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What is the single, most important message a 
titleholder can convey?

What have you learned about yourself during the 
past year?

Are you currently attending school or involved in any 
educational studies? If so, what are you studying? 
Where? What are your eventual goals?

I was fortunate to serve as a model for a bronzed 
statue at Bringham Women's National Hospital. This 
art piece, "4 Times Marquerite," celebrates the life of 
woman. In hindsight, I'm proud to have been 
chosen as a part of someone's artistic vision.

Yes. I plan to attend Hawaii Pacific University in the 
Fall. I will major in Asian studies while fulfilling my 
pre-med requirements. Upon graduation from 
college, I plan to attend medical school and 
subsequently pursue a career in transplant surgery.

2000 MISS TEEN USA® 
Pageant

She should convey a balance plate of maturity, 
intelligence, humor, grace, class, personality, and 
femininity.

Name one personal accomplishment (in addition to 
being a state titleholder) that makes you especially 
proud.

2000 MISS DISTRICT OF COLUMBIA TEEN 
USA

In contrast to the pageants of the 70's and 80's, 
today's pageants allow women to showcase not only 
their beauty, but their intelligence and 
multidimensional talents. This is important to the 
development and reinforcement of young women’s 
self-confidence and independence in a time when 
women are breaking into previously male-dominated 
fields such as science, engineering and business.
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interview

Tiara Christen Dews 
HOMETOWN 

District of Columbia 
AGE

17 
HEIGHT

HAIR COLOR 
black 

EYE COLOR 
dark brown

In today's society, women play prominent roles in 
business, politics, education, sports, entertainment, 
and the arts. What are the two primary contributions 
pageants make for today's women?
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What is your most treasured possession?

Describe how you envision yourself in five years.

What are your hobbies?

8/24/00

What is the best advice you could give to the next 
generation?

Educationally, in five years I would have earned my 
bachelor's degree in Asian studies and fulfill my pre­
med requirements. Spiritually and mentally, I don’t 
know who I'll be in five years. It depends on the 
problems life presents me In order to evolve as a 
person.

Describe what you think the role of women will be in 
the 21st century.

In the beginning of the 21st Century, I see women 
acquiring leadership positions that will implement 
social, religious, political, and economic change, not 
just in America, but around the world. Towards the 
end of the century, I see women acquiring positions 
as prominent mathematicians and physicists

The best advice that I could give is to never get into 
debt. I believe that debt equals loss of freedom­
freedom to spend time with your family, your 
children and your passions in life.

My most prized possession is something that people 
take for granted: it’s United States Citizenship! 
People don’t appreciate the rights and privileges that 
we have. I value these things as gifts from our 
ancestors whose blood, sweat and tears paved the 
way for our lives today.

@003

Page 2 of 3

Over the past year I discovered I was mentally and 
emotionally stronger than I previously believed. I no 
longer criticize myself for things I cannot control. I 
know this may sound like a cliche, but sometimes 
your best isn't good enough for other people. I 
realized that there has to be some type of 
acceptance within yourself in order to be content.

My hobbies include acting, dancing, reading and 

http://ss 1 .missuruverse.com/missteenusa/delegate/delegate_db/TUSA000109.html
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writing poetry, modeling, watching late night 
movies, dining at international restaurants, and 
shoe shopping.
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THE PRESIDENT HAS SEEN
EXECUTIVE OFFICE OF THE PRESIDENT^  yywjf

COUNCIL OF ECONOMIC ADVISERS

WASHINGTON, D.C. 20502

THE CHAIRMAN
August 23, 2000

MEMORANDUM FOR JOHN PODESTA

FROM: Martin N. Baily

SUBJECT: The Electricity Market in California

3C

Background

9

• Transferring pricing of California’s electricity generation to the FERC 
and creating the Power Exchange (PX), a private nonprofit organization;

• Creating incentives for utilities to sell their generation facilities to 
private companies;

Historically, electricity was seen as a natural monopoly and California 
utilities owned and operated all elements of the State’s electric system. The 
Public Utility Commission regulated the entire system of utility generation 
distribution and transmission through its control of retail rates. The Federal 
Energy Regulatory Commission (FERC) regulated wholesale transmission rates 
and power transactions between utilities and between utilities and generators. In 
1996, the Public Utility Commission (PUC) instituted fundamental structural 
reform directing the utilities to "unbundlelxheiLintegrated systems by:

----------------------
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This summer, California consumers have experienced both price spikes 
(notably in San Diego) and supply interruptions (unprecedented black-outs in the 
Bay Area). During June, wholesale prices for electrical power in California- 
increased on average 270% oyer the same periodm 1999, resulting in oyci $ 1 
brHten-m additional payments for electricity. During the week of June 14, 
purchasers of California power spent $1.2 billion on electricity~/300%jnore than ' 
they paid-dnring the same period in 1999. Milder weather and lower price caps, 
instituted in the wake of the June price spikes, have stabilized the California <
market in July and August. At the present time, prices are capped at $250 per ,
MGW hour. On August 21, the California Public Utility Commission set retail 
caps, under which San Diego consumers who limit consumption will pay no more 
than $68 a month.
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Electricity Market Structure

2

The Independent System Operator administers a graduated system of 
increasing alerts to maintain operating reserves - the buffer capacity needed at all

• Transferring operational control of the utility-owned transmission 
system to the Independent System Operator (ISO), a private nonprofit 
organization which would manage the transmission system and its day-to- 
day operations under FERC oversight;

Currently, the law requires that California electric utilities, which serve the 
vast majority of California customers, purchase all of their power through the ISO 
and the PX. However, individual (usually large) customers and marketers may 
purchase power outside the PX by signing "bilateral" contracts with marketers or 
generators. The ISO's centralized system still directs the flow of electricity, but 
prices and service conditions are established by private contract.

The new system of buying and selling power, and the rules that govern 
those sales, is complex. The Power Exchange (PX) conducts an “hourly one-day- 
ahead auction.” Generating companies bid to supply electricity into the wholesale 
market, stating how much power they wish to supply at what price for each hour 
of the next day. Wholesale buyers (such as the old utility companies) estimate 
and order the power they think their business and residential customers will need 
(hour by hour). On the basis of hourly supply and demand bids and orders, the 
PX sets the price to be paid to all power sellers. The ISO then directs the flow of 
electricity throughout the State.

In practice electricity demand may not match the estimate made the day 
before. And some electricity or spare generating capacity may be needed to keep 
the electricity network stable. Hence the ISO conducts a real-time electricity 
market allowing it to instantaneously balance load by ramping generators up and 
down. There are a number of auctions for these so-called “ancillary services” 
where generators can bid. Furthermore, the ISO has signed long term "reliability- 
must-run" contracts with some generators whose power is used to keep the 
transmission system stabilized.

California did not move immediately to a full market auction system. 
There were transition problems associated with “stranded assets”-plants that 
were built under the old system of regulation that were considered uneconomic in 
the new competitive environment. During a transition period, price regulations 
were retained. In San Diego in mid 1999 San Diego Gas and Electric said it was 
ready for the free market and price caps were raised to $750 per MGW hour. 
Prices for peak demand periods then soared. As noted above, the lower cap has 
now been restored in San Diego and remains in effect elsewhere in California. 
These wholesale price caps, approved by the FERC, limit the market's ability to 
drive prices up during periods of short supply.

THE PRESIDENT HAS SEFH
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Explaining Power Interruptions and Price Spikes

nnd

Conclusions

There are two root causes of the problems in California.

3

times to keep the electric system stable and functioning. When forecasted reserves 
for the next day fall below 7%, then 5%, then 1.5% the ISO first issues public 
appeals and other measures to increase supply, then interruptible customers 
(typically industrial uses) are curtailed, and then finally residential and 
commercial customers are blacked out to keep the system from crashing.

Of the two problems, the California power interruption is easier to explain. 
On June 14, Pacific Gas and Electric was required to intentionally interrupt nearly 
100,000 customers (residential and small business) for the first time in its history. 
This event was precipitated by voltage instability related to gaming on the 
previous day, import limitations, power plant maintenance, and record 
temperatures, 103 degrees. Import capacity on the transmission system was 
limited to keep the voltage levels on the grid stable. The loss of generation in the 
Northwest and work being done by Bonneville Power Administration on the 
British Columbia Hydroelectric Tie limited California’s ability to.import power.

The PUC is limited in what it can do to relieve customers’ liability for 
these wholesale costs. The federal "filed rate doctrine" requires States to pass 

.through to utility customers the costs of electricity that are purchaseosubject to 
federal tariffs. Thus, the FERC ultimately controlshow much a firm pays fpr 

-wholesale power. The PUC may, however, inquirewhether the power company’s 
purchasing strategies were reasonable and resulted in reasonable rates. The PUC 
may exclude from retail rates recovery of costs determined to have been 
imprudently incurred.

Based on the experience of the UK and other parts of the US, the 
electricity market is especially vulnerable to the exercise of market power, even 
by firms with relatively small market shares Flectricity cannot be storecTarid 
demand is very insensitive to price in the short term. Companies have learned to 
act strategically in the power auctions varying their price and quantity bids to 
push prices up. In an environment of short supply, it is particularly easy for 
companies to capitalize on the situation. The companies follow a strategy that 
makes them money, given the rules of the auction.

The price spikes in San Diego are best explained by a combination of high 
peak demand, insufficient generating :md transmission capacity, and strategic 
action by electricity suppliers.

• Regulatory uncertainty has discouraged investment in generatingjacilities and 
gTransmission networks. If generating capacity is plentifufit is harder for
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• California did not learn from the experience of the UK, Australia and other 
US states (the WSJ of August 4 described problems in several states). There 
is a serious problem with the auction system they instituted in that it is 
vnlnprHhlA tn prir? manipulation. ,

cc: Sylvia Mathews, OMB 
David Beier, OVP
Karen Tramontano, WH

Deregulation can bring substantial benefits to consumers. But there are risks 
—AjL involved and the design and regulation of the market for power must be done

carefully. I have attached an article by Severin Borenstein and James Bushnell, 
which discusses the issues at length. It may be more than you want to know. 

r----------»-

companies to push prices up. If there are adequate transmission facilities, 
power can be purchased from other regions to meet short-term peaks in 
demand (such as those caused by hot weather). The better the transmission 
system, the more competitors there are and the less is the ability of a given 
company to manipulate the market.
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Is there a coherent vision for competitive electricity markets?

Electricity Restructuring:
Deregulation or Reregulation?

R1

By Severin Borenstein

and James Bushnell

Volume 23. No. 2Regulation

THE ORIGIN OF ELECTRICITY INDUSTRY 
RESTRUCTURING
ANALYSIS OF THE ELECTRICITY INDUSTRY BEGINS WITH 

the recognition that there are three rather distinct compo­
nents of it: generation, transmission, and distribution. Once 
electricity is generated, whether by burning fossil fuels, . 
harnessing wind, solar, or hydro energy, or through nuclear 
fission, it is sent through high-voltage, high-capacity trans­
mission lines to the local regions in which the electricity will 
be consumed. When the electricity arrives in the region in 
which it is to be consumed, it is transformed to a lower 
voltage and sent through local distribution wires to end-use 

consumers.
In the United States, all three of these vertically related 

sectors have typically been tied together within a utility, 
which has been either investor-owned and state-regulated 
or owned by the local municipality. For many years, each

ESTRUCTURING IN THE ELECTRICITY INDUSTRY IS 

spreading across the United States and around the 

world. Some of these initiatives are well under 

way—for instance, in California, Pennsylvania, Aus­

tralia, Norway, and the United Kingdom—but far more are in the design and early implementation stages. There also are bills 

in Congress to encourage the formation of open markets for electricity. The restructuring process has achieved some significant 

successes—most notably keeping the lights on. But serious problems—some predictable, others not—have also arisen, 

electricity markets a much greater challenge than was inferred 
from experience with natural gas, airlines, trucking, telecom­
munications, and a host of other industries.

As other jurisdictions refashion their electricity markets, 
they seem to be incorporating little of the experience from 
the markets that are furthest along in the process. That is 
unfortunate, because there are important and quite gener­
al lessons that can be gleaned. Probably the two most salient 
lessons are that the short-run benefits are likely to be small 
or nonexistent, and the long-run benefits, while com- 
pellingly supported in theory, may be very difficult to doc­

ument in practice.
More concretely, market power among generators is like­

ly to be a more serious and ongoing concern than has been 
anticipated by most observers. As a result, the roles of trans­
mission capacity and demand-side elasticity are likely to be 
even more important than previously suggested. In general, 
the nonstorability of electricity, combined with very little 
demand elasticity and the need for real-time supply/demand 
balancing to keep the grid stable, has made restructuring of

Severin Borenstein is director of the University of California Energy 
Institute and professor of business at the University of California 
Berkeley’s Haas School of Business. James Bushnell is director of 
research at the University of California Energy Institute.



mission and distribution sectors, effective competition

with the growth of nuclear power. In addition, technology
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ities were required to buy power from “qualifying” indepen-
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natural resource endowments across regions—most impor­
tantly, hydroelectric opportunities—but a far larger share

sector was thought of as a natural monopoly. In the trans­
mission and distribution sectors, effective competition 
would require that rival firms duplicate one another’s wire 
networks, which would be inefficient. If wires owned by dif­
ferent companies were allowed to interconnect to form a sin­
gle network, the laws of physics demonstrate that there 
would be significant externalities: the flow on one line 
affects the capacity of other lines in the system to carry 

power. Generation was argued to be a natural monopoly 
because of the large scale of efficient generation plants and
the losses that occurred with long-distance transmission, 
which made it more efficient to have local areas served by

, - --------------- ----------- ---

investments were the primary reasons that some states 
found themselves in the 1990s with electricity prices that

States is evident from Figure 1. In regions such as Califor­
nia and the Northeast, residential rates have averaged as
much as 10 cents per kilowatt-hour, while residents in some 
neighboring regions have been paying half that much. 
Some of these differences can be attributed to different

results from the need to pay for bad (at least in retrospect) 
investments and contract decisions made during the 1960s,

ar /— 
53 /

--------- 1 MS 
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OH 1
64
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were well above the going-forward cost of building and 

operating new gas- or coal-fired power plants. Other 
states those that had not pursued nuclear power and had 
been more cautious in signing long-term contracts under 

purpa—retained relatively low prices. That contrast was

g move­
ment in the United States.

upkeep and waste disposal costs changed nuclear power 
from the cheap, clean power source advocates had 

promised to expensive white elephants. Under the regula­

tory agreement between states and the utilities, consumers 
still had to pay for the plants despite the fact that they

improvements reduced the losses that occurred during 
transmission, making it more feasible for plants hundreds 
of miles apart to compete with one another.

Thus, in the 1980s, a movement began to increase the 
efficiency of the generation sector by letting independent 

entrepreneurs compete to supply power to the utility. This was 
encouraged by the federal government in 1978 with the Pub­
lic Utility Regulatory Policy Act (purpa). Under purpa, util­

ities were required to buy power from “qualifying” indepen­
dent power producers (mostly small generators or ones 

using renewable energy sources) at a price equal to the “avoid­
ed cost” of the utility.

Many states, however, —
set very high levels for
the avoided costs, levels
that were certainly
much higher than the
actual marginal savings
to the utility of not pro­
ducing the power itself. /
The result was that L

many utilities signed /
long-term purchase L-

contracts at very high
prices. Those prices 'F

looked especially bad as y
the cost of natural gas )
fell in real terms through 
the 1980s and 1990s,
making most other gen­

eration sources much
less economic.

Over about the 
same period of time,
accidents, unforeseen

construction costs,
increased safety regu­
lation, and higher-
r h a n - .1 n t i r i n n r 4 ""-a

one or a small number of generating plants.
Few people argue that the basic economics of trans­

mission and distribution have changed. But, over time, the 
optimal scale of generating plants has declined, not 
increased, as many thought it would in the 1960s and 1970s
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THE COMPETITIVENESS OF ELECTRICITY MARKETS

AS WE HAVE MENTIONED, THE ELECTRICITY RESTRUCTURING 

movement has been driven in large part by changes in gen­
eration technology and fuel prices that have made it eco­
nomic to generate with smaller units, and by the integration 
of separate utility systems into larger regional networks, 
which has increased the size of the market that could be 
served by individual generators. For some, those changes 
have been enough to conclude that electricity generation no 

longer requires any more government regulation than the 
markets for other commodities: natural gas, crude oil. gold, 
orange juice, or coffee.

1970s, and 1980s. Underlying those decisions had been the 
belief that natural gas prices would be far higher by the 

year 2000 than they have turned out to be, thanks to the 
deregulation of natural gas in the late 1970s and early 1980s.

Because these rate gaps stem from expenditures and 
commitments that are for the most part irreversible, they 
reflect differences in historical average costs, not marginal 
cost. A fairly robust, although imperfect, market for whole­
sale power trades between utilities, independent power 
producers, and a handful of large customers has operated 
through most of the 1990s. That wholesale market helped 
to equalize the marginal cost of production of utilities, 
subject to physical and institutional constraints on trans­

mission access.
The success of the wholesale market also left many ask­

ing for more. While wholesale trades within a regulated 
environment allowed the customers of high-cost utilities to 
reap some marginal benefits, it did not allow them to escape 
the more significant burden of paying for the sunk costs of 

past investments, known in the industry as “stranded invest­
ment.” Yet, the latter cost was the source of most of the 
rate disparities. The policy process has therefore largely 

Economists and policy analysts have long argued 

that the most significant potential gains from elec­

tricity restructuring will stem from changing the way 

investment and consumption decisions are made.

Impediments to Competition But a number of factors make 
electricity a different, and much more difficult, case. First, 
electricity is extremely costly to store. The technologies 
for storage—for instance, hydroelectric pump storage 

(pumping water uphill to store as potential energy) or bat­

been driven by the desire to cut costs that, being sunk, can­
not be cut, only redistributed.

This is not to say that there are not legitimate econom­
ic rationales behind restructuring the industry, only that such 
rationales do not get much play in the public discussions of 
these reforms. Deregulation or restructuring has the poten­
tial to produce gains in three broad sectors of the electric util­
ity industry: operations, investment, and consumption.

The evidence indicates that regulated investor-owned 
utilities in the United States have done a reasonable job of 
efficiently generating power given their portfolio of gener­
ating assets. Labor accounts for only 12 percent of the total 
cost of supply electricity and is more productive in the 
United States than in other countries. Therefore the 
prospects for short-run efficiency gains on the supply side 
of this industry are quite modest. Indeed, there is evidence 
that operational efficiency has decreased under restruc­
turing. This is in part due to significant alterations to oper­
ational practices that have been made to accommodate a 
generation market, and in part due to market power, which 
we discuss further below.

Economists and policy analysts have long argued that 

the most significant potential gains from electricity restruc­
turing will stem from changing the way investment and con­
sumption decisions are made. Since the bulk of the, mte 
disparities in this country are due to investment decisions 
that turned out badly, it stands to reason that what is “broke" 
in this industry is the process that produced those poor 
investment decisions. Firms that do not have the security 
of a guaranteed rate of return on their investments will be 
more prudent in their capital expenditures and the way 
they manage risk.

The last, largely untapped, source of potential efficien­
cy gains in the electricity industry lies on the consumer 
side. The cost of producing electricity fluctuates widely^y 

hour or even by minute, and the market prices of deregu­
lated power even more so. Consumers have had little oppor­
tunity to respond to these price fluctuations. They have 
instead paid a flat rate that reflects the average cost over 
months or years. Because consumers do not see prices that 
fluctuate with changes in the interaction of supply and 
demand, they cannot respond when there is a scarcity (such 
as on a very hot summer afternoon) by reducing their con­
sumption (such as by turning their air conditioner from 7 5 

to 78 degrees) and receiving savings 
that reflect the high value of the 
power they have foregone.

Note that it does not take dereg­
ulation to implement better con­
sumer price response, although pro­
ponents of restructuring have 
argued that stodgy old regulated util­
ities have little incentive to pursue 
such initiatives. Thus far in the Unit­
ed States, real-time consumer price 
response has not d^v«lopedeither 
in regions that havp rpstmctured or 

in those that have remained under tradirinnal regulation 
However, as we discuss below, the need for price-responsive 
demand is much greater in a less-regulated environment.
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The Specter of Volatile Prices What complicates this analy­
sis, and makes these market power discussions so contro­
versial, is that the same factors that exacerbate market 
power in electricity would combine to produce volatile 
electricity prices even if there were no attempt by sellers to 
exercise market power. Even absent market power, inelas­
tic demand and supply will naturally lead to high prices at 
peak times as demand rises above the production capacity 
of generators in a market and further price increases result

in little additional supply or reduction of demand. The 
prices would then efficiently reflect the scarcity of supply 

relative to demand.
Unfortunately, it is easy to show that in such a situation 

a firm of more than microscopic size can almost always do 

better than passively accepting these scarcity rents, attrac­
tive as they might be. By withholding a bit of its supply (or 
offering it to the market at an extremely high price), such 
a firm can drive the price still higher while losing little 

demand, and boost its profits. Thus, while it is easy to argue 
that volatile prices would be seen in even a perfectly com­
petitive market with these attributes, it is equally easy to 
demonstrate that if firms of notable size are not exercising 
market power, they are doing so out of the goodness of 
their heart and against the interest of their shareholders.

In industries where market power is present, govern­
ment regulation certainly can still lead to outcomes that are 
even less attractive to consumers. One reason is that mar­
ket power is usually self-correcting. Short-run exercise of 

market power will usually attract entry of new competitors. 
Even the threat of such entry can act to discourage incum­
bents from pushing prices too high, just as the threat of 
demand response in the longer run can discipline produc­
er behavior. Unfortunately, these effects might not be par­
ticularly strong in the electricity industry, and the evidence 

from existing electricity markets is not encouraging.
The reason is the simple economics of time discount­

ing. Neither new entry nor demand-side responsiveness is 
likely to happen quickly. With environmental and other 
licensing restrictions, new entry can easily take three to

The ability of firms with modest market shares to 

exercise market power is greater than in most other 

industries. That is why concentration measures are not 

very informative when applied to electricity markets.

teries—are quite inefficient. Combined with the high cost 
of storage is the need to balance supply and demand sec- 

ond-by-second. A shortfall or surplus of electricity means 
not only that a few consumers do not get all the power 
they would like; it can endanger the stability oftheeptire 

electricity grid. It is as if a late delivery from UPS to one 
location caused flat tires to develop in all other UPS trucks 

in the region.
Exacerbating the challenges created by costly storage 

and the need for real-time supply/demand balancing is the 
fact that almost no end-use consumers of electricityjwen 
have the technology to observe, let alone respond to, real­
time prices. Demand is virtually completely inelastic in 
the short run. Thus, little or none of the supply/demand bal­

ancing can be done on the demand

side, unless the grid operator
forcibly curtails consumption. In
the rare instances that this blunt

instrument is used, it imposes sig­
nificant costs on the consumers
whose electricity supply is curtailed

and often has political repercus­
sions. Short-run supply elasticities
are not a great help either in these
markets. Generating units have hard 
capacity constraints that imply mar­
ginal cost turns steeply upward at a
certain output. The combination of very inelastic short-run 
demand and supply (at peak times) with the real-time 
nature of the market (costly storage and grid reliability 
requirements) makes electricity markets especially vul­

nerable to the exercise of market power.
To see why this is the case, think about the dreadful sum­

mer afternoon when the temperature and humidity are at 
peak levels and the grid needs virtually all resources in pro­
duction in order to meet the tremendous demand for elec­
tricity to run air-conditioning units. If the grid has only a few 
percent margin of reserve capacity at that time and there is 
a producer that is supplying more than a few percent of the 
total output, then that producer is pivotal in meeting the 
demand. Put differently, that producer can ask for an 
extremely high price in order to deliver the power and con­
sumers—more specifically, the local utility that represents 
them in the wholesale power market—will pay it.

In most markets, there are other constraints that keep a 
single firm with a fairly small percentage of production 
from driving up the price by a large amount. If the good is 
storable, the buyers, or marketers in the middle, can store 
product to defend against such vulnerability. If end-use con­
sumers receive the price information before buying, their own 
hesitancy to pay extreme prices discourages the seller from 
asking such a price. If there is supply elasticity, one firm 
demanding a high price for its output will just shift market 
share to another supplier. Each of these attributes is much 
less prevalent in electricity markets than in most other 
industries. The result is that the ability of firms with even 
modest market shares to exercise market power is greater 

--------  — ------ -------- —--------------------------------------------------—>

Regulation

THE s

than in most markets. That is why concentration measures 
that are widely used to diagnose the potential for market 
.power are not very informative when applied in electricity 

markets.
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that incident, the ISO requested from-EEECthe ability to cap 
prices, and subsequently they were limitecTto $25?? per

ElRegulation Volume 23. No. 2

sary in order for firms in electricity markets to recover their 
full costs and earn a reasonable return on their investment. 
Both claims are incorrect.

First, market power is widespread, but there are also 
many examples of industries in which there is virtually no 
producer market power—for example, gold, natural gas, 
orange juice, and soybeans. What these goods have in com­
mon with one another and with electricity is the nearly 
perfect homogeneity of the product. In such markets, mar­
ket power is not a necessary result, but the special aspects 
of electricity markets discussed above make it much more 
difficult to prevent the exercise of market power in the elec­
tricity industry than in other industries.

Second, there is simply no support in theory or practice 
for the claim that firms—even firms in capital intensive 
industries—must exercise market power in order to cover 
their costs. Production of most of the goods listed on the 
commodity page of The Wall Street Journal is capital intensive, 
yet most exhibit virtually no market power and still pro­
ducers continue in business. Producers in those markets are 
able to earn scarcity rents, which means that the price they 
receive is greater than their marginal cost for most units they 
sell. Scarcity rents are also available to producers of elec­
tricity. Whether they sell in a centralized exchange or 
through bilateral arrangements, producers receive prices that 
reflect the market conditions, not their own marginal cost. 
Furthermore, in all markets established to date, sellers have 
the opportunity to earn some payments beyond the mar­
ket price for power in return for being available on a stand­
by basis as an emergency resource for the grid operator. 
Finally, economic theory does not support an argument 
that price must exceed the competitive level for firms to 

five years. Likewise, the technology for real-time price noti­
fication and response by consumers is not widely available 
and not likely to be for a number of years. And a seller’s pay­
off to exercising market power now can be extremely high. 
Furthermore, the uncertain regulatory environment may 
actually encourage sellers to take profits while they can, since 
they do not know what the competitive or regulatory land­
scape will look like a year or two from now.

Some industry participants and observers have 
responded to evidence of market power by arguing that 
because market power is present in every market, it should 
not be a concern here, or even that market power is neces­

megawatt for all ancillary services.
Economists in these markets have periodically been 

asked to derive the “right” level of price cap for such mar­
kets. The trade-off this engenders is a familiar one to econ­
omists. If the price cap is set too low, in the short run it will 
discourage production from high-marginal-cost plants, 
whereas in the long run it will lead to disinvestment in the 
industry as producers are unable to cover their cost of cap­
ital. If the price cap is set too high, the exercise of market 
power will cause significant wealth transfers from con­
sumers to producers. The negative consequences of market 
power are not limited to transfers, however. Prices that are 
raised to artificially high levels as a result of the exercise of 
market power, rather than actual scarcities, can stimulate 
inefficient entry and can depress the expansion of electric­

ity intensive enterprises.
So, in most electricity markets we are left with regula­

tion by price caps. The price caps restrict the exercise of mar­
ket power, but they also implicitly determine the scarcity

There is simply no support in theory or practice 

for the claim that firms—even firms in capital-inten­

sive industries—must exercise market power in 

order to cover their costs.

REGULATION: OUT WITH THE OLD,
IN WITH THE NEW

IN IMPLICIT OR EXPLICIT RECOGNITION OF THE VULNERA- 

bility of electricity markets to market power, almost every 
organized electricity market currently operating around 
the world has in place some form of price or revenue cap. 

In some markets this is described as a “software” limit: the 
bidding software simply cannot 

_______________ accept too many digits in the bid. In 
others, such as Australia, prices are 
capped at a “value of lost load,” a 
proxy for consumption value. In 
many regions, price caps have been 
considered a necessary expedient to 
bridge the gap between current con­
ditions and a world in which elec­
tricity markets feature price-respon­
sive demand.

One of the more notorious pric­
ing incidents occurred in the Cali­

fornia Independent System Operator’s (ISO) market for 
replacement reserve, a form of standby power. Following the 
confusion surrounding an order from the Federal Energy 
Regulatory Commission (ferc) deregulating the prices of 
this form of reserve, prices surged from the previously reg­
ulated range of $10 per megawatt to $9,999 per megawatt. 
Some market participants apparently thought that the ISO 
could not accept bids exceeding four digits, when in fact the 
price during the period in question had no limit at all, and 
a bid in the millions of dollars per megawatt would have been 
acceptable under the existing market design. Shortly after 

break even. In fact, under reasonable conditions, the absence 
of market power leads to normal returns on investment with 
exactly the socially optimal quantity of electricity genera­

tion capacity.
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-K prices in smaller regions become unprofitable because such 
—attempts simply draw supply from neighboring regions. 

' 1n tact, adding transmission capacity can actually decrease

□Regulation Volume 23, No. 2

its use: the threat of competitive imports can be sufficient to 
forestall the exercise of market power.

It seems then that construction of additional trans­

value to be collected by suppliers. Some market partici­
pants—sellers—have bemoaned the use of any price caps, 
arguing that they do not exist in “real” markets so should not 
be used here. It is clear, however, that without some sort of 
“backstop” price cap, there would be times in most markets 
when the price could rise without bounds. Until real-time 
price-responsive demand is feasible on a significant scale, 
price caps will remain a necessary evil. The dirty secret of 
restructuring is that it is replacing old forms of regulation 

with new ones.

mission capacity would be an important component of 
electricity restructuring. But transmission lines can be 
costly to upgrade. More importantly, by its very nature, 
transmission capacity creates huge winners and losers 
among suppliers and consumers of electricity. The distri­
butional effects can easily be orders of magnitude greater 
than the efficiency effects. If your firm owned all the gen­
eration in New York City, how would you feel about pro­
posals to beef up import capabilities into the city? The 
economic and political dynamics that have arisen in the 
electricity industry resemble those surrounding trade pol­

icy, as firms seek to preserve their advantages in serving 
local markets. Generators inside load pockets have much 

to learn from the U.S. steel industry.
Generically, the production of electricity is no longer a 

natural monopoly, but at specific locations and specific 
times, companies with even small market shares still can exer­
cise substantial market power. To ensure viable competition, 
some combination of generation and transmission capaci­

Until real-time price-responsive demand is feasible 

on a significant scale, price caps will remain a nec­

essary evil. The dirty secret of restructuring is that it 

is replacing old forms of regulation with new ones.

ty increases must take place. These capacity increases may 
in themselves be inefficient. The question then becomes: 
are the costs of sustaining competition less than those of sus­

taining regulation?

THE RECORD SO FAR
IN CALIFORNIA AND A NUMBER OF OTHER MARKETS, ADVO- 

cates of restructuring have seen prices fall over the past 
few years and have declared victory. But independent of 
restructuring, electricity prices were expected to decline dur­
ing this period in many parts of the United States. In Cah- 
fornia, for instance, as the sunk investment in nuclear plants 
was paid off and the high-cost purpa contracts expired, even 
under old-style regulation consumers would have seen 
their prices fall. Restructuring could not make those strand­
ed investments disappear, and old-style regulation could not 
make their impact continue indefinitely.

Instead ot being distracted by historical accounting, 
one might ask just how competitive electricity markets 
have turned out to be. This is a first step in comparing the 
costs and benefits of restructuring. Catherine Wolfram, in 
“Measuring Duopoly Power in the British Electricity Spot 
Market" (American Economic Review 89), finds that prices 
exceeded competitive levels by around 20 to 25 percent in 
tfip England and Wales pool, and Severin Borenstein, James

CAN TRANSMISSION SAVE RESTRUCTURING?

WHEREAS ENTRY OF NEW PRODUCERS TAKES YEARS IN THE 

electricity industry, importation of electricity from neigh- 
boring areas can happen instantaneously. The problem is 

that these imports are limited by the capacity of the.trans- 
mission lines between regions. Once a transmission line 
reaches its capacity, there is effectively no further ability to 
import. The same problem arises within grid systems, 
where a small area can be isolated, on
the margin, from the rest of the sys-
tem when transmission lines into
the area become congested. Such
“load pockets” exist in New York City
and San Francisco, for instance, 
making those regions dependent not 
only on imported energy but also 
on a handtul ot local generators 

whose output is necessary to sustain
reliable network operations. This is
not an isolated phenomenon: more
than half of the 288 generation units
in the California ISO system have been designated as “must- 
run” for reliability purposes under some conditions. What 
electrical engineers call reliability concerns economists 
call local market power.

Various forms of alternative regulation have been 
applied to deal with local market power. Some of these 

f regulations make sense, others do not. In the Pennsylvania, 
\ New Jersey, Maryland pool, the operators are given wide- 
\ ranging powers to reset the bids of generators that have 
\ been deemed to be exercising local market power. In the 
/ United Kingdom, generators were threatened with a refer- 

I ral to the Monopolies and Mergers Committee. In Califor-
I nia, the reliability must-run contracts have remained at the 

' center of controversy for nearly two years.
One of the most straightforward, and probably eco­

nomic, ways of promoting competition would be to 
increase the contestability of separate geographic markets 
by beefing up the transmission infrastructure that serves 
them. With sufficient transmission capacity, attempts to raise
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Bushnell, and Frank Wolak (in their working paper, “Diag-

be more costly in the short run than were their regulated pre-

lexels during 1998 and 1999. These average figureZg^k

ly in markets for capaciTyml^ervesthanin markg^for

nificant continued regulation. When California operated

England, generators have been subjected to average-price

mv iwcd pciiiapj> me most serious cautionary 
tale about electricity restructuring. A high level of dissat-

Much of the blame that has been placed upon the market’s 
desion should nrnnorhr -- 4._J i

Electricity Market." University of California Energy Institute

Restructured Electricity Markets: An International Comparison.”

• Frank Wolak, Robert Nordhaus, and Carl Shapiro. “Preliminary

1

the England and Wales Electricity Market." University of California
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nosing Market Power in California’s Deregulated Wholesale 
Electricity Market”) estimate that energy purchase costs in 
California averaged about 16 percent above competitive 
levels during 1998 and 1999. These average figureZmask 

Jarge fluctuations in the severity of market power, whirh'has 
been greatest during peak demand periods. IrTaddition, 
evidence from California and New England, as well as from 
England, indicates that market power was felt more severe- 
ly in markets for capaciryamlieserves than in markarfor 
tTwjsncrgy itself ------

These outcomes have transpired in a context of sig­
nificant continued regulation. When California operated 
under a $250 price cap for energy before October 1999 (at 
which time it was raised to $750), the limit was binding on 

many occasions. Many generators were also earning sig­
nificant revenues from reliability must-run contracts. In 
England, generators have been subjected to average-price 
caps, threats of antitrust enforcement, and periodic jaw­
boning from regulators. Regulators in England also 

imposed sales of power under vesting contracts, set at 
administrated prices, on the incumbent suppliers, as well 

as minimum purchase quotas for British coal. In short, 
these results should not be construed as the extent of mar­
ket power that would be experienced in a completely dereg­
ulated electricity market.

England provides perhaps the most serious cautionary 
tale about electricity restructuring. A high level of dissat­
isfaction with the outcomes in the British power market has 
led to a near total demolition of those market institutions.

structure, which has remained fairly concentrated? Tke 
British experience with electricity markets over the past 
decade has so seriously eroded faith in markets that ominous 

J’good behavior" clauses have been proposed as a require­
ment for generation firm licensing there. Such clauses have

traditional forms of regulation thathave been employed in 
the United States during the twentieth century.

CONCLUSIONS

THE MOVEMENT TOWARD LESS REGULATION AND MORE 

reliance on market processes in the electricity industry has 

enormous potential benefits but also potential risks. A 
? move toward deregulation that does not take the issue of 

_ market power seriously can undermine the goals of indus- 

try restructuring and even, as in the case of England, pro- 
duce a regulatory backlash. Any restructuring initiative 

must recognize that the lack of economic storage and of 
_ price-responsive demand can produce serious marketdis­

ruptions. Furthermore, levels of transmission capacity that 
may have been adequate under regulation may not be able 

to support effective competition.
In restructured electricity markets, some level of mar­

ket power seems likely to persist. Given the enormous size

design should more properly be attributed to the market ______ __________
“Diagnosing Market Power in California’s Deregulated Wholesale

POWER Working Paper PWP-064r, 2000.

• Peter Cramton and Jeffrey Lein. “Eliminating the Flaws in New 
England’s Reserve Markets." University of Maryland Workine

TIT —---- r—7----- -------- , " -------------- 1 Paper, 2000.
the potential to be far more arbitrary andTntrusive than the

• Paul Joskow. “Restructuring, Competition and Regulatory
Reform in the U.S. Electricity Sector." Journal of Economic Perspectives 

f 11 (1997): 119.

• Frank Wolak. “Market Design and the Behavior of Prices in 
Restructured Electricity Markets: An International Comparison.” 
Stanford University Working Paper, 1997.

Market Power in Wholesale Electricity Markets.” The Electricity Jour­
nal 13 (forthcoming).

• Severin Borenstein, James B. Bushnell, and Frank A. Wolak.

Report on the Operation of the Ancillary Services Markets of the' 
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of this industry, even small amounts of market power
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imply large transfers from consumers. This means that 
f°r consumers restructured electricity marketsjnay in fact

deeggfroj-s. For resiriirrnring to benefit-consumers,"the 

' ong-term gains stemming from improved in vestment 
decisions on both the demand and supply sides of the 

industry must be sufficient to outweigh the potentiafshort- 

LUP Costs, Unfortunately, measuring those long-term ben­
efits will be very difficult because it will rest on comparing 
the efficiency of investment under restructuring with the 

investment that would have occurred if traditional regu­
lation had continued.
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Background

9

• Creating incentives for utilities to sell their generation facilities to 
private companies;

Historically, electricity was seen as a natural monopoly and California 
utilities owned and operated all elements of the State’s electric system. The 
Public Utility Commission regulated the entire system of utility generation 
distribution and transmission through its control of retail rates. The Federal 
Energy Regulatory Commission (FERC) regulated wholesale transmission rates 
and power transactions between utilities and between utilities and generators. In 
 1996, the Public Utility Commission (PUC) instituted fundamental structural 

^reform directing the utilities to "unbundlellxheiijntegrated systems by:

• Transferring pricing of California’s electricity generation to the FERC 
and creating the Power Exchange (PX), a private nonprofit organization;

7^1
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WASHINGTON, D.C. 20502

This summer, California consumers have experienced both price spikes 
(notably in San Diego) and supply interruptions (unprecedented black-outs in the 
Bay Area). During June, wholesale prices for electrical power in California 
increased on average 270% overahe same penotlm 1999, resulting in over $1 
btHioftdfi-additional naymetUs for electricity. During the week of June 14, 
IMHChasers_of California power spent $1,2 billion on electricity:300%more than 
they paicLriniing the same period in 1999, Milder weather and lowerpnce caps, 
instituted in the wake of the June price spikes, have stabilized the California 
market in July and August. At the present time, prices are capped at $250 per 
MGW hour. On August 21, the California Public Utility Commission set retail 
caps, under which San Diego consumers who limit consumption will pay no more 
than $68 a month.
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Electricity Market Structure

2

The Independent System Operator administers a graduated system of 
increasing alerts to maintain operating reserves - the buffer capacity needed at all

Currently, the law requires that California electric utilities, which serve the 
vast majority of California customers, purchase all of their power through the ISO 
and the PX. However, individual (usually large) customers and marketers may 
purchase power outside the PX by signing "bilateral" contracts with marketers or 
generators. The ISO's centralized system still directs the flow of electricity, but 
prices and service conditions are established by private contract.

In practice electricity demand may not match the estimate made the day 
before. And some electricity or spare generating capacity may be needed to keep 
the electricity network stable. Hence the ISO conducts a real-time electricity 
market allowing it to instantaneously balance load by ramping generators up and 
down. There are a number of auctions for these so-called “ancillary services” 
where generators can bid. Furthermore, the ISO has signed long term "reliability- 
must-run" contracts with some generators whose power is used to keep the 
transmission system stabilized.

• Transferring operational control of the utility-owned transmission 
system to the Independent System Operator (ISO), a private nonprofit 
organization which would manage the transmission system and its day-to- 
day operations under FERC oversight;

California did not move immediately to a full market auction system. 
There were transition problems associated with “stranded assets”-plants that 
were built under the old system of regulation that were considered uneconomic in 
the new competitive environment. During a transition period, price regulations 
were retained. In San Diego in mid 1999 San Diego Gas and Electric said it was 
ready for the free market and price caps were raised to $750 per MGW hour. 
Prices for peak demand periods then soared. As noted above, the lower cap has 
now been restored in San Diego and remains in effect elsewhere in California. 
These wholesale price caps, approved by the FERC, limit the market's ability to 
drive prices up during periods of short supply.

The new system of buying and selling power, and the rules that govern 
those sales, is complex. The Power Exchange (PX) conducts an “hourly one-day- 
ahead auction.” Generating companies bid to supply electricity into the wholesale 
market, stating how much pow’er they wish to supply at what price for each hour 
of the next day. Wholesale buyers (such as the old utility companies) estimate 
and order the power they think their business and residential customers will need 
(hour by hour). On the basis of hourly supply and demand bids and orders, the 
PX sets the price to be paid to all power sellers. The ISO then directs the flow of 
electricity throughout the State.

THE
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Explaining Power Interruptions and Price Spikes

Conclusions

There are two root causes of the problems in California.

3

times to keep the electric system stable and functioning. When forecasted reserves 
for the next day fall below 7%, then 5%, then 1.5% the ISO first issues public 
appeals and other measures to increase supply, then interruptible customers 
(typically industrial uses) are curtailed, and then finally residential and 
commercial customers are blacked out to keep the system from crashing.

Of the two problems, the California power interruption is easier to explain. 
On June 14. Pacific Gas and Electric was required to intentionally interrupt nearly 
100.000 customers (residential and small business) for the first lime in its history . 
This event was precipitated by voltage instability related to gaming on the 
previous day, import limitations, power plant maintenance, and record 
temperatures, 103 degrees. Import capacity on the transmission system was 
limited to keep the voltage levels on the grid stable. The loss of generation in the 
Northwest and work being done by Bonneville Power Administration on the 
British Columbia Hydroelectric Tic limited Califonna's ability to.import power.

• Regulatory uncertainty has discouraged investment in generatingjacilities and 
'Transmission networks. If generating capacity is plentifuTit is harder for

Based on the experience of the UK and other parts of the US, the 
electricity market is especially vulnerable to the exercise of market power, even 
by firms with relatively small market shares Flp<-tricity cannot be storedgnd 
demand is very insensitive to price in the short term. Companies have learned to 
act strategically in the power auctions varying their price and quantity bids to 
push prices up. In an environment of short supply, it is particularly easy for 
companies to capitalize on the situation. The companies follow a strategy that 
makes them money, given the rules of the auction.

The pnee spikes in San Diego arc best explained by a combination of high 
peak demand, insufficient generating :tnd transmission capacity, and strategic 
action by electricity suppliers.

The PUC is limited in what it can do to relieve customers’ liability for 
these wholesale costs. The federal "filed rate doctrine" requires States to pass 

Jhrough to utility customers the costs of electricity that are purchased subject to 
federal tai^ffs. Thus, the FERC ultimately controls how much a firm pays fpr 

-wholesale power. The PUC may, however, inquirewhether the power company’s 
purchasing strategies were reasonable and resulted in reasonable rates. The PUC 
may exclude from retail rates recovery of costs determined to have been 
imprudently incurred.



'HE

4
«

• California did not learn from the experience of the UK, Australia and other 
US states (the WSJ of August 4 described problems in several states). There 
is a serious problem witjvthe auction system they instituted in that it is 
-tmlnorfthlfl tn pbcA manipulation. .

cc: Sylvia Mathews, OMB
David Beier, OVP
Karen Tramontane, WH

companies to push prices up. If there are adequate transmission facilities, 
power can be purchased from other regions to meet short-term peaks in 
demand (such as those caused by hot weather). The better the transmission 
system, the more competitors there are and the less is the ability of a given 
company to manipulate the market.

Deregulation can bring substantial benefits to consumers. But there are risks
---- -yl involved and the design and regulation of the market for power must be done 

carefully. I have attached an article by Severin Borenstein and James Bushnell, 
which discusses the issues at length. It may be more than you want to know, 

r-----
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Is there a coherent vision for competitive electricity markets?

Electricity Restructuring:
I

Deregulation or Reregulation?

R ESTRUCTUR1NC IN THE ELECTRICITY INDUSTRY ISBy Severin Borenstein

and James Bushnell

Volume 2 3. No. 2Regulation

THE ORIGIN OF ELECTRICITY INDUSTRY 
RESTRUCTURING

ANALYSIS OF THE ELECTRICITY INDUSTRY BEGINS WITH 

the recognition that there are three rather distinct compo­
nents of it: generation, transmission, and distribution. Once 

electricity is generated, whether by burning fossil fuels, . 
harnessing wind, solar, or hydro energy, or through nuclear 
fission, it is sent through high-voltage, high-capacity trans­

mission lines to the local regions in which the electricity will 
be consumed. When the electricity arrives in the region in 
which it is to be consumed, it is transformed to a lower 
voltage and sent through local distribution wires to end-use 

consumers.
In the United States, all three of these vertically related 

sectors have typically been tied together within a utility, 
which has been either investor-owned and state-regulated 

or owned by the local municipality. For many years, each

spreading across the United States and around the 

world. Some of these initiatives are well under

way—for instance, in California, Pennsylvania, Aus­

tralia, Norway, and the United Kingdom—but far more are in the design and early implementation stages. There also are bills 

in Congress to encourage the formation of open markets for electricity. The restructuring process has achieved some significant 

successes—most notably keeping the lights on. But serious problems—some predictable, others not—have also arisen.

electricity markets a much greater challenge than was inferred 
from experience with natural gas, airlines, trucking, telecom­
munications, and a host of other industries.

As other jurisdictions refashion their electricity markets, 
they seem to be incorporating little of the experience from 
the markets that are furthest along in the process. That is 
unfortunate, because there are important and quite gener­
al lessons that can be gleaned. Probably the two most salient 
lessons are that the short-run benefits are likely to be small 

or nonexistent, and the long-run benefits, while com- 
pellingly supported in theory, may be very difficult to doc­

ument in practice.
More concretely, market power among generators is like­

ly to be a more serious and ongoing concern than has been 
anticipated by most observers. As a result, the roles of trans­
mission capacity and demand-side elasticity are likely to be 
even more important than previously suggested. In general, 
the nonstorability of electricity, combined with very little 
demand elasticity and the need for real-time supply/demand 
balancing to keep the grid stable, has made restructuring of

Severin Borenstein is director of the University of California Energy 
Institute and professor of business at the University of California 

Berkeley's Haas School of Business. James Bushnell is director of 

research at the University of California Energy Institute.



mission and distribution sectors, effective competition

promised to expensive white elephants. Under the regula-

ferent companies were allowed to interconnect to form a sin-

because of the large scale of efficient generation plants and
were

states­
one or a small number of generating plants.

, not

with the growth of nuclear power. In addition, technology

Thus, in the 1980s, a movement began to increase the

tantly, hydroelectric opportunities—but a far larger share
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rates have averaged as 
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was
ig move-

ities were required to buy power from “qualifying" indepen­
dent power producers (mostly small generators or ones

improvements reduced the losses that occurred during 

transmission, making it more feasible for plants hundreds 
of miles apart to compete with one another.

efficiency of the generation sector by letting independent 

entrepreneurs compete to supply power to the utility. This was 
encouraged by the federal government in 1978 with the Pub­
lic Utility Regulatory Policy Act (purpa). Under purpa, util­

affects the capacity of other lines in the system to carry 

power. Generation was argued to be a natural monopoly 
because of the large scale of efficient generation plants and 
the losses that occurred with long-distance transmission, 

which made it more efficient to have local areas served by

neighboring regions have been paying half that much. 
Some of these differences can be attributed to different 
natural resource endowments across regions—most impor­
tantly, hydroelectric opportunities—but a far larger share 

results from the need to pay for bad (at least in retrospect) 

investments and contract decisions made during the 1960s,

THE POLITICAL ECONOMY OF
ELECTRICITY RESTRUCTURING

THE DISPARITY IN ELECTRICITY PRICES WITHIN THE UNITED 

States is evident from Figure 1. In regions such as Califor-

sector was thought of as a natural monopoly. In the trans­

mission and distribution sectors, effective competition 
would require that rival firms duplicate one another’s wire 

networks, which would be inefficient. If wires owned by dif­
ferent companies were allowed to interconnect to form a sin­

gle network, the laws of physics demonstrate that there 

would be significant externalities: the flow on one line

mission and distribution have changed. But, over time, the 
optimal scale of generating plants has declined, not 

increased, as many thought it would in the 1960s and 1970s

oh 1
64 J1-

X 5-1 (

using renewable energy sources) at a price equal to the “avoid­
ed cost” of the utility.

 

Many states, however,
set very high levels for
the avoided costs, levels
that were certainly

much higher than the
actual marginal savings 
to the utility of not pro­
ducing the power itself.
The result was that

many utilities signed
long-term purchase

contracts at very high
prices. Those prices
looked especially bad as
the cost of natural gas
fell in real terms through
the 1980s and 1990s,
making most othergen-

eration sources much
less economic.

Over about the
same period of time,
accidents, unforeseen

construction costs,
increased safety regu-

upkeep and waste disposal costs changed nuclear power 

from the cheap, clean power source advocates had 

promised to expensive white elephants. Under the regula 

tory agreement between states and the utilities, consumers 
still had to pay for the plants despite the fact that they 

turned out to be unwise choices. 7

Uneconomic purpa contracts and nuclear power

 DE 
MD 63 
7.0 

\dc 
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Figure 1

Average Retail Electricity Prices by State, 1998
(cents per kilowatt-hour)

investments were the primary reasons that some states 
found themselves in the 1990s with electricity prices that 

were well above the going-forward cost of building and 

°P"ating gaS’ °r coal-fired Power plants. Other 
r.ctcs those that had not pursued nuclear power and had

retained relatively low prices. That contrast

 --N.UrA I

from the cheap, clean
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Impediments to Competition But a number of factors make 
electricity a different, and much more difficult, case. First, 

electricity is extremely costly to store. The technologies 
for storage—for instance, hydroelectric pump storage 

(pumping water uphill to store as potential energy) or bat­

THE COMPETITIVENESS OF ELECTRICITY MARKETS

AS WE HAVE MENTIONED, THE ELECTRICITY RESTRUCTURING 

movement has been driven in large part by changes in gen­
eration technology and fuel prices that have made it eco­
nomic to generate with smaller units, and by the integration 
of separate utility systems into larger regional networks, 
which has increased the size of the market that could be 

served by individual generators. For some, those changes 
have been enough to conclude that electricity generation no 

longer requires any more government regulation than the 
markets for other commodities: natural gas, crude oil, gold, 
orange juice, or coffee.

1970s, and 1980s. Underlying those decisions had been the 
belief that natural gas prices would be far higher by the 

year 2000 than they have turned out to be, thanks to the 
deregulation of natural gas in the late 1970s and early 1980s.

Because these rate gaps stem from expenditures and 

commitments that are for the most part irreversible, they 
reflect differences in historical average costs, not marginal 

cost. A fairly robust, although imperfect, market for whole­

sale power trades between utilities, independent power 
producers, and a handful of large customers has operated 

through most of the 1990s. That wholesale market helped 

to equalize the marginal cost of production of utilities, 
subject to physical and institutional constraints on trans­

mission access.
The success of the wholesale market also left many ask­

ing for more. While wholesale trades within a regulated 

environment allowed the customers of high-cost utilities to 
reap some marginal benefits, it did not allow them to escape 
the more significant burden of paying for the sunk costs of 

past investments, known in the industry as “stranded invest­
ment." Yet, the latter cost was the source of most of the 
rate disparities. The policy process has therefore largely 

I

I

Economists and policy analysts have long argued 

that the most significant potential gains from elec­

tricity restructuring will stem from changing the way 

investment and consumption decisions are made.
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been driven by the desire to cut costs that, being sunk, can­
not be cut, only redistributed.

This is not to say that there are not legitimate econom­

ic rationales behind restructuring the industry, only that such 
rationales do not get much play in the public discussions of 
these reforms. Deregulation or restructuring has the poten­

tial to produce gains in three broad sectors of the electric util­
ity industry: operations, investment, and consumption.

The evidence indicates that regulated investor-owned 
utilities in the United States have done a reasonable job of 
efficiently generating power given their portfolio of gener­

ating assets. Labor accounts for only 12 percent of the total 
cost of supply electricity and is more productive in the 
United States than in other countries. Therefore the 

prospects for short-run efficiency gains on the supply side 
of this industry are quite modest. Indeed, there is evidence 
that operational efficiency has decreased under restruc­

turing. This is in part due to significant alterations to oper­
ational practices that have been made to accommodate a 

generation market, and in part due to market power, which 
we discuss further below.

Economists and policy analysts have long argued that

THE

the most significant potential gains from electricity restruc­

turing will stem from changing the way investment and con­

sumption decisions are made. Since the bulk of the ratp 
disparities in this country are due to investment decisions 

that turned out badly, it stands to reason that what is “broke” 

in this industry is the process that produced those poor 

investment decisions. Firms that do not have the security 
of a guaranteed rate of return on their investments will be 

more prudent in their capital expenditures and the way 
they manage risk.

The last, largely untapped, source of potential efficien­

cy gains in the electricity industry lies on the consumer 
side. The cost of producing electricity fluctuates widely by 
hour or even by minute, and the market prices of deregu­
lated power even more so. Consumers have had little oppor­

tunity to respond to these price fluctuations. They have 
instead paid a flat rate that reflects the average cost over 
months or years. Because consumers do not see prices that 
fluctuate with changes in the interaction of supply and 
demand, they cannot respond when there is a scarcity (such 

as on a very hot summer afternoon) by reducing their con­

sumption (such as by turning their air conditioner from 75 

to 78 degrees) and receiving savings 
that reflect the high value of the 
power they have foregone.

Note that it does not take dereg­
ulation to implement better con­

sumer price response, although pro­
ponents of restructuring have 
argued that stodgy old regulated util­
ities have little incentive to pursue 
such initiatives. Thus far in the Unit­
ed States, real-time consumer price 
response, has not-d«velopedeither 
in regions that have ^structured oj 

in those that have remained under traHitinnal regulation 
However, as we discuss below, the need for price-responsive 

demand is much greater in a less-regulated environment.
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The Specter of Volatile Prices What complicates this analy­
sis, and makes these market power discussions so contro­
versial, is that the same factors that exacerbate market 
power in electricity would combine to produce volatile 

electricity prices even if there were no attempt by sellers to 
exercise market power. Even absent market power, inelas­

tic demand and supply will naturally lead to high prices at 
peak times as demand rises above the production capacity 
of generators in a market and further price increases result

Than in most markets. That is why concentration measures 

that are widely used to diagnose the potential for market 
ipower are not very informative when applied in electricity 

markets.

in little additional supply or reduction of demand. The 
prices would then efficiently reflect the scarcity of supply 

relative to demand.
Unfortunately, it is easy to show that in such a situation 

a firm of more than microscopic size can almost always do 

better than passively accepting these scarcity rents, attrac­
tive as they might be. By withholding a bit of its supply (or 
offering it to the market at an extremely high price), such 
a firm can drive the price still higher while losing little 

demand, and boost its profits. Thus, while it is easy to argue 
that volatile prices would be seen in even a perfectly com­
petitive market with these attributes, it is equally easy to 

demonstrate that if firms of notable size are not exercising 
market power, they are doing so out of the goodness of 

their heart and against the interest of their shareholders.

In industries where market power is present, govern­
ment regulation certainly can still lead to outcomes that are 
even less attractive to consumers. One reason is that mar­
ket power is usually self-correcting. Short-run exercise of 

market power will usually attract entry of new competitors. 
Even the threat of such entry can act to discourage incum­
bents from pushing prices too high, just as the threat of 

demand response in the longer run can discipline produc­
er behavior. Unfortunately, these effects might not be par­
ticularly strong in the electricity industry, and the evidence 

from existing electricity markets is not encouraging.
The reason is the simple economics of time discount­

ing. Neither new entry nor demand-side responsiveness is 
likely to happen quickly. With environmental and other 
licensing restrictions, new entry can easily take three to

The ability of firms with modest market shares to 

exercise market power is greater than in most other 

industries. That is why concentration measures are not 

very informative when applied to electricity markets.

teries—are quite inefficient. Combined with the high cost 
of storage is the need to balance supply and demand sec- 

ond-by-second. A shortfall or surplus of electricity means 
not only that a few consumers do not get all the power 
they would like; it can endanger the stability of_theeptire 
electricity grid. It is as if a late delivery from~UPS to one 

location caused flat tires to develop in all other UPS trucks 

in the regiou.
Exacerbating the challenges created by costly storage 

and the need for real-time supply/demand balancing is the 

fact that almost no end-use consumers ofelectricityjwen 
have the technology to observe, let alone respond to, real­

time prices. Demand is virtually completely inelastic in 
the short run. Thus, little or none of the supply/demand bal­

ancing can be done on the demand

side, unless the grid operator

forcibly curtails consumption. In
the rare instances that this blunt

instrument is used, it imposes sig­
nificant costs on the consumers
whose electricity supply is curtailed

and often has political repercus­
sions. Short-run supply elasticities
are not a great help either in these
markets. Generating units have hard 

capacity constraints that imply mar­
ginal cost turns steeply upward at a 
certain output. The combination of very inelastic short-run 
demand and supply (at peak times) with the real-time 
nature of the market (costly storage and grid reliability 
requirements) makes electricity markets especially vul­

nerable to the exercise of market power.
To see why this is the case, think about the dreadful sum­

mer afternoon when the temperature and humidity are at 

peak levels and the grid needs virtually all resources in pro­
duction in order to meet the tremendous demand for elec­
tricity to run air-conditioning units. If the grid has only a few 
percent margin of reserve capacity at that time and there is 
a producer that is supplying more than a few percent of the 
total output, then that producer is pivotal in meeting the 
demand. Put differently, that producer can ask for an 

extremely high price in order to deliver the power and con­

sumers—more specifically, the local utility that represents 
them in the wholesale power market—will pay it.

In most markets, there are other constraints that keep a 
single firm with a fairly small percentage of production 
from driving up the price by a large amount. If the good is 

storable, the buyers, or marketers in the middle, can store 
product to defend against such vulnerability. If end-use con­
sumers receive the price information before buying, their own 
hesitancy to pay extreme prices discourages the seller from 
asking such a price. If there is supply elasticity, one firm 
demanding a high price for its output will just shift market 
share to another supplier. Each of these attributes is much 
less prevalent in electricity markets than in most other 
industries. The result is that the ability of firms with even 

modest market shares to exercise market power is greater 
..... ...... ........ “■ ---“•»
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five years. Likewise, the technology for real-time price noti­

fication and response by consumers is not widely available 
and not likely to be for a number of years. And a seller’s pay­

off to exercising market power now can be extremely high. 

Furthermore, the uncertain regulatory environment may 

actually encourage sellers to take profits while they can, since 

they do not know what the competitive or regulatory land­

scape will look like a year or two from now.

Some industry participants and observers have 
responded to evidence of market power by arguing that 

because market power is present in every market, it should 

not be a concern here, or even that market power is nec.es- 

i

sary in order for firms in electricity markets to recover their 
full costs and earn a reasonable return on their investment. 

Both claims are incorrect.
First, market power is widespread, but there are also 

many examples of industries in which there is virtually no 
producer market power—for example, gold, natural gas, 
orange juice, and soybeans. What these goods have in com­
mon with one another and with electricity is the nearly 
perfect homogeneity of the product. In such markets, mar­
ket power is not a necessary result, but the special aspects 
of electricity markets discussed above make it much more 
difficult to prevent the exercise of market power in the elec­

tricity industry than in other industries.
Second, there is simply no support in theory or practice 

for the claim that firms—even firms in capital intensive 
industries—must exercise market power in order to cover 
their costs. Production of most of the goods listed on the 
commodity page of The Wall Street Journal is capital intensive, 
yet most exhibit virtually no market power and still pro­
ducers continue in business. Producers in those markets are 
able to earn scarcity rents, which means that the price they 
receive is greater than their marginal cost for most units they 
sell. Scarcity rents are also available to producers of elec­
tricity. Whether they sell in a centralized exchange or 
through bilateral arrangements, producers receive prices that 
reflect the market conditions, not their own marginal cost. 
Furthermore, in all markets established to date, sellers have 
the opportunity to earn some payments beyond the mar­
ket price for power in return for being available on a stand­
by basis as an emergency resource for the grid operator. 
Finally, economic theory does not support an argument 
that price must exceed the competitive level for firms to 

break even. In fact, under reasonable conditions, the absence 
of market power leads to normal returns on investment with 
exactly the socially optimal quantity of electricity genera­

tion capacity.

REGULATION: OUT WITH THE OLD, 
IN WITH THE NEW

IN IMPLICIT OR EXPLICIT RECOGNITION OF THE VULNERA- 

bility of electricity markets to market power, almost every 
organized electricity market currently operating around 
the world has in place some form of price or revenue cap. 

In some markets this is described as a “software" limit: the 
bidding software simply cannot 

accept too many digits in the bid. In 
others, such as Australia, prices are 
capped at a “value of lost load,” a 
proxy for consumption value. In 
many regions, price caps have been 

considered a necessary expedient to 
bridge the gap between current con­

ditions and a world in which elec­
tricity markets feature price-respon­

sive demand.
One of the more notorious pric­

ing incidents occurred in the Cali­
fornia Independent System Operator’s (ISO) market for 
replacement reserve, a form of standby power. Following the 

confusion surrounding an order from the Federal Energy 
Regulatory Commission (FERC) deregulating the prices of 
this form of reserve, prices surged from the previously reg­

ulated range of $10 per megawatt to $9,999 per megawatt. 
Some market participants apparently thought that the ISO 
could not accept bids exceeding four digits, when in fact the 
price during the period in question had no limit at all, and 
a bid in the millions of dollars per megawatt would have been 
acceptable under the existing market design. Shortly after 
that incident, the ISO requested from-EERCthe ability to cap 
prices, and subsequently they were JimitecTto $25^ per 

megawatt for all ancillary services^
Economists in these markets have periodically been 

asked to derive the “right" level of price cap for such mar­
kets. The trade-off this engenders is a familiar one to econ­
omists. If the price cap is set too low, in the short run it will 
discourage production from high-marginal-cost plants, 
whereas in the long run it will lead to disinvestment in the 
industry as producers are unable to cover their cost of cap­
ital. If the price cap is set too high, the exercise of market 

power will cause significant wealth transfers from con­

sumers to producers. The negative consequences of market 
power are not limited to transfers, however. Prices that are 

r raised to artificially high levels as a result of the exercise of 
market power, rather than actual scarcities, can stimulate 
inefficient entry and can depress the expansion of electric­

ity intensive enterprises.
So, in most electricity markets we are left with regula­

tion by price caps. The price caps restrict the exercise of mar­
ket power, but they also implicitly determine the scarcity

h

There is simply no support in theory or practice 

for the claim that firms—even firms in capital-inten­

sive industries—must exercise market power in 

order to cover their costs.
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value to be collected by suppliers. Some market partici­

pants—sellers—have bemoaned the use of any price caps, 

arguing that they do not exist in “real" markets so should not 

be used here. It is clear, however, that without some sort of 

“backstop” price cap, there would be times in most markets 
when the price could rise without bounds. Until real-time 

price-responsive demand is feasible on a significant scale, 

price caps will remain a necessary evil. The dirty secret of 
restructuring is that it is replacing old forms of regulation 
with new ones.

ty increases must take place. These capacity increases may 
in themselves be inefficient. The question then becomes: 
are the costs of sustaining competition less than those of sus­

taining regulation?

mission capacity would be an important component of 
electricity restructuring. But transmission lines can be 

costly to upgrade. More importantly, by its very nature, 

transmission capacity creates huge winners and losers 
among suppliers and consumers of electricity. The distri­
butional effects can easily be orders of magnitude greater 

than the efficiency effects. If your firm owned all the gen­

eration in New York City, how would you feel about pro­
posals to beef up import capabilities into the city? The 
economic and political dynamics that have arisen in the 
electricity industry resemble those surrounding trade pol­
icy, as firms seek to preserve their advantages in serving 
local markets. Generators inside load pockets have much 

to learn from the U.S. steel industry.

Generically, the production of electricity is no longer a 
natural monopoly, but at specific locations and specific 

times, companies with even small market shares still can exer­
cise substantial market power. To ensure viable competition, 
some combination of generation and transmission capaci­

i

Until real-time price-responsive demand is feasible 

on a significant scale, price caps will remain a nec­

essary evil. The dirty secret of restructuring is that it 

is replacing old forms of regulation with new ones.

R i r i

II

CAN TRANSMISSION SAVE RESTRUCTURING?

WHEREAS ENTRY OF NEW PRODUCERS TAKES YEARS IN THE 

electricity industry, importation of electricity from neigh- 
boring areas can happen instantaneously. The problem is 

that these imports are limitedby the capacity of the trans­
mission lines between regions. Once a transmission line 
reaches its capacity, there is effectively no further ability to 

import. The same problem arises within grid systems, 
where a small area can be isolated, on
the margin, from the rest of the sys- 

tem when transmission lines into
the area become congested. Such 
“load pockets” exist in New York City
and San Francisco, for instanee, 
making those regions dependent not
only on imported energy but also
on a handful of local generators
whose output is necessary to sustain

reliable network operations. This is
not an isolated phenomenon: more
than half of the 288 generation units

in the California ISO system have been designated as “must- 
run” for reliability purposes under some conditions. What 

electrical engineers call reliability concerns economists 
call local market power.

Various forms of alternative regulation have been 
applied to deal with local market power. Some of these 
regulations make sense, others do not. In the Pennsylvania, 
New Jersey, Maryland pool, the operators are given wide- 

\ ranging powers to reset the bids of generators that have 
\ been deemed to be exercising local market power. In the 

I United Kingdom, generators were threatened with a refer- 
I ral to the Monopolies and Mergers Committee. In Califor- 

l nia, the reliability must-run contracts have remained at the 

' center of controversy for nearly two years.
One of the most straightforward, and probably eco­

nomic, ways of promoting competition would be to 
increase the contestability of separate geographic markets 

/ by beefing up the transmission infrastructure that serves 

_them. With sufficient transmission capacity, attempts to raise 

prices in smaller regions become unprofitable because such 
attempts simply draw supply from neighboring regions. 
IrTlact, adding transmission capacity can actually decrease 

i its use: the threat of competitive imports can be sufficient to 

forestall the exercise of market power.
It seems then that construction of additional trans­

THE RECORD SO FAR

IN CALIFORNIA AND A NUMBER OF OTHER MARKETS, ADVO- 

cates of restructuring have seen prices fall over the past 
few years and have declared victory. But independent of 

restructuring, electricity prices were expected to decline dur­
ing this period in many parts of the United States. In Cah- 
Jbrnia, for instance, as the sunk investment in nuclear plants 
was paid off and the high-cost PURPA contracts expired, even 
under old-style regulation consumers would have seen 
their prices fall. Restructuring could not make tliose strand­
ed investments disappear, and old-style regulation could not 
make their impactcontinue indefinitely^

Instead ot being distracted by historical accounting, 
one might ask just how competitive electricity markets 
have turned out to be. This is a first step in comparing the 

costs and benefits of restructuring. Catherine Wolfram, in 

“Measuring Duopoly Power in the British Electricity Spot 
Market” (American Economic Review 89), finds that prices 

exceeded competitive levels by around 20 to 2?percent in 
the England and Walesqxool, and Severin Borenstein, James
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Bushnell, and Frank Wolak (in their working paper, “Diag-
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caps, threats of antitrust enforcement, and periodic jaw-
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market power seriously can undermine the goals of indtis-
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England provides perhaps the most serious cautionary
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Electricity Spot Market.” American Economic Review 89 (1999): 805. 

• Catherine Wolfram. “Electricity Markets: Should the Rest of the 
P011) Ad°Pt the United Kingdom's Reforms?" Regulation 22

imply large transfers from consumers. This means that

enormous potential benefits but also potential risks. A 
move toward-deregulation that does not take the issue of

Jarge fluctuations in the severity of market power, whichhas 
been greatest during peak demand periods. In'lddition, 

evidence from California and New England, as well as from

efits will be very difficult because it will rest on comparing 

the efficiency of investment under restructuring with the
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tale about electricity restructuring. A high level of dissat­
isfaction with the outcomes in the British power market has 
led to a near total demolition of those market institutions. 

Much of the blame that has been placed upon the market's 
design should more properly be attributed to the market 

st.£U-Cture, which has remained fairly concentrated. The 
British experience with electricity markets over the past 
decade has so seriously eroded faith in markets that ominous 

_good behavior" clauses have been proposed as a require­
ment for generation firm licensing there. Such clauses have 
the potential to be far more arbitrary andmtrusive than the 

traditional forms of regulation that have been employed in 
the United States during the twentieth century.

CONCLUSIONS

THE MOVEMENT TOWARD LESS REGULATION AND MORE

try restructuring and even, as in the case of England, pro- 
duce a regulatory backlash. Any restructuring initiative 

must recognize that the lack of economic storage and of 
price-responsive demand can produce serious marketclis- 
ruptions. Furthermore, levels of transmission capacity that 
may have been adequate under regulation may not be able 

to support effective competition.
In restructured electricity markets, some level of mar­

ket power seems likely to persist. Given the enormous size

England, indicates that market power was felt more severe- 
ly in markets forcapaciryandr^erves than iH7nar~EF?s-fnr 

the-fenergyixselt ------

These outcomes have transpired in a context of sig­
nificant continued regulation. When California operated
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for consumers restructured electricity markets may in fact 

be morecostly in the short run than were their regulated pre- 

decg^oj-s. FfljLrestmrrnring tn benefit consumers, the 

long-term gains stemming from i.
decisions^i both the demand andlS^de7of7C
long-term gains stemming from improved investmpnt

industry must be sufficient to outweigh the potentiafshorr- 

wn cost.5, Unfortunately, measuring those long-term ben-

under a $250 price cap for energy before October 1999 (at 
w hich time it was raised to $750). the limit was binding on 

many occasions. Many generators were also earning sig­
nificant revenues from reliability must-run contracts. In 

England, generators have been subjected to average-price

boning from regulators. Regulators in England also 

imposed sales of power under vesting contracts, set at 
administrated prices, on the incumbent suppliers, as well 

as minimum purchase quotas for British coal. In short, 
these results should not be construed as the extent of mar- 
I
ulated electricity market.
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For Immediate Release 

T.l?E r1HITE Y.OUSE 

Offica ot the Press Secretary 
(Provid�oce, Rhode Island) 

lU:t'.ARKS BY TP.t PRES I DC:�T 

AT F'RI!NOS or FATRICK KENNEDY LCN:F. 

Privote R�sidence 
2arrington. Rl'.ode :sland 

July 28, 2000 

TnE PRtSIOCN�: You have :o be 33 ya.rs c:ci tc �ave tt�t ���� �! 
energy. (Laughter.) You k.�ow, Pa�ricK is -- he cele�ra:ed �is )3rd 
birthday, but he look, like he's a�out 23. And he told r.e that story 
thilt h� tcld you -- rCJT.er..ber \/�en he s".:�=ted his re:-:.ark., anc!. �e t,:.ited 
about being grounded, h• \ISS supposed �o go to his birthday part)" ana �� 
was grounded by bad veather. The !irst ti.!:-.e he saic it, I thought o�c 
of his parents made hirr. stay horte for bad k)ehavio:-. (Laug�ter.} 

Don't pay any attention co t�i,; we're al� just jea1o�s, ?atrick. 
(Laughter. l 

I want to thank Bill and �accy tor opening this mas�i!ice�t ho�c: 
thi, !:;eauti!ul, beautiful place. And !or giving r..e a reason to ccne �o 
Barrington. I hope I can come back. I really think it'� a.ruazingly 
beautiful. (�pplause. J 

I want to thank Senator Reed !or being hG:e with us anc for hi� 
truly outstandinq leadership in the Senate. I want to �hank Ted and 
Vicki and Joan for being te�e co support you, ?atric�. You deserve it. 
And everyt.hing you said about your daci is the truth. (Applause.) 

�1hen Patrick YSS up h9N bragging o� his fath0r, I leaned ove: to 
Bill and I said, you xno�. yo� would be hard-pressed to na�e lO p�oplc 
who have served in the Unitea States Senate in the entire �istory o� 
A.�erica who have done as much ;ood as �ed �ennedy has. And I !hink
that's very in-.portant. (Applause.)

I �ant to thank your fo:mer GCY6rnor, Bruce Sundlan, ar.d your 
fernier Lieutenant Gove:::nor Sob Leese. (phonet1c) for beir.g here and 
Lieutenant Governor and all the �ayors and legislative leaders. A.�c

there are a lot o! people hers who helped me fro� the ceginning. but • 
want to especially mentior. Joe Pallino (phonetic) and Ma=k �einer, 
(phonetic) and Ira Magaziner a�d his vholP. tazu:ly for being t�ere for me 
when I uas just wh&t then-Frc�id��� Bush referred to a! a governor cf a 
small, southern state. (Laughter.) And I was so n�ivc, I thought it 
was a CCll\f:liment. (l..i.ughter.) And I still do. (Lauqhter.) 

� want to thank Pat.rick !or qiving :nc the opportunity to come here 
tor hlm to6ay. I don't know anybody in the Congress who uo=ks as ha=c 
as �e doe!. I don't know anybody in the congre!� a�y rnore devoted to 
his er her constituents :han he is. I don't know anybody in the 
Congress on the good days and t�� bud -- and, believe me, ·you get your 
fair share of both down �here -- who is always up, �lways there, always 
focused, always doing what he's supposaQ to do, You sho�ld be very 
proud of what he has done with his life for you and the people of Rhode 
Island. (Applause. l 

t!.op;ccJ 

tnwles 
?cd�s1 c,
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I th1nk it is truly astonishing that one family ha� produced so 
many people so devoted to p�bl1c eervice. His cousin, Joe, �i� a �reat 
job 1n the Congress. Mis cousin, Kathlee.n, I think is the finest 
Lieutenant Governor in th6 entire United States -- unbelievable in terms 
ot 1,1hat she's been able to accOJriplish. (Applause.) 

But ovor·�h� long run, i£ you will just stick vith him, his energy 
and co�s�stency 61\d dedication will make a unique mark on Rhode Island 
and o� :r.e tr.ited States. a�d I want you to stick with him. And besides 
that, r.e's n01,1 raised a:..l this money for these other people in Congress, 
and they o�e hi� everything. I mean, if 1,1e get the majority, they May 
�ove t�e ca�ita:.. up here, for all I know, just b�cause of P2trick. 
;Ap;:.a·.:u. l 

:.�: re :·,a: uy, tee, or. behalf of .Hillary z.nd myself and Al and 
:��;•: Go:e, : w&.�t tc �h-�K t�e fCO?le of Rhode !slir.c for bein� so 
�coc t: �,, ,�d to �e. cspeclally, !�r th=ough elections. I stopped at 
a scr.cc! e� ;he way here ar.d read my radio address for ternorrow morn1r.g. 
Ar.d c� tr.c w,y: ,tcpped ar.d s�ook hands with a lot of the folks that 
1,1er1 or. :he •treet. J..�d: t�r�ed to one of my aides and I said, you 
��ov, : 1,1�nt :o spcr.d the rest of �y prcs1dency in plac6S where r got 60 
pe:ce�: c! the vc:e or mere. (Laughter and 6fpla�se.) I was pretty 
ha?fY· !�t :·� very gra:eful to you. 

A.r.c : ;uess the re��rks that I n-�ke today are sort of like what we 
at tc:c �sed to call pre�ching to the save�. But I hope you will listen 
�o wh�t I have to �ay; �nc I know that you have friends not only all 
ever this s:atc, b�t all over this country, and I hope you uitl share it 
wi :� then-.. 

Sor..e people think ! 'zr, crazy for cioinq wha':. ?a trick said I am. : 've 
never worke� harder in an election for �yself than I'm working for our 
congressman a.nd our sen�tcrs and our Vice Presicient. Anci, of course, 
there is one particular Senate race I ha�e more than a passing interest 
�n. (Laug-hter, l But I'111 doing it for other reasons. 

I c��e here tcday a little -- ac�ually, reluctant to speak because 
the nig�t before l�st was the first time in two weeks I've been to bed 
before 2:00 a.m. because we were at Ccmp David wcrkinq on :hose M1ddle 
Ea�t peace talk�. And I'm not �ure I'll remel!lher what I say whe� I 
finish, because I'm still a little tired. 

But let me tell you what I think is �est important, and what I'm 
concerr.ed about. Patrick hid it right; I always tell peoplo. there's 
only three things you neeri to �ow about this election. It is a big 
election, there are big differences, and only the O�ocra�s want you to 
know what the differences are. �at does that tell you about who you 
ought to vo�e for? 

B�t let me explain wh,t I �ean by that. We're in the midst of the 
.ongest econo�ic expansion in our country's history, including those 
which occ�rred in vart1me, and we've had no war. All �he social 
indicators are going in the right direction. The welfare rolls are half 
what they were when I took the Oath �f Office; the crime rate is down: 
the teen precrnancy rate i3 de\ffl. 

We have the hi9hest ho�eownarship in our history. We have the 
lowest poverty rate aJt\ong single-parent households in over 40 years, the 
lowe�t unemploynicnt rate &11ong women �n 40 years, the �owest minority 
un�nployment rate ever reccrded. Our country i� at peace and we've boen 
ab_c to be a force for peace fro� �o=thern Ireland to the 9alkans to the 
Middle East and throughout the world. 

So wh.t's the big deal here? Well, in my lifeti�e we have neve: 
had such an opportuni�y to build the fJture o! cu= drsa.ms :or our 

8/23/2000 11 :31 AM 
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children. But w• alsc know that even though things are going very well, 
nothing stays the sue forever, Amsrica is ch�nging rapidly and there 
are b1g challen;es out there on the horiion. 

So I say to you, not in any morose way -- I mean, I'� just as happy 
as the next guy -- and. for ft\Y age, I'l'I'. al.most as happy as Patrick. 
(Applause.) But I want you to listen to this. Ho1,1 a nation �eals with 
a un.ique �oinent of pro�per1ty, a del'!locracy, 1s just as stern a t2st of 
our judqiuent, our values, our wisco�, o�r charac�er as how we deal with 
adversity. 

You didn't have to be a ger.i•Js in 1992 to know 1,1e needed a ch,nge. 
This country was in trouble. We �adrupled the debt of the country in 
�2 years, and reduce0 ou: invest�ent in the tu�ure. 

We were in trouble. The ccu�try was beco�i�g �ore divideo 
socially. The politics o! Washingtcn were stucK in Jo=t o: a p�:ti,a� 
verbal warfare. Anci we had to chanc;e, Now, people -:hink then 'lt,l.y be 
no consequences to ehang• one way or the other. 

Well, what I want to s.y :o you is this: however people vo:e this 
ycAr, they will be votinq for change. There is no do�t about that. 
The question is, what Kind of change will we vote for, This is 
profouncily important. And countries are like indivic.uals. There's net 
a person out here who is over 30, at least, who can't remam.be: one ti�e, 
at least one tiffie in your life when you Dade a h�qe mistaka, 
p�ofessionally or personally, not bec.�se things were going so poorly, 
but beca�se things were qoing so well yo� �hought there was r.o penalty 
to the failure to concentrate. It's alll\oat encie:r.ic to the hur.an 
condition. 

And I see a let of people nodding their heads. You lcnow :•m 
telling the truth. That's the only thing I'm worried a�out this year. 
People just sort of saying, gosh, things are going so well, you couldn't 
mess this economy up with a sticK of cynamitc. There coesn't see� tc be 
much differencG to �e, all these people aro so nice, 

�ow, that basically is the me!sage of our Re�ublican friend!. Near 
as I can tell, the message of the Bush CaJl\paign is just that. I me,n, 
ho� baa could I be? I've been governcr of Te�as; my daddy was 
Pre!ident; I own a ba!eball team. (Laughter.) They like ne dcwn there; 
everything i! rocking along hunKy-dory. Their !r,ternity had it for 
eight years, give it to ours tor eight years -• because wa're 
cornpa3sionate and hUMAne and we're not like what you think about us :rom 
1,1atching the Congress for the !ast five years. That's the rne!sage isn't 
it: Slur, blur, blur. Blur all the distinctions. 

Well, there is a difference. And that's what I want you to tell 
every fr�end you've got all over this country. Whatever decision the 
A.�erican people JMke, ! will gladly accept. And I 1 ve already had so

many gifts in life I could never complain about an�hing that happens to
roe. But I want my country et least to make this decision knowing what
the alte�natives are ind knowing that there are consequences for'
whichever choices we make, And let me just give you a few.

There is a huge difference in economic policy -- massive. This 
year already, the Rep�blicans have pass&d -- not this =alendar yadr, but 
over the last 12 months -- tax cuts totalling over a trillion dollars, 
They're goinq to Philadelphia to advocate another tax cut �ay over a 
trillion dollars. In other words, they propose to spend 100 percent and 
more of the projected surplus over the next 10 years on ta� cuts -- all 
of it. And if they enact the?!'. in a year, which they would do if they 
had the White House and the Congress, th&y would be there, but the money 
m.1y not �e. 
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And what do we do with the rest?

-- we

Today, 74 percent of the kids are reading and

You've got to save
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have kids that come from troubled hcr.es and troubled nerghbcrhcode that

-ess 
tax benefits

............................How much money are you going to make over the next 10 
■> If I ask you to come up here right now and sign a binding 

contzact to tpend 100 percent of Lt. ooeld you Co rt? 11 you ootid, you 
ought to support then. If net, you better Stier ur... us. how, you re 
laughing, but that’s exactly what the deal

Our tax cuts are less than 25
But we give more tax benefits to the 

'•-st four quintile- 
afford to be here

But 80 percent of 
our plan than

If not, you better stick with us. 
is.
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Well, first 
qcinc to spend it because we don’t knew if it's there yet.

But you can't say that we cars more about our children than 
anything, but we're going to take the money and run. y:--- 
some to invest in them. And in health care and in the environment and 
in science and technology and in health research.

So I think this is vary, very important. And it's not like you 
hadn't had a test run here. We tried it their way for 12 years and 
we've tried it our way for eight years, and you do have a record here.

Let me ask you something. Did you ever get one of those letters in 
the mail, like from Ed McMahon saying, you may have won 510 million- 
Now if you got one of those letters and you went cut the next day and 
committed to^pend 510 million, you ought to be for them; if not, you 

had better stick with us. (Laughter and applause.) You think about 

that.
If I ask you what your projected income is for the next 10 years, 

vou think hard, hw- ---- --- r
years'5 If I ask you to come up here right new and sign a binding. . 
contract to spend 100 percent of it, would you do it? If you wcu 

of all, we're net
Secondly, we 

think seme*money should be invested in the education of our children. 
We have the largest number of students in our country s history 
(applause) -- we have the most diverse number of students in cur 
country's history- We have kids in these classrooms bursting at the 
seams and we want to make then smaller. We have school districts who 
can't afford to build buildings and we want to help then^build^thera^ 1 

need after-school and summer school programs, ana we want to give them 
those opportunities.

And I've been working on education seriously now for more than 20 
years — seriously — going to schools, talking to teachers, talking »o 
y - ■ rcr!:. And I can tell you we knew more now

known about how to turn these failing schools around.

SOcercent of the American people that are the 
. _ ----  ..x- oa.

theirs than with cur curs 
; xer« relief oncer 

than a fourth as much-

our proposal is different.
percent of their 52 trillion-plus.
SO percent of the American people
Which means in the short run, most of you whe 
today would de better with 
the American people would actually get 
theirs, even though we spend less th—

principals, watching how they work.
than we have ever 1------- j - -

I was in a school in Spanish Harlem the other day, in New York City 
where, two years ago, 80 percent of the children were reading and doing 
math below grade level. Today, 74 percent of the kids are reading and 
doing math at or above grade level. (Applause.)

I was in a school in rural Kentucky the other day — (applause) -- 
where — (laughter) — your national ambitions are being outed, Patrick, 
you've got broad bases. (Laughter.) So I was in this school m rural 
Kentucky. Over half the kids on the school lunch program.. Four years 
ago, one of the failing schools in Kentucky- Four years. They went 
from 12 percent of the kids who could read at or above grade level to 
almost 60 percent. (Applause.) They went from 5 percent of the kxds 
who could do math at or above grade level, to 70 percent. They want 
from zero percent of the kids who could do science at or above grade 
level to almost two-thirds in four years, and they're one of the 20 best 
elementary schools in Kentucky. We can turn these schools around, 
folks. We can do that. (Applause.)
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And Patrick's riaht — there are people every week who choose 
,en medicine ana jood. This is a big difference — ano what xt kind of

There are big differences on

- Al

So make no mistake about it — there are big

the environment and grow the economy and

Patrick talkedaboutAsi:her^tUvLS£p“:id:^i;.ss9t?:1»^XKi^tr^^a

ban, because they scared all the gun owners in the country in-0 
believing w9 were going to take their guns away and they woulan t be

all these hunters, I said, now if you missed a dey in the deer woods, 
you ought to vote against me, too, because he did it for me, because

they would have an office in the white House if the Republican nominee

won.
And we just have a difference of

child
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Wa believe you can improve 
they basically don't.

_j if there are no differences in 
to the decision the American people
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Gore and I have set aside more
than any i--------------
Roosevelts in the continental United States --

Now, in the primary, their nominee said if he were elected, he 
would reverse mv order creating 43 million roadless acres in our 
national forests — something that I think would be an environmental

between medicine ano food. -----
country are we going to live in.
environmental policy.

You know, one of the things I'm proudest of is that we have - 
--1— u land for future preservation for all time

ad.miAistration~in' American history except those of the two
• * ever. (Applause.)

You cannot let this election unfold as 
economic policy and no conseguences t_ 
will make.

The same thine is true.in health care policy. We’re for a strong 
patients' bill of rights that Senator Kennedy has led the way on, and 
they're not. We’re for a Medicare prescription drug program that all 
the seniors in our country who need it can buy into. We would never .

terrible mistake, 
differences here,

We would never 
'--tothout pr^crlption drugs. The only 

reLon «“Lne that «ay In 3B6S Is that heaith care in 1S65 is that

health care in 1965 was about doctors and hospitals.

Today, if you live to be 65. your life expectancy is 82 or 63 

drugs today.

able to go hunting.

And I went up to New Hampshire, I remember, in 1996, where they 
beat one of our congressman. And I said, I know you beat him because he 
voted with me on the assault weapons ban and the Erady bill. And . told 
all these hunters, I said, now if you missed a dey in the deer woods, 
you ought to vote against me, too, because he did it for me, because I 
asked him to. But if you didn't, they didn't tell you the truth and you 
need to get even. And they did and we won.

But the point I want to make to you is, there is a huge, 
philosophical difference. The head of the NRA^said ^other^day^that

What I want you to know is, they won't need an office, because 
they'll do what they want anyway, f 
opinion there.

Al Gore, he wants to close the gun show loophole and require 
trigger locks, and stop the importation of these large-capacity 
ammunition clips, and require people when they buy handguns to have a 
photo ID license showing they passed a background check and they know 
how to use the gun safely. I think that’s the right thing to do, and
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But I do.they don't — and they honestly don't.

And the American people need to know there are c®^e^^cesB^r® 1 
___  ♦•ho* t-hpn oucFfit to vote for tnerft* Bur &t

Senator Kennedy has been working on it

But we've been

f

But it did happen.

the country’s in this kind of shape — never have a chance like this to
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ever
They just

failure to concentrate if they really don’t know what 

are?

? There are big differences. 
So how could Patrick not be successful in his 

-s to their
the differences

wouldn't be around here after 226 years -- 224 years
•........ ---- • That's the whoxe

Most'of the time, the people get it right on most

The strongest economy we've ever had.
' ' ' ; was a :ob-killer disguised m k

i terrible nurJoer of jobs. 1_ — 
to skyrocketing juvenile crime because we were gorng to

1 j C b 2 a F. d the lowest juvenile crime rate 
(Applause.) It’s not like we don’t have any

You know, we---------- .
if the American people weren’t right most^of
premise of democracy. 1----- --- 1—<■ . .
of the issues if they have enough information and enough time.

So that brings me to this next point I want to make, 
objective is to blur all these differences. ■— —

We ought not to have that.

■ ■ , as far as we know, from the 
presidential nominee to the vice presidential nominee,

patriotic people who differ with us. 
choices about the differences.

But they have now taken -- but after basically trying to be the 
beneficiaries of this torrent of venom we’ve seen in American politics 
over the last 20 years, they have now taken the position that we re

so thaC point z Ua„t to ‘J-

New, here's what I want to wy to you.

to convince the votors that their opponents were just one step above car 
thieves. And you're tired of it too, aren't you? C—
personal destruction. V

We Democrats ought to stand up and say, ,....---- .•----- tQ cheir

candidates for Senate and the House, our opponents are honorable, 
. And we think elections are citizen

That's what we ought to do. (Applause.)

trying to raise 
The last time 

■;incne«s.
And that would lead 

throw all of 
And since they said

running a negative campaign if we tell you how they votec.

We see this in New York all the time. If you tell people how I 
voted, you're being negative. I've got a right to hide my voting record 
from the people. (Laughter.) How dare you tell them how i voted. This 
is a choice, folks. It will have consequences. I know it s a beautiful 
place and the economy is doing great, we're all in a good humor. But 
I'm telling you, we might never have another time in our lifetimes when

Wa’ra for employment nondiscrimination legislation; we can't get it 
cassed Senator Kennedy has been working on it a long time, we re .or 
raising minimum wage and they’re not. I'll bet they will do that before 

the election, because that's pretty hare to cefend.

trying to do it for ever a year.

Ted Kennedy has worked with them for over ^ear
the minimum, wage. Cl.- . "
we did it in ’96, they said it
They said it would cost a i------

thes e^kids out’of work by raising the minimum^
that, we've got 11 million more j-’ . ’ .
we've had in 25 years. (Applause.) It’s not like we con . have any 

evidence here.

So what’s the point I'm trying to make?
and we have evidence. L- ---- ---------- --------
Quest if people really believe there are no consequences

for employment nondiscrimination legis.at 
had been working on it a lo

raising minimum wage and they're not.

want to make like that never happened.

1 zz'j tc ycu, I think we can have a
I'm tired"of”20 years of politics where people try

The whole politics of
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Yc.; need

That’s all greatthe human genome developments.

their part.

will not Look at people who have physxcal disaoxiities as ix tney 
disabled; we will look at their abilities and think about what they can
do and what they car. do.

And I think that's important.
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policy that promotes peace.
has done as vice President of
of the country.
people need to know that.

The second thxnc you need to know is. he's ?ot ^goodjconomic 
and I already explained that.

Just

believed that all the civil rights problems would be solved in Congress 
and in the courts. And I thought that economy was on automatic and it 
would go on forever, and all the pcor people in my native state would be 
able to get an education and get a 30b. And everything was just going 

to be fine.

States Congress, in part because we now live in a country which says we 
will not Look at people who have physical disabilities as if they are

do and what they car. do. And I think that's important and think about 
what they can do and what they can do.
Let me just -- I'll close with this.

for the environment, for economic 
and to help this country to have a foreign

Koboay has ever remotely done what Al Gore 
f the United States -- ever in the history 

o know that. (Applause.) And the American 
Lt'e not even close.

But we lost our concentration. And we got in trouble. And by the 
time I graduated from college we had two years of riots in the streets.

policy;
then the Ec Mc«*hon story, 
you nay have won $10 million; 
support the other side;

build the future of our dreams for our children.

And I want to sav this about my Vice President really quickly; J 
guess he still is, I haven't seen him in a while.
are four things you need to know about Al Gore, 
a lot of vice presidents who made great presidents.

fcr^this country. I believe Theodore Roosevelt made a great president. 
I know Thomas Jefferson made a great president. I know Harry Truman 

made a great president.

„ Your little gene map is going to be out there
Don't you think that you ought to know that nobody can use

. •------------- -> You need somebody

You've got your great secretary of state running for the Lnited 
States Congress, in oart because we now live in a country which says

(Laughter.) There
One is, there have been 

, I believe President 
Kennedy's Vice^Freaident, Lynden Johnson, did some magnificent things 
for this country. I believe Theodore Roosevelt mace a great president. 
’ rhfM-.aa Jefferson made a great president. I know Harry Truman

There have been a let of vice presidents who were great presidents. 
There has never been a person who, as vice president, did^as^much for 

the economy, fcr technology, 
opportunity for poor people

When you talk to people you tell 
tell them: You get that letter saying 

if they want to spend it they should 
if net, they ought to stick with us.

third thing that I think is important is, is he understands the 
And~we need somebody in the White House who understands the 

Internet, the human genome developments. That's all great 
g, but your banking and financial records are on somebocy's 
Don't you think you ought to be able to say yes before

The
future.
future; the Internet,
and exciting. 1
computer. !
somebody gets them?
somewhere. L— - „ .
it to deny you a job or a raise or health insurance? 
that understands the future.

The last thing is: He wants to take us all along for the ride. 
And I want to be in a country where my President wants us all to go; 
blacks and whites and browns, the abled and the disabled, straights and 
gays, everybody that will work hard, play by the rules, obey the law, co 
their part. I think we ought to all go along for the ride. (Applause.)

I graduated from, high school in 1964. And our country was still 
profoundly sad because of President Kennedy's death. And I was a white 
southerner who believed in civil right's. We were in the middle of the 
longest-- what was then the longest economic expansion in American 
history.

And I really believed — I was 17 ana wide-eyed and I really

And I thought that economy was on automatic and it

And everything was just going



should be happy and thank
Thank you and God bless

(Applause.)you.

END 3:30 P.M- EOT
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in American history was history.
.. --------- We

the country was so divided, and two terrubue oay 
;dv was killed. And just * few months, ^ter.^the

SV.a“P«ue livc in chis ci"e-
But the test is, what will we do with it.

It was nine weeks after Martin
weeks, nine t-------
reelection because 
after Senator 1

I^;//www.pub,Whitehouse.gov/iri-...anu.top.gov.u$/zuuw iiiai+i

«s kmed. Md just. Xt
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USA unhealthy for women .1

i

1

1412

the report were taken from the tus, and only one benchmark - the maternal deaths for every 100,000

iry” if they came within 10% to cover the recommended screening tention doesn’t need to be paid to 
‘ they fell short by more than for chlamydia, the most common bac- men’s health as well," Greenberg says.

ing overall. Eight states and the Dis- pregnancy.
trict of Columbia flunked, and the re- ► In the District of Columbia, 22.8

Says Berlin: “How can you figure 
rt what you need to do if you don'ttop- out what you need to do if you 

f 1.9 have the data?”

et quicldy cuts
P<3 typical diet with additional fruits among 

and vegetables; the third, the roughly
I

people from heart disease and per­
haps premature death.

pressure

disease million people a year. grams a day of folate, a vitamin that
! artery- By reducing homocysteine lev- dramatically cuts homocysteine

study'but Monday. (gIn a three-month study, the diet, and that’s on top of the benefits of plus additional fruits and vegeta- 
lown as DASH — for Dietary Ap- reducing blood pressure and cho- bles consumed 314 micrograms of

rt- ger
nor
Bo:

8D-TUESDAY, AUGUST 22,2000 ■ USA TODAY

women, acknowledges Marcia Green- 
berger, co-president of the Washing-

“this report focuses on women’s 
health, but we certainly would not

Women SO and over who had a 
mammogram in the past two years

District of
Columbia

Minnesota

Source: Making the Grade on Women’s Health

By Julie Snider. USA TODAY

813 years
742 years

Heart disease, the nation’s lead- ► Volunteers on the typical 
ing cause of death, kills nearly 1 American diet ate just 168 micro-

DASH diet.
The results:
► Volunteers on the typical

I

213*
■ 38.4%

89.4%

64.9%

says a els, “the DASH diet can reduce your levels. . 
heart disease risk by 7% to 9% —

Women without health insurance
Hawaii | 75%

Texas ■■ 28%

Women’s life expectancy 

Hawaii________
District of Columbia

Women living in poverty 

Utah | 83%

21.6%

► Those who ate the typical diet 
fruits and

District of
Columbia

Heart disease death rate 
per 100,000 women
Minnesota BWM 65.4

Mississippi (|

Th US

► Those in the DASH group ate 
more than 400 micrograms of fo-

day’s Circulation. For the first three Heart, 
weeks, the volunteers ate a typical says sh 
American diet. Then the volunteers was riel 
were divided into three groups: diet pit 
One ate a typical diet; the second, a As a

man Services. They include life expec- met by all 50 states and the District of by the report affect men as well as 
tancy, the death rate from breast can- Columbia, according to the report ’

Other key findings: 1 „ .
► Nationwide, women earn 723% tonJT.C-based women’s law center, 

of what men earn, a gap that can af-

► Only three states require insurers want to suggest for a minute that at-

cer and the percentage of women
who receive prenatal care in the first
trimester of pregnancy. .  .

States received a “satisfactory" feet women’s access to health care, 
grade if they met a benchmark, “un- i
satisfactoi
and“F’iftl._,  . .
10%. Each state also received an over- terial sexually transmitted disease, 
all grade of satisfactory, unsatisfactory
orF.

•: , ■J*-!-. V, ;■ ■ .

‘Unsatisfactory’ is 
norm across nation e

Women’s health by the numbers
When it comes to US. women's health status, a new report finds a wide range among 
states and the District of Columbia. The best and worst for some key indicators: 

Women who smoke 
Utah ■ 125% 

Kentucky ■■ 285% 

Women who are overweight

Arizona
Mississippi

By Rita Rubin
USA TODAY

A report that assesses the status of
women’s health at the state and na­
tional levels ranks Hawaii best and
Mississippi worst

“Making the Grade on Women's
Health," to be released today by the
National Women’s Law Center, the
University of Pennsylvania School of

. Medicine and the Lewin Group, a
health consulting firm, evaluates
states on the basis of health status and
health policy. The authors plan to dis­
tribute the report to national and
state policymakers.

Many of the benchmarks used in

Healthy  ̂People 200CI initiative by the percentage of women 50 and older livebirths.
U.S. Department of Health and Hu- who received mammograms - was Many of the problems highlighted

S, eart disease

r' /(V'

known as DASH - for Dietary Ap- reducing blood pressure and cho- bles consun 
proaches to Stopping Hypertension lesterol,” says lead author Law- folatedaily. 
- lowered homocysteine markedly rence Appel of Johns Hopkins Uni- 
comnared with a tvnical American versitv in Baltimore.

w  The report uncovered many in-
► No state met the national goal formation gaps, such as a dearth of 

„ t that al| pregnant women receive pre- state-level health data for racial and
No state earned a satisfactory ratL natal care in the first trimester of ethnic groups, says Michelle Berlin, a 

“ ‘ physician who co-directs FOCUS on
numuia a..v. - ... ...<■ ^3 Health & Leadership for Women at

maining 42 states were deemed women die out of every 100,000 who the Pennsylvania medical school, 
unsatisfactory overall. deliver a live baby, the worst rate in Says Berlin: “How can you figure

In addition, no state met all 25 the nation, compared with top- out what you need to do if you don't 
benchmarks for women’s health sta- ranked New Hampshire’s rate of 1.9 have the data?”
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ton and the European Union have
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with Belgrade. In return, Washing­
ton and the European Union have 
supported the Montenegrin govern-’ 
ment politically and with substan­

tial financial aid. r<
But this careful balancing apt, is, 

’coming under increasing pressure 
from Belgrade, which sees Mon­
tenegro slowly slipping away from 
its grasp. In March Serbia imposed 
a total trade and economic blockade 
on Montenegro, barring passage of 
any goods across what until recent­
ly was an uncontrolled border. Mi­
losevic has also beefed up the YugO; 
slav military presence and sent^ 
battafion of paramilitary thugs into 

the area. , „
And in the most direct challenge 

to Montenegro, Belgrade last 
month changed the Yugoslav consti­
tution, effectively stripping the 
small republic of any influence in 
the federation. With a divided oppo­
sition in Serbia—and Montenegro’s 
decision not to participate in the Yu­
goslav elections now scheduled for 
Sept. 24—Milosevic’s constitution­
al engineering will likely succeed in 
fortifying his position in power. 

At that point, Belgrade can move 
against Djukanovic, using his failure 
to accept the new constitution as.its 
pretext. Milosevic may also befieve 
that a Washington distracted by the 
presidential campaign will not be 
willing or able to offer Montenegro 

military support.
The Clinton administration and 

its NATO partners have expressed 
concern about developments in 
Montenegro and warned Belgrade 
against using violence. But they 
have not provided Montenegro the 

* security guarantee it wants, fearing
2 that to do so could prompt a Mon- 

tenegrin' decision to declare in- 
y dependence. Instead, U.S. and
•d NATO officials have warned of

« *1 ______

to elaborate’on what contingency 

planning may be underway.
But more must be done. ,The 

ized United States and it allies shohld

fend Montenegro and the Djukanov­
ic government against any forceful 
attempt to undermine it from inside 

___ or out. Washington and its allies 
« it’s must make clear that this commit­

force is necessary—and that they

until Milosevic was removed from 

power.
Milosevic may try to make 1us 

uodel, last stand in Montenegro. He must 
not succeed. But only an immediate 
and unmistakable commitment to 
Montenegro’s security can ensure 
that he won’t.

The writer is a senior fellow at 
the Brookings Institution.

But more must be done. /The 

pubfidy"commit themselves to^de-

k go^enFagainst any forceful 

attempt to undermine it from inside 
or out. Washington and its allies

merit includes the use of whatever 
force is necessary—and that they 

1 and could continue to prosecute the war 

n the
., leav-
■ more

■ c ' ■

For the fifth time m a decade, war 

goslavia. As with the wars in Slove-

Sloixxhn Milosevic’s Serbia once 
again stands at the center of the vio­
lence. This time the conflict in- 

ge'ther "with Serbiai is all that

! threatens to erupt in the former Yu 
—__l A*- in
nia, Croatia. Bosnia and Kosov®.

again stands at the center of the vio­
lence. This time the conflict in-

i volves tiny Montenegro, which, to­
gether with Serbia, is ah that 
remains of Yugoslavia. s

If past is prologue, Montenegro’s 
effort to liberate itself from Serbia’s 
crushing embrace will exact a brutal 
response—and it will find the Unit­
ed States and NATO intervening on­
ly after the conflict has turned vio­
lent. But if Washington and its allies 
move swiftly to make clear they are 
fully committed to defeating any ag­
gression emanating from Belgrade,

i they may be able to halt the slow 

slide into war.
For years, as Yugoslavia disin- 

j tegrated in the early 1990s, the 
hard-fine Montenegrin regime in 
Podgorica stood shoulder-to-shoul- 
der with Milosevic. That changed a 

few years ago, when a younger gen­
eration came to power in elections 
in Montenegro that narrowly de­
feated the Belgrade-backed regime.

< Since then, the energetic govern­
ment headed by President Milo Dju­
kanovic has sought to distance 

i Montenegro from Serbia by moving 
closer to the United States and Eu­
rope. Montenegro refused to con­
demn NATO’s actions in the Kosovo 
war and instead opened its borders 
to both the Albanian refugees 
streaming across the border and jhe 
Serb opposition escaping Milose­

vic’s wrath.
' For its stance, Montenegro was 

spared NATO bombing during the 
. war and handed a de facto NATO se­

curity guarantee for the duration of 

the conflict.
After Milosevic’s defeat at 

NATO’s hands, relations between 
the two Yugoslav republics deterio­
rated rapidly. By August of last year, 
Djukanovic was demanding a funda­
mental change in their relationship, 
insisting that each republic have its 
own army, foreign policy and con­
vertible currency. Failing that, Mon­
tenegro would hold a referendum
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:• cente-

arc mere ukcly to rod over .r. accidents. It also 
threw a spoib^ht on a decision awaiting Con- 
gress ulien it returns: whether to allow 
Nri '.'SA to rate new-model vehicles on their

A" rears of wrestling with tlie

ZJ

Congress should drop the Shelby provision. 
While the mathematical ranking may be simple 
and limited, NHTSA says it has found a high 
correbtion between its results and real-world 
accident reports. Even the consumer and in­
surance industry groups that would like to see 
NHTSA go further say this is better for con­
sumers than nothing, which is what they’ll get 
during the nine months set aside for the NAS

Congress were flirting with the notion that ac­
tions based on religious conviction ought not 
be subject to state and local civil rights laws  
if a property owner, for example, refused oo 
religious grounds to rent to gay or unmarried
heterosexual couples in defiance of local fair dened ^ople's reli^ousTee ZXTx-
housing rules. A broad and loose exemption of ception for civil rights bws was included The
'md sort would obviously have senous civil narrower version Congress finally passed fo-
nghb consequences. Fortunately, in the past coses on laws that restrict bod use by reli-

how to balance rebfpous freedom with local compromise by Sens. Orrin Hatch and Ted
civil nghts ordinances is not going away, the Kennedy should have no impact on civil rights

r-'«r.eu .»v i-nrj .i;.von< the acci-

once

. ’--- ------v KMIU
meaning.

In a similar vein. Congress this summer 
stepped back from a bill passed last year by the 
House that would have required many state 
and local bws to give way when they bur

announcing the system. Transportation Secre­
tary Rodney SUtcr said lie hoped the ratings

HE FIRESTONE tire recall story shows 
■ > signs of letting up Much of the ma-

u>x.v tu rod i>ver r. Accidents. It also do.

Copi^

A Right to Discriminate?
A YEAR AGO, the courts and Congress
L\ hioked as i! they were about to punch a

brse hole in stale and local anti-dis- cuuru escape anti-<us
i v" 'm O^A- h\nrme Of rAiffi0US b'ber L1W9 simP'y ‘l“t they were
Con^ .,o “n^'nee. the bws would have no

Rolling Over on Safety

vr ? o • Z J,ini. pnng with design changes that would improve tlieir
X " olZ 9 <£'’'* 'Vee- t0HU0Ver SCOreS-The WormationSXs 

" he . , For is Pr«‘- a disappointment to many consumer and auto
" he^looKmg at 5rcps to speed safety groups, which had hoped for a reg-

tlimgs up ;or Explorer ..wuers. State Farm In- ulatory standard that automakers would be 4-

(Etje Washington post
Sunday, Aucust ao. 200a

bws and also seems safe from the types of con- 
— -ri-------- stitutional challenges the earlier version in-

cently reversed a ruling by a three-judge panel vited.
But the legisbtive compromise and 9th Cir- 
*■1 • * ...

temporarily. Local civil rights ordinances else- 
1 z « • .. ... 

. . ......... am. uaxuiiK oittLUiu cuauenges. uuunace-
ding housing dhscnminaUon on the basis of ly. the balance between the two freednms-^f 
marital status The full court Adn’t reach the religion, but from discrimination-is one the 
merits 01 the dispute; the panel s decision was Supreme Court will likely have to deride.

s invalidated on procedural grounds. The re-
L . , , • , r----- a versal was welcome even sn. If commercial

,hG,c and, Landlords could escape anti-discrimination

reprieve is good news.
The full 9th Circuit Court of Appeals re-

from early last year. The panel had held that

lords took precedence over state lawn in Alas-

iN.sue,

<?c . niuthemaiicnl formula in-

St V - a J ; de lower under tlus formula be-

hkelthood of ruJji'.g, 

y»»nr< r*l' ..

Ml 1S \ • \:.,v prn.x Mrd u rollover raringsv-h-

rj »c!’k :r*s height -ind width In general,

.au. of du-ir b,..c design dun wiU passenger study^
utrs. w ...ch are mostly closer to the ground. In to know the propensities of these vehicles?

t .! sow u-w-o ,f-.i:r.g 750 accidents and 
• -***>•.. j' ir_;» be .n.fcrrj ’0 wch .'ailurcs.

• JV a - <r - ' ■
v rorc Ex icreix. on .

J : .c recalled urea were im»tajcd. 

' a aa-e >ued. Tu,u^h XHTSA

de;.is, tr.c nuir.^em focarfd artenticn

to account.
Less than a month after the ratings system 

was formally proposed. Sen. Riclurd Shelby

-m,-h j large per- tion appropriations bill barring NHTSA from
.  pubbshmg the rankings until the National

Academy of Sciences studies whether they are 
based on sound science. The Senate passed the 
hill willi Uiat provision in it. The House ver-
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