (IPPs) who have

begun production specifically to sell to B.C.

Hydro. But the B.C. market is not a competi-

tive market and the move to competition re-

quires the dismantling of the B.C. Hydro sys-

tem with one specific objective: that is to re-

move the special advantages it derives from

being a vertically integrated public monopoly.

A deregulated market and an increase in

competition will slowly, but steadily, erode the

proportion of electrical generation that remains

in the public sector and it will nullify the pub-

lic benefits of this public resource. Limited com-

petition initially may appear to be a compro-

mise system that would secure the most treas-

ured aspects of the public monopoly while re-

sponding to demands from the private sector

for competition in the industry. It is an approach

that can assuage the anxiety of politicians: this

type of change is not called “privatization,” and

does not involve the sale of entire public assets

to the private sector, something that tends to

bring about public debate and arouse hostility

toward the government from voters. But the in-

troduction of limited competition is a foot-in-

the-door approach that allows for a relatively

small space to the private sector initially, with

the ultimate objective being the expansion of

this space as much as possible.12

Competition and deregulation are not half-

way measures: the transformation of the struc-

ture of the industry becomes self-reinforcing

so that ultimately, the public nature of the in-

dustry becomes completely undermined. An

internal momentum develops that ultimately

dooms halfway measures. The World Bank,

which has a specific interest in the privatiza-

tion of the infrastructure of mature industrial

nations, recognizes the significance of the in-

cremental approach to privatization of electri-

cal industries:

“[IPPs] plant the seeds for a top-to-bottom

change in the structure and operation of the

government-owned utility – seeds that are hard

to stop from growing once they take root…From

modest beginnings, IPP’s…can lay the ground-

work for an upheaval ending in private owner-

ship of much of the generation, transmission,

and distribution sectors of utilities.”13

Incremental Privatization
PART 2

SOME ADVOCATES OF DEREGULATION HAVE ARGUED FOR A LIMITED FORM OF

competition with a public/private mix of generation of electricity that allows pri-

vate producers to sell to the industrial and commercial sectors, but not to house-

holds. The implication is that “competition in electricity generation does not re-

quire privatization.”11 Clearly markets can have some private generation and still

retain the important functions of a public monopoly, as occurs now and has for

some time in B.C. Some of the power used in B.C. is supplied privately either

through self-generation, co-generation, or by West Kootenay Power and Light,

Limited competition

initially may appear

to be a compromise

system that would

secure the most

treasured aspects of

the public monopoly

while responding to

demands from the

private sector for

competition in the

industry. But the

introduction of

limited competition

is a foot-in-the-door

approach that allows

for a relatively small

space to the private

sector initially, with

the ultimate

objective being the

expansion of this

space as much as

possible.
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The separation of the transmission system

from B.C. Hydro control, as the Task Force on

Energy Policy recommends, is a very impor-

tant step in breaking up the efficiencies and

value of an integrated system.14 B.C. Hydro is

a vertically integrated system, which means its

generation is supported by its ability to deliver

energy over long distances and to distribute it

to consumers. The transmission system is a

natural monopoly: competition in transmission

would be too expensive and unwieldy for this

aspect of the industry. The transmission sys-

tem is an integral part of the existing system

and the value of the generation system to B.C.

Hydro cannot be separated from the transmis-

sion and distribution systems. Any removal of

the transmission system from B.C. Hydro would

harm both the efficiency and the value of the

public asset.

Over the years various ways have been

worked out to compensate B.C. Hydro for the

transmission of electricity generated by other

producers. This “wheeling” is predictable and

is conducted in typical ways that respond to

the demand for open access without giving up

exclusive controls over their wires.15 As one

analyst noted, “the key fact here is that some-

one else’s energy is passing along utility wires

with the permission of – and under a mutually

acceptable contract to – the wires of the

owner.”16 The proposals to sever the transmis-

sion system from BC Hydro are quite distinct

because they demand that access be given to

private generators or power brokers for the

purpose of serving B.C. Hydro’s own custom-

ers or for export. Because private electricity will

occupy utility wires in a permanent way, this

affects the use of public property much more

severely than does the access that is acquired

through specific wheeling agreements, access

that has already been given by the B.C. Utili-

ties Commission. The B.C. Hydro system was

designed as an integrated whole and when the

public corporation can no longer have control

over the timing, extent or nature of how the

transmission system is used, the entire value of

the system to the public is compromised. Con-

trol of the grid enables B.C. Hydro to maxi-

mize efficiencies by treating the reservoirs (and

the Burrard Thermal Plant) as an integrated

system. Power can be generated from the most

favourable, cost-effective location and moved

through the system on the basis of B.C. Hy-

dro’s priorities. However, this becomes much

more difficult if other players have equal call

on the limited transmission capacity and, there-

fore, are allowed to prevent B.C. Hydro from

operating in an integrated way.

The separation of the functions of genera-

tion, transmission, distribution and services is

inherently artificial. Any private power corpo-

ration would go to great lengths to preserve the

integrated nature of its operations, as is increas-

ingly evident from the tendency of the entire

electrical energy industry to become increas-

ingly concentrated. As will be seen in the next

section, the acquisition by gas companies of

electricity utilities reflects the strong tendency

for survival in the energy industry to rely on

developing a critical size of operation. Once

transmission is separated from B.C. Hydro, the

two next logical steps for those in pursuit of

the B.C. Hydro market will be to insist that a

systems operator control the entire electrical

system in B.C. and to push for the general use

by the private sector of reservoirs for storage.

The disastrous deregulation exercise in Cali-

fornia and the difficulties Alberta encountered

in establishing sufficient supplies through a

deregulated market has not thwarted the calls

for deregulation in B.C. The most common jus-

tification for deregulation is that it is inevitable

and that the forces for change are sweeping and

cannot be stopped.17 Usually when the ben-

efits from deregulation are cited, the demon-

stration effects of other jurisdictions where the

results have not been disastrous are held up as

examples of models to follow.

The conditions in Canada in general, and in

B.C. in particular, are sufficiently different from

those in other jurisdictions that the claims about

the benefits of electricity deregulation cannot
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be assumed and need to be closely examined

in the context of the specific circumstances of

this province. Competitive markets that have

opened up elsewhere have been pursued be-

cause of a distinct set of circumstances that do

not apply to B.C. The mimicking of public

policy in the U.S., or the United Kingdom, cases

that are frequently cited as possible models for

B.C., is inappropriate for the social and eco-

nomic conditions in this province. The “global

trends” argument – that is, that because deregu-

lation has occurred elsewhere, similar changes

will be essential in B.C. – cannot be accepted

uncritically.18

The scope of the changes in other countries

and the trajectories they have taken are fairly

distinct, ranging from the very radical approach

of outright privatization in Great Britain, to the

more gradual deregulation of the industry in

the U.S. While the ultimate results may be sur-

prisingly similar, the political “taste” for priva-

tization, coupled with the distinct characteris-

tics of the electricity industry in each country,

has promoted different routes moving toward

the same ends – that is, the domination of the

industry by a few large private corporations. In

all cases market deregulation has been contro-

versial and has encountered substantial cam-

paigns against it by labour and consumer

groups: both groups, for good reasons, antici-

pate and fear the domination of the market by

the private sector.

My main point in this section will be to show

that when real problems with prices, efficiency,

or electricity supply existed in other countries,

the need for change was to find solutions that

would produce the result that B.C. already has.

There are specific dangers in pursuing solutions

for problems that are more imagined than real,

particularly because the market solutions pur-

sued elsewhere have not produced the results

promised. In virtually all cases there were un-

foreseen effects that turned out to be more se-

rious than expected.

Public policy to encourage competition

through the deregulation of electricity in the

U.S. and outright privatization in the U.K. had

some relationship to the economic problems

the industry faced in each country. The justifi-

cation for change in each case was persistently

high prices, although the reasons for high costs

were distinct. Any variety of solutions could

have been used to solve the problem of high

prices, but the political fashion in both coun-

tries favoured a shift toward competition and

deregulation.

Changes in the U .S.

In the U.S. the shift in thinking favouring com-

petition in electricity production began in the

late 1970s as a result of the sharp increases in

costs due to the oil crises and the huge costs

over-runs and dangers from nuclear power gen-

eration.19 Ninety percent of the electricity in

the U.S. comes from nuclear fission or steam

from burning fossil fuels: thermal generation

from coal accounts for about 52%, natural gas

15% and nuclear power about 19% of total

production. Clean sources of energy, make up

11% of the U.S. supply, with hydroelectric gen-

eration account for about 9% of total produc-

tion and wind and solar energy only 2%.20 [The

contrast with Canada is striking: 60% of elec-

trical production comes from hydropower, 19%

from coal, 13% from nuclear, 7% from gas, and

less than 1% from renewable resources other

than water.21 B.C. Hydro’s electrical generation

is even more hydro-based with about ninety

percent provided by hydroelectric generation

and 10% by thermal plants.]

The 1978 Public Utility Regulatory Policy

Act (PRUPA) required U.S. utilities to purchase

power from private producers if it could be

obtained at costs that were less than those as-

sociated with building new facilities.22 This was

the initial attempt to introduce competition for

electricity supply, a direction that was driven

by a U.S. Supreme Court ruling that antitrust

laws applied to the electric power industry and

that federal regulatory agencies had to take into

account the impact of their decisions on com-
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petition. At the same time there was a growing

dissatisfaction with nuclear energy that height-

ened the sense that massive public spending

on mega-projects to provide energy had not

served the public well.23 The monopoly of

power utilities, it was argued, had encouraged

the huge capital-intensive approaches to sup-

plying electricity and since costs could be

passed on to the consumer, there was little in-

centive to see either alternative sources of sup-

ply or to develop more efficient facilities.

The initial regulatory constraints on utilities

paved the way to encouraging greater private

participation in the industry. This “competition”

was greatly accelerated through the Energy

Policy Act of 1992 by two important means.

One significantly expanded the number of gen-

erating entities that could be exempt from regu-

latory controls covering operations and pric-

ing, and created a whole new class of produc-

ers called ‘exempt wholesale generators’ (EWG).

These EWGs could be owned by the electric

utilities or could be private, independent enti-

ties. The other way in which the 1992 act ac-

celerated competition was through greater sup-

port for access for wholesale transmission

(wholesale wheeling) so that any EWG could

be assured transmission to either its own util-

ity or to other utilities at distant locations. These

changes were further strengthened by regula-

tory changes in 1996 ordered by the Federal

Energy Regulatory Commission (FERC) under

orders 888 and 889. These orders removed

monopoly power from utilities and mandated

the separation of transmission from generating

and other functions of the utility. The result of

these regulatory changes was to increase com-

petition between utilities and to generate a sig-

nificant supply outside traditional utilities.

Utilities have historically not competed with

each other, but with the rise in wholesale wheel-

ing, utilities were encouraged to attempt to in-

crease their market shares at the expense of

other utilities. As a result, the relative cost struc-

ture of other utilities became more significant

to the security of markets that were once as-

sured.

The important lesson from the U.S. process

is that the regulatory changes that occurred ini-

tially were relatively minor, and because they

applied to wholesale wheeling only, did not

appear as threatening as would total competi-

tion and complete deregulation of the market.

But the small initial steps were deceptive and

masked the important role of wholesale wheel-

ing as a first step in open competition at both

the wholesale and retail level.

In addition to the regulatory changes that

occurred over the past few decades, changes in

technology in power generation provided an

important impetus to independent power pro-

ducers (IPPs) to both promote and take advan-

tage of the competitive environment. But even

more significant in changing the shape of the

industry has been the spectacular rise in the

role of power traders like Enron and Duke En-

ergy as a result of the increased trading possi-

bilities that arose from the deregulated system.

The ability of traders to gain market control

has been a significant aspect of the newly

deregulated systems, something that has re-

sulted in extreme cases of instability such as

occurred when California tried to move to a

fully deregulated system. These traders are in a

spectacularly advantageous position to control

prices and manipulate supply in a way that leads

one analyst to refer to their actions as akin to

the actions of junk bond traders on Wall Street

in the 1980s.24 A report by California’s elec-

tricity grid managers concluded that 98% of

the trading bids between May and November

of 2000 were driven up by noncompetitive

patterns of behaviour. According to an attor-

ney who is involved in a class-action suit against

the traders in California, “the whole trading

thing is just a front that lets them game the

market. They can get away with it because no

one (outside the industry) can figure out what

they are doing.” 25
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This fairly secure position in the international

trading of energy changed with the trajectory

established in California to initiate retail wheel-

ing in that state. Retail wheeling would allow

sellers of electricity to market their energy not

only to utilities, but also to major industrial us-

ers, commercial establishments and, eventually,

to households. The high cost of nuclear power,

which caused rates to be about 50% above the

national average, was the major driving factor

for a deregulated system in California.

In Canada the prospect of exporting power

to customers other than utilities in the U.S.

seemed an attractive possibility, particularly for

utilities in provinces that had excess generat-

ing capacity. But it was equally clear that this

would necessitate granting similar kinds of ac-

cess to U.S. producers to the Canadian market.

Since exporting utilities in Canada relied pri-

marily on hydro generation and the costs of

production were low, the threats to substantial

market penetration seemed relatively slight.

However, this has proved to be shortsighted

because the drive to export is causing very sub-

stantial changes as a result of an increased har-

monization of the systems in the two countries.

As can be seen from Table II, in 2000-2001

B.C.’s export revenues increased enormously

with the export price rising from 47.2 cents per

MWh in 2000 to 227.1 cents per MWh in 2001.

This was largely because of the disastrous prob-

lems with deregulation in California that bid

up the price of electricity. Revenues from the

California market accounted for 42% of the

total electricity trade revenues BCH actually re-

ceived, although $289 is still to be recovered

because some California utilities defaulted on

their obligations to the power exchange and

Implications for B.C.
PART 3

U.S. REGULATORY CHANGES HAVE HAD A DIRECT EFFECT ON CANADIAN OPERATIONS,

primarily because of the need or desire to export energy into the U.S. As the electri-

cal market became deregulated in the U.S. the reciprocal trading arrangements that

existed needed to be renegotiated, if Canadian exports were to continue, or acceler-

ate, as most electrical utilities had hoped. As long as the trading was focused on the

wholesale wheeling level, Canada was not much affected by the changes in the U.S.

In B.C., Ontario, or Quebec, the principle means adopted by major buyers of elec-

tricity (with a few minor exceptions) was through long-term contracts with a regu-

lated utility. Opening up transmission lines under these conditions was not a seri-

ous threat to the monopsony position of the utility because there was not any other

substantial buyer, other than the public utility, for U.S. energy.
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system operator. Also, BCH faces charges of

‘gouging’ California and may have restitution

to pay when the matter is decided in U.S.

courts.26 The revenues BCH received from trade

increased from 32% of total revenues in 2000

to 69% of total revenues in 2001, representing

a substantial ratcheting up of the significance

of electricity trade to government revenues. It

is not expected that these kinds of conditions

in the export market will be replicated in the

future, but nevertheless the prospect of very sub-

stantial revenues from exports encourages

moves to conform to the U.S. regulatory sys-

tem. One issue that should be noted is that a

relatively large volume of electricity is traded

outside B.C. by Powerex. This ‘trading’ does not

represent exports, but the buying of large

amounts of electricity from U.S. generators and

reselling it to U.S. customers. These transactions

are very substantial in dollar terms, but do not

truly reflect the physical ‘export’ of power. In

some respects the sums involved in these trans-

actions tend to over-state the real value of the

export of electricity and, as a consequence, skew

policy decisions in favour of exports.

While the volume of electricity trade sales

did not increase dramatically, the revenue from

these sales did. The result was a net income in

2001 (before rebates to customers and the rate

stabilization account) of $859 million, $314

million higher than the previous year. Domes-

tic tariffs have been frozen since 1993 result-

ing in the real cost to customers (adjusted for

inflation) declining by 12% in the past decade.

The volumes of electricity trade sales did not

change much from the previous year, but are

up about 128% from 1999 and 243% higher

than in 1997. This is largely a result of power

trading through PowerEx, rather than an in-

creased generation in the hydro system. In 1998

PowerEx received a 10-year blank export per-

mit from the National Energy Board to facili-

tate trading activities.

Until the election of the Liberal government

in 2001, B.C. managed to stave off the strong

pressure from the private energy sector to

deregulate the electricity market. A major task

force undertaken in 1997-98 ended without

agreement among its members, although the

task force chair, Mark Jaccard (who was head

Table 2: BC Hydro Exports and Revenues

Exports (gigawatt-hours)

Domestic 48,131 45,791 44,658 42,043 40,562

Exports 23,900 18,715  9,826  3,927  5,643

Total 72,031 69,852 54,484 46,981 47,686

Exports % 33% 27% 18.% 8.% 12%

Revenue from Exports ($$ millions)

Domestic 2,431 2,351 2,262 2,145 2,006

Exports 5,458  739  164  142  172

Total 7,889 3,043 2,426 2,289 2,178

Exports % 69% 24% 7% 6% 8%

Source: B.C. Hydro Annual Reports, 2001, 1996.

2001 1999 1997 1995 1993
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of the B.C. Utilities Commission), strongly fa-

voured deregulation.27 The Government had

asked Jaccard to find a consensus among the

various stakeholders represented on the Task

Force. However, there was opposition to his

deregulation proposals from labour, environ-

mental and consumer representatives. Unable

to achieve consensus, he issued his own report

as Chair, but the Government did not adopt its

recommendations.

Since the election of the Liberal government

strong signals indicate that deregulation and

privatization of some parts of the system are

extremely likely. The first step was the appoint-

ment of Larry Bell as both CEO and Chair of

the Board: under his leadership of BC Hydro

in the 1980s under a Social Credit government,

he oversaw the privatization of B.C. Gas, which

was then part of B.C. Hydro, and since then he

has been a director of TransAlta, Alberta’s main

private electrical corporation.

The Liberal government’s Task Force on En-

ergy Policy issued its interim report in Novem-

ber 2001 in which it advocates moving to a

deregulated system based on a ‘market’ price,

the establishment of an independent transmis-

sion company, and separating generation and

distribution into distinct companies with the

possibility that the generation company be bro-

ken down into multiple companies in the fu-

ture.28 ‘Market price’ appears to mean bring-

ing prices to consumers up to the level equiva-

lent to that of export prices. It also recommends

that the Province eliminate the requirement for

provincial Energy Removal Certificates that are

now necessary in order to export energy from

B.C., that industrial and high-voltage custom-

ers be able to participate in the wholesale mar-

ket, and all generators of electricity be encour-

aged to develop facilities for domestic and ex-

port customers. It specifically discourages any

type of pricing arrangement, such as that initi-

ated by Quebec, which provides customers with

electricity at “below market prices.” If these

recommendations are implemented, as is highly

likely, B.C. electricity prices will be integrated

with those in the U.S. because B.C. customers

will be competing with American customers for

electricity and new sources of generation will

come primarily from the private sector. The

Interim Report calls for price increases of 30%

for residential customers, 40% for commercial

customers and 60% for industrial customers.29

The significance of allowing private corpo-

rations to export electricity from B.C. is rap-

idly capturing the attention of major U.S. elec-

tricity traders. The private sale of B.C.’s major

gas exporter, West Coast Energy, to the U.S.

corporation Duke Energy, is a further signal that

B.C. is about to experience a deregulated re-

gime that would allow private producers to

export electricity. Duke Energy is an aggressive

private electricity producer and trader and was

a major player in the California deregulation

story. According to California state officials,

Duke Energy participated in the most “egre-

gious example of price gouging:” Duke Energy

charged the state $3,800 for a single megawatt

hour, a more than 12,600% increase over the

$30/Mwh charged the previous year.30
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Public Needs

The first problem relates to the inherent limi-

tation of the market in generating “efficiency”

when values, other than property values, are at

stake. The market is a good allocator of re-

sources under certain circumstances – namely,

when costs relate to something that is traded

on the market. The market is less efficient and

produces more dubious outcomes when issues

economists refer to as ‘externalities’ are at stake.

The market is very selective about what it val-

ues, and the less the value is related to hard

cash, the more suspicious the market becomes

of its significance. The market is good at recog-

nizing the value of private property, but it is

very inefficient in placing a value on public

property, the environment, and other public

policy objectives like equality and fairness.

While the notion of “choice,” as exercised

through the market, appeals to the democratic

nature of a society based on the significance of

individual will, the public has recognized,

through time, that market incentives cannot

promote the public’s collective interests: mar-

kets, which are inherently individualistic and

which rely on individual decision making, can-

not represent public needs and interests.

In B.C. the public resource (water) has been

used to meet the needs of households and in-

dustries while providing mechanisms for deal-

ing with environmental and other social con-

cerns. Because electricity production is owned

by the people collectively, and managed through

the government, a variety of different, and

sometimes competing, objectives, including in-

tangible ones can be considered in production

and distribution arrangements. The ability to

weigh different objectives can be and often is

criticized for being too susceptible to political

whim. Nonetheless, there are ways in which

the collective will can be exercised through

public ownership that are not possible when

ownership is private.

Imperfect Markets

The second major problem with markets is that

how they behave is less predictable than text-

books would lead one to believe. The classi-

cally competitive market is one where there are

a great many sellers and buyers of a product –

so many that no seller or buyer will be able to

influence the supply or the prices paid. In this

ideal world the price guides production and

distribution decisions so that the most efficient

The Problems with
Deregulated Markets

THE PROBLEMS WITH INTRODUCING MARKET COMPETITION IN THE ELECTRICAL

industry can be grouped, roughly, around two main issues: those related to non-

market values and those related to corporate concentration.

PART 4



Canadian Centre for Policy Alternatives 19

use of the resource is achieved. In the real world,

competitive markets are rare and occur only in

those industries that have relatively small en-

try costs. This is not a condition that exists in

the electrical industry and the call for deregu-

lation of the electricity market in B.C. is occur-

ring at precisely the same time that competi-

tive forces are being thwarted through massive

industry concentration in both North America

and throughout the world.31

The arguments favouring a deregulated elec-

trical industry rest on the contention that com-

petitive markets ensure the efficient generation

and distribution of energy. The assumption is

that with many small, independent producers

of power, the market price will provide the best

mix of energy sources, given specific regional

conditions and costs.

The assumptions of the superiority of pri-

vate markets can be challenged in a number of

ways. The most common is simply to look at

the performances of public and private electri-

cal companies to see which ownership struc-

ture perform best. The overwhelming evidence

is that the ownership structure is not signifi-

cant in determining either cost or level of per-

formance. The most exhaustive study, which

examined 768 thermal power plants in 14

countries, tried to test the theoretical notion

that privately owned utilities would exhibit

superior efficiency. The findings indicate that,

“large electrical utilities were unlikely to exhibit

significant differences in efficiency across own-

ership types.”32 Similar findings have been ob-

served by studies done in the U.S., although

frequently these studies indicate, like that of

John E. Kwoka for the Harvard Institute of Eco-

nomic Research, that “it is public—not pri-

vate—ownership that results in superior price

and cost performance.”33

While ownership is not the crucial issue in

the cost/efficiency debate, the type of fuel used

to generate electricity is very significant and this

is where publicly owned utilities have an ad-

vantage. Publicly owned electrical utilities are

likely to exhibit greater efficiencies because they

are more likely to have access to low-cost hy-

dro power.34 This finding (of the significance

of the types of fuel used) is also confirmed in

U.K. studies that examined only thermal gen-

eration. These show that if competition intro-

duces the use of less expensive fuels, as hap-

pened in Britain when gas replaced coal, this

will result in greater efficiencies.35 Other fac-

tors that enhance the efficiencies of publicly

owned utilities are the advantages they receive

from lower capital costs, due to financing ad-

vantages, and exemption from most taxes.36

The superiority of the market, through com-

petition, can also be challenged by the ways

that imperfect markets dominate the industry

when deregulation occurs. These imperfections

arise as a result of corporate mergers, acquisi-

tions and predatory pricing – all of which cre-

ate unanticipated and exceedingly unattractive

distortions in public policy outcomes. The evi-

dence is compelling that in electricity markets

that have experienced deregulation and priva-

tization, corporate concentration in the energy

field occurs very rapidly, allowing market con-

trol to be exercised by private energy produc-

ers or traders from the outset. From the very

beginning of privatization in the U.K., foreign

firms rushed in to control the market. Accord-

ing to one energy analyst, “the new structure

failed [to be competitive] either because it was

infeasible or the government lacked the politi-

cal will to enforce it, so that the industry now

lies at the mercy of the players, which inevita-

bly maintain a strong interest in stifling com-

petition, because real competition increases

risks and reduces profits.”37 The U.K. market

was also affected by regulatory changes in the

U.S.: the U.S. 1992 Energy Policy Act allowed,

for the first time, U.S. electrical companies to

invest in foreign corporations. The attractive-

ness of foreign markets led to a huge increase

in mergers and acquisitions by U.S. firms and

an astronomical growth in size in relatively

small, insignificant regional power producers.

Deregulation in the U.K. rapidly led to the U.S.

ownership of two-thirds of that country’s re-
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gional electricity companies.38 The results of

this market power meant serious problems with

excess profits and a mark-up of prices over costs

of 25% over a long period of time.39

Within the U.S. electricity industry concen-

tration has proceed at a phenomenally rapid

rate since the beginnings of deregulation. Be-

tween 1996 and 1998 there were an average of

12 merger and acquisition announcements an-

nually and there are currently 9% fewer inves-

tor-owned utilities than there were at the be-

ginning of the 1990s.40 One of the major dif-

ferences in the new round of mergers, aside

from the quantity of mergers taking place, is

the size of the companies merging: they have

involved some of the largest companies in the

industry, giving the merged companies consid-

erable market power. For example, the merger

between FPL Group of Florida and Entergy

Corporation of Louisiana gives the new com-

pany 11% of the U.S. nuclear power genera-

tion market. Another company, Exelon, result-

ing from the mergers between Unicom (Illinois)

and PEOC Energy (Pennsylvania) will account

for 17% of total nuclear capacity in the coun-

try.

In contrast to the breaking up of the various

components of public utilities, the private en-

ergy sector is rapidly integrating electricity utili-

ties with natural gas firms, coalmines, and other

forms of power generation. The electricity mar-

ket is so lucrative that even oil giants like Texaco

and Shell are entering the electricity market.

According to the head of Shell Exploration and

Production Company, “we are committed to gas,

and so to ensure access to markets and cus-

tomers, we must get into the power business.”41

The emergence of the electricity energy con-

glomerates is seeing total returns in this sector

far outpacing every other energy sector.42

Enron, until its recent spectacular decline, was

the largest buyer and seller of natural gas and

electricity in North America, Scandinavia and

the U.K. According to its former CEO and Presi-

dent, “our wholesale energy merchant business

– the buying, selling, financing and packaging

of natural gas and electricity – is really the center

of the universe for us now.”43

This is ironic in an era that lauds and even

demands the disintegration of vertically inte-

grated public utilities: private corporations are

busily replicating significant aspects of the

structures of public monopolies, although not

with the guarantees for public accountability.

Clearly electricity generation will drive much

of gas growth in the future and any energy com-

pany that wants to expand will do all it can to

acquire electricity generation firms.

Industry concentration leads to restrictive

practices, a lack of transparency, and price

spikes. Even the U.S. Department of Energy,

an agency that supports deregulation, recog-

nizes the problem of market power when mar-

kets deregulate:

“Sharp price spikes are not new to pool-

based electricity exchange systems. In countries

that have adopted pool-based electricity trad-

ing systems, such as the United Kingdom and

Australia, concerns have arisen about the con-

nection between price spikes and market power.

In the wake of California’s recent experience

with its electricity pool, a similar concern has

arisen that suppliers may have achieved exces-

sive market power.”44

The main point to take from this is that with

the huge growth of international power play-
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ers, who can fairly rapidly shift in and out of

markets because of their size, instability be-

comes an inherent feature of the system. In-

vestment in new facilities, when it occurs, will

be made with a shorter-term profit horizon than

was typical of regulated utilities, a tendency that

largely ignores national capacity issues. The

result is a cycle of capacity shortage that exac-

erbates price spikes, a process that itself en-

courages under-building.

The dangers to the public of this private in-

tegration of energy resources are clear from the

fallout from Enron’s reprehensible business

practices. The inability of the federal regula-

tors (FERC) to understand the complexities of

the arrangements of this massive company cre-

ated a “regulatory black hole” that leaves the

public unprotected from market manipula-

tion.45 While other large players may escape

Enron’s fate, their power in manipulating the

market is comparable and something the inter-

national system has no mechanism to control.

Shocking examples of market ‘gaming’ by

energy traders were uncovered by the U.S. Sen-

ate hearings into the price manipulations in the

California energy market. Enron, in conjunc-

tion with other trading companies including

B.C. Hydro’s subsidiary PowerEx, created phan-

tom congestion on electricity lines, and posted

sham sales of electricity when, in fact, nothing

was sold. The point of these market manipula-

tions, described by colourful names like “Death

Star”, “Get Shorty”, “Ricochet”, and “Incing”,

was to drive prices up beyond what they would

have been in a competitive market.46 Enron was

not alone in engaging in these manipulations

and several large companies, including Duke

Energy, Dynergy, the Williams Companies,

Mirant and Calpine have been put on notice

by regulators that they need to “preserve all

material that discusses such trading strate-

gies.”47 The difficulty with ‘gaming’ is that in

many cases, these manipulations, while unethi-

cal, may not be illegal. This means that strong

regulatory bodies will be needed not only to

uncover illegal practices, but also to identify

practices that distort the market and make rules

against them. In the U.S. this type of regula-

tion is at an extremely elementary stage and it

simply does not exist in Canada.

If market manipulations occur in B.C., this

province would be even more vulnerable than

California was. This is because it is very un-

likely that BC would invest the resources in

regulatory capacity to be able to adequately re-

view the practices of the energy traders and to

pursue this through legal channels. But even

more significantly, BC would be dealing with

another country, not another state that was also

subject to the same regulatory rules. It could

be very difficult for BC to get information about

such practices when they were being carried

out south of the border and, it is hard to imag-

ine that the U.S. regulatory body, FERC, would

pursue a Canadian complaint against U.S. com-

panies with much vigor. In a deregulated mar-

ket, it will be extremely difficult for a small

province with very limited resources and regu-

latory capacity to identify and overcome sophis-

ticated gaming practices originating in another

jurisdiction. It is more likely electricity market

manipulations would occur without B.C. even

being aware of them.
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It is proceeding as though a competitive market can
be assured, that it will meet the real needs of security
of supply at reasonable prices, and that they will im-
prove efficiency in the industry. The assumptions of
the B.C. government’s Task Force on Energy Policy
are clear on this issue: “Competitive markets provide
the best price signals for investors and consumers,
ensuring both the right supply response to growing
needs and enhanced energy efficiency.”49

Yet experiences with deregulation in North
America have not been good. In all cases problems
have arisen with market control that have led to price
distortions and serious shortages.50 While these are
considerations for any jurisdiction, I have argued in
this paper that deregulation presents risks that are
particularly unnecessary in British Columbia because
the public system of providing electricity has worked
so well. It was designed as an integrated public util-
ity that has an obligation to supply the people with
electricity at a regulated price that is determined by
the cost of production. It has managed to be a low-
cost, efficient provider of energy for a variety of very
important reasons: a) the public has maintained a
long-term investment in its infrastructure of dams,
transmission, and distribution lines; b) energy is pro-
vided mainly by water; and c) it is an integrated sys-
tem that gains efficiencies by having control over gen-
eration, transmission, and distribution.

The costs of deregulation to people in British Co-
lumbia are potentially enormous. The most obvious
relates to the increased costs of electricity for every-
one, but for industries where electricity is a major
input the cost increases may affect their willingness
to exist in B.C. Clearly, B.C.’s comparative advantage
in energy would be reduced or eliminated and when

this occurs, both investment and jobs will decline.
Some parts of the province will be particularly hard
hit, as our current uniform pricing shifts more to-
ward pricing based on the costs of delivery. This will
particularly affect rural and remote areas, areas that
are more difficult to serve. The biggest loss will relate
to the increased export of electricity to the U.S. and
the lack of security of electricity supply for people in
B.C. Unfortunately, once a deregulated market is es-
tablished, the rules of international trade agreements
will prevent a re-regulation that could guarantee the
kinds of results that existed under a regulated gov-
ernment monopoly.51

Throughout this argument for the continued pub-
lic ownership of electricity in B.C. there is an im-
plicit approval of B.C. Hydro’s ability to meet the
needs of people in this province. This approval is tem-
pered, however, by the recognition that there are some
very serious flaws in the current ways in which B.C.
Hydro operates. B.C. Hydro, although a regulated mo-
nopoly, has, in many instances, been a law unto it-
self: either corporate management or politicians, who
have their own needs to serve, often undermine open-
ness and accountability. These problems are serious,
but not insurmountable. Correcting the existing prob-
lems with B.C. Hydro, however, are relatively easy
compared with the enormous disruptions that a ma-
jor restructuring of the system will entail.

Electricity is not a commodity like other commodi-
ties: it is an industry that provides for human sur-
vival in a densely populated and complex world. Elec-
tricity is the basic infrastructure for every industry
and virtually every job in the country. The signifi-
cance of who controls this industry cannot be under-

estimated.

Conclusions
SHIFTING TO A COMPETITIVE DEREGULATED MARKET FOR ELECTRICITY PRESENTS

considerable dangers to all jurisdictions where the public provision of electricity has

provided efficient, low-cost, and highly reliable electricity. The usual justifications for

deregulation are that it will foster “competition among many large and small electricity

generation companies,” that would “bring the usual benefits of lower long-run prices.”48
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